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Foreword

This university textbook, EU Foreign Trade Policy in Relation to Developing and Emerging
Regions, is a continuation of the university textbook EU Foreign Trade Policy in the Context of
Geopolitical and Geoeconomic Changes, published in 2024 by a team of authors: Z. Kittova,
K. Drienikova, H. Juhas and L. Zubal'ova, published by the University of European and Regional
Studies in Ceské Budéjovice.

This is the second title published as an output of the project of the Ministry of Education,
Research, Development and Youth of the Slovak Republic KEGA No. 025EU-4/2024 entitled
Textbook on EU Foreign Trade Policy for a Fundamentally Innovative Study Programme in
International Trade Management. The ambition of this project is to innovate the study
programme, which includes redefining the graduate profile, educational objectives and outputs
of the study programme and study plan so that they correspond to the current needs of
economic and social practice, as well as innovating teaching methods with an emphasis on
problem-based teaching, activating teaching, collaborative and engaged learning, and critical
thinking.

This university textbook gradually maps the EU's foreign trade policy and relations with
developing and emerging countries in five main chapters. It first focuses on countries
belonging to three selected regions, namely 1. Latin America, 2. the Middle East and North
Africa, forming the southern branch of the European Neighbourhood Policy, and 3. the
Association of Southeast Asian Nations, known by the acronym ASEAN. It then turns its
attention to a new EU trade policy instrument, the Carbon Border Adjustment Mechanism. This
instrument aims to prevent the relocation of greenhouse gas-intensive production from the EU
to countries with less stringent environmental standards. The new mechanism poses the
greatest challenge to developing and emerging countries. Finally, the university textbook
introduces the system of trade preferences that the EU offers to developing and emerging
countries.

In addition to covering individual topics, the textbook also contains other important
components for learning about the subject matter, testing understanding and the ability to
apply the explained material, as well as developing students' critical and creative thinking skills
and other soft skills. Each of the five chapters therefore contains tasks for individual or group
work. These tasks serve as tools for activating or problem-based teaching, which lead students
to discover, reveal and compare certain facts themselves, thus supplementing the subject
matter with their own views. Group tasks are designed to support collaborative learning, i.e.
the acquisition of knowledge and skills by students based on mutual dialogue between
individuals in the team, a common understanding of the task and cooperation aimed at its
successful completion without mutual competition, whereby the activities of individuals are
supported by the whole group and, conversely, the group benefits from the activities of each
of its members. These tasks also serve to develop students' communication and presentation
skills.

Each chapter includes a glossary explaining the technical terms used in the text, making it
easier for the widest possible range of readers to understand the subject matter without the
need for prior study. Each chapter also contains references to relevant literature for those
interested in studying the subject in greater depth.

On behalf of the team, I am confident that this textbook will be a useful and interesting guide
for studying the EU's foreign trade policy. I would also like to express my sincere thanks to
the reviewers and everyone who contributed to its creation for their valuable advice and
comments.

Zuzana Kittova



1 EU relations with Latin American countries

Learning outcomes

Students will acquire knowledge about the development and current state of EU foreign trade
policy towards Latin American countries. They will understand the importance of EU foreign
trade relations with these countries in a changing global economic environment. The tasks are
designed to develop students’ ability to solve problems in the EU's foreign trade relations with
Latin American countries, their ability to work in teams, their ability to think creatively, critically
evaluate the knowledge they have acquired, communicate their professional opinions and
present the results of their own work.

Keywords
Latin America, association agreement, free trade agreement, customs union
Abbreviations

ACP — African, Caribbean and Pacific States, EEC — European Economic Community, GSP —
Generalised System of Preferences, Mercosur — Mercado Comun del Sur (Southern Common
Market), WTO — World Trade Organisation

Introduction

From a geographical point of view, Latin America comprises the countries of the Caribbean,
Central America (including Mexico, which is usually classified as part of North America) and
South America. This designation stems from the fact that Spanish and Portuguese, languages
that developed from Latin, are predominantly spoken in these countries. However, in terms of
EU trade policy, the Caribbean countries, including Belize, Guyana, Suriname and Cuba, are
part of the African, Caribbean and Pacific Group of States, known as the ACP, which has a
special relationship with the EU. The overseas territories of France, the Netherlands and the
United Kingdom also have a special status in the region. Therefore, in this chapter we will
focus only on countries that are or were part of the Central American Common Market,
Mercosur and the Andean Community integration groups, as well as Mexico and Chile (Figure
1.1). These countries form a culturally and ethnically diverse region with large differences in
income levels. Other problems include low labour productivity, a shortage of skilled labour,
poorly developed infrastructure, inefficient agriculture, the threat of climate change, debt,
crime, corruption, etc.

1.1 Development of EU relations with Latin American countries

The history of relations between the countries of the current EU and Latin America dates back
to the end of the 15th century, when the Spanish and later the Portuguese began colonising
this part of the American continent. Most Latin American countries did not gain independence
until the 19th century. In the 1950s, integration processes began to develop on both sides of
the Atlantic. Three European Communities were established in Western Europe. In Latin
America, it was first the Organisation of Central American States, which later created the
Central American Common Market (WTO, 2025).
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Figure 1.1 Map of selected Latin American countries
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1.1.1 Cooperation in the 1960s and 1970s

The beginning of interregional cooperation between groups forming on both sides of the
Atlantic was the coordination of their positions before the first meeting of the United Nations
Conference on Trade and Development in 1964 (Jarrin — Aramayo, 2023). In the 1970s, the
first bilateral trade agreements between the European Economic Community (EEC) and
Argentina, Uruguay, Brazil and Mexico were signed. These were non-preferential agreements
based on most-favoured-nation treatment (Commission of the European Communities, 1978).
They are referred to as first-generation agreements. During this period, the EEC also
extended its development cooperation to Latin American countries. This included a generalised
scheme of preferences, assistance in promoting Latin American exports and regional
integration, as well as financial and technical assistance.



1.1.2 Cooperation in the 1980s

In the 1980s, the EEC signed cooperation agreements with Brazil (1982), the Andean
Community (1983) and the Central American Common Market (1985). These were second-
generation agreements which, unlike the first-generation agreements, covered both
political and trade issues and also aimed to establish agreements between these regional
groupings in Latin America (Jarrin — Aramayo, 2023). The accession of Spain and Portugal to
the EEC in 1986 led to intensified cooperation between the EEC and Latin America.

1.1.3 Cooperation in the 1990s

During this period, third-generation cooperation agreements were signed between the EU
and Latin American countries. These agreements went beyond economic cooperation and were
conditional on the strengthening of democracy, human rights and the rule of law in Latin
American countries. In addition, they created a framework for enhanced trade liberalisation
and contained an evolutionary clause that allowed for the expansion of cooperation without
the need to renegotiate the agreement (Arana, 2017). Agreements were signed with Argentina
and Chile (1990), Mexico (1991), Uruguay, Paraguay and Brazil (1992), as well as with the
regional groupings of the Andean Pact, the Central American Common Market (1993) and
Mercosur (1995).

1.1.4 Cooperation after 2000

The EU had been pushing for negotiations on a new framework for relations with Latin
American countries since the mid-1990s (Szegedy-Maszak, 2009). These were fourth-
generation agreements or association agreements covering political dialogue,
enhanced economic cooperation and free trade agreements. Association agreements were
signed with Mexico (the Global Agreement in 2000), Chile (2002) and the Central American
Common Market (in 2012, with the trade section provisionally applied from 2013).

The agreement with Chile was modernised in 2023 with the signing of two agreements, namely
the Enhanced Framework Agreement and the Interim Trade Agreement. The Interim Trade
Agreement entered into force in February 2025 and will remain in force until the Enhanced
Framework Agreement enters into force. The Association Agreement, known as the Global
Agreement with Mexico, is also being modernised. In January 2025, negotiations on a new
agreement were concluded, which, once ratified, will replace the current Global Agreement.

In 2019, after 20 long years, negotiations with Mercosur on the trade part of the agreement
were concluded. However, the agreement was not ratified due to the disagreement of some
EU member states, led by Austria, with the approach to protecting the Amazon rainforest. At
the end of 2024, the EU and Mercosur reached a political agreement on an improved
partnership agreement containing commitments in the area of sustainability (climate
protection, deforestation, workers' rights, etc.). However, the agreement has not yet been
signed. Negotiations on an association agreement with the countries of the Andean Community
began in 2007, but after Bolivia and Ecuador refused to sign a free trade agreement, the EU
continued only with bilateral negotiations with Peru and Colombia. Agreements with these two
countries were signed in 2012 and provisionally applied in 2013. Ecuador did not join until
2017.



1.2 EU relations with Mercosur

Mercosur was founded in 1991 by Argentina, Brazil, Paraguay and Uruguay. In 1995, they
created an incomplete customs union as a counterweight to the integration groups in North
America and Europe. The customs union applies a mechanism of national lists of exceptions
to the common customs tariff, which allows individual member countries to impose higher or
lower tariffs in accordance with their national interests (Demarest, 2025). Venezuela joined
Mercosur in 2012. However, its membership rights and obligations were suspended in 2017 in
response to violations of democratic order following N. Maduro's accession to the presidency.
In 2012, a protocol was also signed on Bolivia's accession to Mercosur. However, the
ratification process took a long time — until 2024, when the country will have four years to
harmonise its legislation with that of the integration group (Mercosur, 2024).

The EU has bilateral cooperation agreements with each of the four founding members of
Mercosur, dating back to the 1990s (European Commission, 2025a). In addition, a framework
cooperation agreement has been concluded with the aim of strengthening interregional
cooperation between the EU and Mercosur, covering trade and economic matters, cooperation
and other areas of mutual interest. In the area of trade, it establishes a regular dialogue with
the aim of gradual reciprocal liberalisation (Eur-lex, 2020).

As the World Bank classifies Mercosur member states as upper-middle-income countries, and
Uruguay as a high-income country, they are no longer beneficiaries of the Generalised Scheme
of Preferences (GSP) (World Bank, 2025). Trade with the EU is therefore subject to most-
favoured-nation tariffs, which means an increase in tariffs for Mercosur exports compared to
the often zero tariffs applied in the past under the GSP. None of the agreements in force allow
for preferential market access or free trade. High tariffs are imposed on imports from the EU,
particularly on cars, machinery, information and communication technologies, textiles,
chocolate, alcohol and wine (European Commission, 2024). In addition, non-tariff barriers are
also applied in mutual trade. In Argentina, these include non-automatic import licences,
preference for domestic products in public procurement and insufficient protection of
geographical indications for products. In Brazil, these include administrative delays, technical,
sanitary and phytosanitary requirements (e.g. requirements for the labelling of wine and
alcohol or allergens in products, quality requirements for wines, requirements for the control
of pests in plants or food, etc.), barriers in the area of intellectual property protection and
public procurement. Barriers in the area of intellectual property protection and public
procurement also exist in Paraguay. In Uruguay, these include sanitary and phytosanitary
requirements, insufficient protection of intellectual property and geographical indications.

The barriers hindering trade between the EU and Mercosur led to negotiations on trade
liberalisation and the overall modernisation of the contractual basis. The negotiations began
in 1999 and lasted for twenty long years. The EU's demands for rapid liberalisation of trade in
industrial goods, protection of a large number of geographical indications, high standards of
intellectual property and investment protection, and opening up the public procurement
market were problematic for the Mercosur countries. Mercosur countries were also dissatisfied
with the EU's efforts to impose preferential tariff quotas on imports of the most sensitive
agricultural commodities (cereals, beef, sugar and dairy products) and special agreements for
wine. The rise of left-wing governments in South American countries in the mid-2000s, China's
growing demand for primary commodities (which supported export-led economic growth in
Latin America and at the same time redirected the region's trade flows in favour of China), the
2008 financial crisis, and the enlargement of the EU to include Central and Eastern European
countries in 2004 (of which Poland and Hungary in particular promoted protectionist
agricultural interests) all complicated the negotiations on the association agreement and led
to their suspension.
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A turnaround came in 2016 thanks to several factors, including in particular (Garcia-Arana,
2022):

e Brexit and the crisis of globalisation following Donald Trump's accession to the US
presidency, which encouraged defensive convergence between the EU and Mercosur
with the aim of securing reciprocal market access,

e the arrival of liberal-conservative governments in Argentina and Brazil supporting
globalisation and open regionalism,

e the loss of the EU's dominant position in trade with Mercosur, which has been replaced
by China, prompting the need to strengthen the strategic autonomy of both partners,

e the approaching end of the mandate of the European Commission under J. C. Juncker
and the elections in Argentina in October 2019, which provided the impetus to conclude
the negotiations before the 'changeover' of power.

Negotiations on the trade part of the new agreement were concluded in 2019. The EU
managed to secure advantages for industrial products and services, while Mercosur achieved
improved access for its agricultural exports to the EU market. Under the agreement, Mercosur
is to fully liberalise 91% of imports from the EU during a transition period of up to 10 years
for most goods (European Commission, 2024). A longer 15-year transition period applies to
goods that are sensitive for Mercosur (e.g. cars, chemical and pharmaceutical products). On
the other hand, the EU is to liberalise 92% of imports from Mercosur over 10 years and 95%
of imports over 15 years. Tariff quotas have been agreed for sensitive agricultural commodities
(beef, poultry and pork) and for means of transport. Export quotas have been agreed for
sugar, ethanol, rice and honey, and wine is subject to special treatment. The EU has retained
the right to grant agricultural subsidies on grounds of public interest. Mercosur will ensure the
protection of geographical indications for EU products, with the exception of certain indications
traditionally used for Mercosur products. A year after the conclusion of the trade negotiations,
the negotiations on the political part of the agreement were also concluded.

Graph 1.1 EU trade with Mercosur countries (in EUR million, 2015-2024)
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Source: own processing according to Eurostat (2025).

The conclusion of the association agreement sparked protests by EU farmers, particularly in
France. Environmental activists and politicians have also drawn attention to the risks of the
agreement in relation to deforestation of the Amazon rainforest. Given that, from the EU's
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point of view, this is a so-called mixed agreement, it requires ratification not only by the
parliaments of the Mercosur countries, the European Parliament and the Council of the EU,
but also by the parliaments of all EU member states. The parliaments of Austria and the
Netherlands voted against ratifying the agreement, and other EU countries, such as Belgium,
Ireland and Poland, announced similar intentions. In view of these problems, a political
agreement on a new version of the Partnership Agreement was reached at the end of 2024.
However, this agreement has not yet been signed. Unlike the 2019 agreement, the improved
agreement allows for suspension if a contracting party fails to comply with the Paris
Agreement. It also includes a commitment to end deforestation by 2030, as well as
commitments to protect workers. In terms of trade commitments, the transition period for full
liberalisation of electric vehicles has been extended to 15 years (CIRCABC, 2024). Paraguay
has been granted an additional quota of 1,500 tonnes of pork and 50,000 tonnes of biodiesel.

Based on data for 2024, Mercosur is the EU's 10th largest trading partner in goods. From
Mercosur's perspective, the EU is its second largest trading partner after China. The
development of EU trade with Mercosur countries is shown in Graph 1.1. Brazil accounts for
the largest share of EU trade (around 80%), while Paraguay accounts for the smallest. While
the EU had a positive trade balance for most of the period under review, the balance was
negative in both 2022 and 2024. Based on data for 2024, the most important commodities in
mutual trade on the EU export side are machinery and equipment (28.1% of total exports),
chemicals and pharmaceutical products (25%) and transport equipment (12.1%). On the EU
import side, these are agricultural products (42.7% of total imports), raw materials (30.5%)
and pulp and paper (6.8%).

1.3 EU relations with the Andean Community

The history of the Andean Community began in 1969, when Bolivia, Colombia, Chile, Ecuador
and Peru signed the Cartagena Agreement. At that time, it was known as the Andean Pact.
Chile later withdrew from the agreement. Venezuela was also a member for several years. The
aim of the Andean Community is the economic, political and social integration of its members.
The Community has a developed institutional structure and legislation (Eur-lex, 2006).
Intergovernmental institutions have executive, legislative, judicial and decision-making
powers. Economic integration has taken the form of a free trade area between Bolivia,
Colombia and Ecuador since 1993, with Peru joining in 2006. A common customs tariff was
adopted by the countries in 1995 (Embassy of India in Peru, 2025).

Developing relations with the countries of the Andean Community has not been a priority for
EU countries for a long time due to the low value of mutual trade. For the Andean Community,
the USA has traditionally been more important. Bananas, an important export commodity for
the Andean countries, have also been the subject of a long-standing dispute between the EU
and the Andean countries at the WTO (Garcia — Arana, 2022). The EU preferred to import
bananas from ACP countries. The political situation also played an important role, as H. Chavez,
President of Venezuela, and E. Morales, President of Bolivia, were opposed to the free trade
agreement. These circumstances were not conducive to negotiations on a trade agreement
between the EU and the Andean Community. The situation changed at the beginning of the
new millennium after the failure of the Doha Development Agenda. The EU could no longer
rely on trade liberalisation through WTO negotiations. Following the failure of the WTO
negotiations, the US sought to rapidly strengthen its trade relations with Central American
countries, thereby threatening the EU's position in the region. All this led to the opening of
negotiations on an association agreement between the EU and the Andean Community
countries in 2007. However, the Andean Community countries did not share a unified position.
Although Venezuela had already left the Andean Community, the problem was the negative
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stance of Bolivia and Ecuador. During the negotiations, Bolivia sought to secure as many
exemptions as possible from the planned free trade agreement. Ecuador, as a GSP+
beneficiary, had preferential access to EU markets and was therefore not motivated to
liberalise mutual trade. Peru and Colombia, on the other hand, were interested in reaching an
agreement as quickly as possible. The EU therefore changed its approach and, instead of the
original format of interregional negotiations (i.e. negotiations between the EU on the one hand
and the Andean Community on the other), continued only with bilateral negotiations with Peru
and Colombia. Comprehensive trade agreements with these two countries were signed in
2012. As these were mixed agreements, they required ratification by the parliaments of all EU
member states, which is a lengthy process. Therefore, parts of the agreement have been
provisionally applied since 2013 with Colombia and Peru, and since 2017 with Ecuador.
Ecuador changed its position on the agreement with the EU because it no longer met the
criteria for preferential GSP access to EU markets and because of the risk of losing its share of
agricultural exports to the EU to Colombia and Peru. The agreement between the EU,
Colombia, Peru and Ecuador has been fully implemented since 2024 and also includes the
possibility of Bolivia joining (European Council, 2024). However, Bolivia continues to be a
beneficiary of GSP+. In addition, its exports to the EU consist mainly of raw materials that the
EU cannot easily replace. These factors reduce the likelihood of Bolivia joining the agreement.

The trade agreement opens markets for goods, services, investment and public procurement,
while guaranteeing the protection of intellectual property, including geographical indications.
The EU has removed tariffs on most imports from Colombia, Peru and Ecuador, with the
exception of fruit and vegetables. For some sensitive products (such as mushrooms, sweet
corn, sweets, beef, cow's milk, rum, sugar, yoghurt and bananas), the EU applies tariff quotas.
This means that only a limited quantity of these products can be imported into the EU duty-
free (European Commission, 2025b). The three Andean countries also grant tariff concessions
to imports from the EU, with different timetables for the elimination of tariffs. The agreement
is asymmetrical due to the lower level of economic development of the Andean countries. The
opening of their markets to imports from the EU is therefore spread over a longer period of
17 years. Once this period has expired, imports of industrial and fishery products from the EU
will be duty-free, as will imports of most agricultural commodities. However, some sensitive
products are excluded from liberalisation or are subject to tariff quotas. The agreement also
emphasises sustainable development with the aim of ensuring a high level of labour and
environmental protection (HZA, 2024).

Based on data for 2024, the EU is the third most important trading partner of the Andean
Community. Graph 1.2 shows that Colombia has long been the EU's most important trading
partner in this group in terms of exports (currently accounting for more than 50% of total EU
exports to the Andean Community), while Peru is the most important in terms of imports (with
a share of just under 24%). Trade with Bolivia is the lowest. The EU has a trade deficit with
the Andean Community. The EU mainly exports machinery and transport equipment (which
accounted for 33.2% of EU exports in 2024) and chemical products (27.7%) to the Andean
Community, while importing agricultural products (48%), mineral raw materials (24%) and
fishery products (13%).
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Graph 1.2 EU trade with the Andean Community countries (in EUR million, 2015-2024)
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Source: own processing according to Eurostat (2025).

14 EU relations with the Central American Common Market

The agreement establishing the Central American Common Market was signed in 1960 by El
Salvador, Guatemala, Honduras and Nicaragua. Three years later, Costa Rica joined. The aim
of the agreement was to accelerate the economic integration of the countries and to establish
a customs union and a common market between the contracting states within five years at
the latest (WTO, 1964). Armed conflict between El Salvador and Honduras in the late 1960s,
followed by civil wars in El Salvador and Nicaragua (in the 1980s), led to a halt in integration.
It was not resumed until the early 1990s, when Panama also joined the integration group. In
1993, all six members signed a protocol to the 1960 treaty, confirming their commitment to
gradually create an economic union, including the introduction of a common external tariff of
up to 20%. This step promoted the acceptance of the Central American Common Market by
other economic blocs, particularly the EU, which supported this regional integration for both
political and economic reasons. By 2016, 95.7% of the total 6,389 products in the customs
tariff of the Central American countries had been harmonised, with metals, oil, agricultural and
health products remaining unharmonized (Sanchez, 2016).

The EU's relations with the countries of the Central American Common Market are governed
by an association agreement signed in 2012. It consists of three parts: political dialogue,
cooperation and trade. The trade part of the agreement has been provisionally applied since
2013. It replaced the unilateral preferences granted to Central American countries by the EU
under the GSP. On this basis, the EU immediately liberalised imports of 99% of tariff lines
relating to industrial products and fisheries (European Commission, 2025c). Liberalisation by
the Central American countries was slower, with duty-free access for industrial and fishery
products only agreed from 2025. Both partners also abolished customs duties on most
agricultural products, with the exception of sensitive goods. On the EU side, duty-free imports
cover 73% of agricultural tariff lines, such as coffee, shrimp, pineapples and melons. The EU
applies quotas on duty-free imports of sugar and rum. Central American countries have
abolished tariffs on 67% of agricultural tariff lines. The agreement aims to strengthen regional
integration by introducing a single import tariff for the entire region and using a single
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administrative document for customs purposes (European Commission, 2025d). The
agreement further liberalises the market for certain services. Restrictions remain in place,
particularly in the area of financial services. The agreement has improved access to public
procurement markets, access for foreign investors to markets and the protection of intellectual
property, including geographical indications. A dispute settlement mechanism has been
established. Following ratification by all 27 EU member states, the bi-regional association
agreement between the EU and Central America entered into full force in 2024, including
provisions falling under the pillars of political dialogue and cooperation.

Based on Graph 1.3, it can be concluded that the EU exports most to Panama within the region
(its share of total EU exports to countries in the region is currently almost 50%) and imports
most from Costa Rica (almost 60% of total imports from the region). Nicaragua has the lowest
share of EU exports, while El Salvador has the lowest share of EU imports. The EU's trade
balance with Central American countries is positive. The EU mainly exports chemical products,
machinery and equipment, mineral products, food, beverages, tobacco and transport
equipment to Central America. The main imports from Central American countries to the EU
are agricultural products (including plant products, animal or vegetable fats and oils, food,
beverages and tobacco), optical and photographic equipment, machinery and transport
equipment, as well as integrated circuits and electronic components.

Graph 1.3 EU trade with the Central American Common Market (in EUR million, 2015-2024)
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Source: own processing according to Eurostat (2025).

1.5 EU relations with Mexico

Relations between the EU and Mexico are governed by the Agreement on Economic
Partnership, Political Coordination and Cooperation, known as the Global Agreement, signed
in 1997. The trade section of the agreement has been in force since 2000 and allows free
trade for most goods and, to some extent, services. Since 2008, Mexico has been one of the
EU's ten strategic partners (European Commission, 2025e).

In view of the need to respond to new relevant issues in the field of trade and investment,
negotiations on the modernisation of this agreement began in 2016. The negotiations were
concluded in 2025. The modernised agreement includes a comprehensive trade agreement
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and also addresses political issues, the protection of human rights and the promotion of
sustainable development. The modernised agreement will replace the current agreement after
ratification.

The modernised agreement removes both tariff and non-tariff barriers to trade in goods
(European Commission, 2025f). The gradual elimination of tariffs mainly concerns agricultural
products on which Mexico currently applies high tariffs (e.g. pasta, blue cheese, potatoes and
apples up to 20%, chocolate and confectionery over 20%, eggs and pork 45%, poultry
products up to 100%). For some other dairy and meat products, the agreement sets tariff
quotas within which imports into Mexico will be duty-free. As regards non-tariff barriers, the
agreement will, for example, ensure the acceptance of internationally recognised EU test
reports and certificates for motor vehicles. It will also strengthen intellectual property
protection in Mexico, including protection for a larger number (568 in total) of geographical
indications for products originating in the EU. The agreement will also improve conditions for
cooperation and supply chains in the area of raw materials important for the green and digital
transformation. It will open up new markets in the area of public procurement. Further changes
concern trade in services and investment. Better market access will be ensured in the area of
services, while public services such as healthcare and education will remain exempt.
Investment protection in Mexico will be improved by the establishment of a permanent
investment court to resolve disputes relating to foreign investment. Similar provisions are also
included in the EU's agreements with Canada, Singapore, Vietnam and Chile. The sustainable
development chapter of the agreement introduces legally binding provisions on labour rights,
environmental protection, climate change and responsible business conduct. For example, it
prohibits the parties from lowering environmental standards in order to promote trade or
investment. It also contains commitments to promote sustainable fisheries and forestry
management and to protect biodiversity. It establishes a commitment for the parties to
implement the multilateral environmental agreements they have signed, including the Paris
Agreement. Breaches of the commitments under the chapter on sustainable development will
not lead to the suspension of preferences but will be enforceable through the dispute
settlement mechanism. The agreement also includes commitments to combat corruption and
money laundering.

Graph 1.4 EU trade with Mexico (in EUR million, 2015-2024)
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Source: own processing according to Eurostat (2025).
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According to data for 2024, the EU is Mexico's third largest trading partner after the US and
China. EU trade with Mexico is gradually growing. The only exception was a decline due to the
COVID-19 pandemic (Graph 1.4). The EU exports significantly more to Mexico than it imports
from it. The EU mainly exports machinery and equipment, chemical products, transport
equipment, base metals and raw materials. It mainly imports machinery and equipment, raw
materials, chemical products, transport equipment and base metals from Mexico.

1.6 EU relations with Chile

Since 2003, an association agreement, which included a free trade agreement, has been in
force between the EU and Chile. Similar to agreements with other Latin American countries,
this agreement was also subject to modernisation at the end of the second decade of the 21st
century. The negotiations on the modernisation of the contractual basis resulted in the signing
of two agreements in 2023, namely:

e the Extended Framework Agreement and
e the Interim Trade Agreement.

The Extended Framework Agreement has not yet entered into force. It includes a policy and
cooperation pillar as well as a trade and investment pillar. It adds further commitments to
those on respect for the rule of law and human rights, broadens the political dialogue between
the partners to include international peace, justice and security, and emphasises cooperation
in the areas of health, sustainable development and climate change, energy, taxation,
education and culture, and the fight against money laundering and organised crime (Eur-lex,
2025).

The Interim Trade Agreement takes over those provisions on trade and investment in the
Extended Framework Agreement that fall within the exclusive competence of the EU. This does
not include provisions on investment protection. The Interim Trade Agreement entered into
force in February 2025, enabling faster implementation of the modernised trade rules. Once
the Extended Framework Agreement has been ratified by all EU member states and enters
into force, the Interim Agreement will be terminated (European Commission, 2025g). The
Interim Trade Agreement means (European Commission, 2025h):

e the removal of tariffs on 99.9% of EU exports to Chile (including dairy products, cheese,
certain sugar-containing products and vegetable oils after a 7-year transition period),
but sugar is excluded from liberalisation, as are certain other commodities sensitive to
the EU, such as beef, poultry, pork and sheep meat, certain types of fruit and
vegetables (e.g. garlic, apple juice, grape juice) and olive oil,

e the inclusion of a chapter on energy and raw materials with the aim of improving the
EU's access to critical raw materials, in particular lithium and copper (Chile is one of
the world's largest exporters of lithium),

e easier access to the services market, in particular telecommunications and financial
services, as well as maritime transport services,

e equal treatment for investors and improved access to public procurement,

e strengthening intellectual property protection in Chile and introducing protection for
the geographical indications of 234 typical European and Chilean food and drink
products,
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e the inclusion of a chapter on trade and sustainable development, which confirms the
parties' commitment to comply with International Labour Organisation (ILO) standards
and the Paris Agreement on climate change,

e theinclusion of chapters on trade and gender equality and on sustainable food systems,
which are the first of their kind in EU trade agreements, with the aim of eliminating
discrimination against women and increasing the sustainability and resilience of food
chains.

Graph 1.5 EU trade with Chile (in EUR million, 2015-2024)
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In 2024, the EU was Chile's third largest trading partner after China and the US. Graph 1.5
shows the increase in the value of mutual trade since 2022, with the EU exporting more to
Chile than it imports from Chile in the long term. The main EU export commodities in 2024
were machinery (27%), chemical products (18%) and transport equipment (17%). The EU
mainly imported plant products (39%), mineral products (20%) and base metals (21%) from
Chile.

Summary

Although the EU's relations with Latin American countries have a long history, they have only
begun to gain significance in recent years as a result of changing geopolitical circumstances,
such as trade and military conflicts, US protectionist policies and China's growing dominance.
The strengthening of the EU's trade relations with Latin American countries is facilitated by
agreements that are currently being modernised or have recently been modernised. The EU's
goal is to gain better access to the markets of these countries and to the strategic resources
they possess. The EU must therefore be prepared to open its markets to imports from Latin
American countries to a greater extent, particularly in the area of agricultural production.
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Glossary

Most-favoured-nation clause — according to Article 1 of the General Agreement on Tariffs
and Trade (GATT) of 1947, a contracting party is obliged to grant any advantage relating to
customs duties and charges levied on imports and exports which it has granted to any product
originating in any other country to similar products originating in other contracting parties to
the agreement. Thanks to its incorporation into the General Agreement on Tariffs and Trade
of 1994, this rule still applies today. The agreement also provides for exceptions to this
principle.

The Paris Agreement — an international treaty adopted by 195 countries at the UN Climate
Change Conference in 2015. Its goal is to keep the increase in global average temperature
well below 2 °C above pre-industrial levels and, if possible, to limit the temperature increase
to 1.5 °C.

Regionalism — the development of international economic cooperation or integration within
a specific area or region of the world.

Doha Development Agenda - refers to the WTO agenda for negotiations on the
liberalisation of world trade, which began in 2001 and was supposed to be completed by 2005.
However, no agreement was reached.

Generalised System of Preferences — established in 1971 under the auspices of the United
Nations Conference on Trade and Development (UNCTAD). Its essence is the provision of trade
preferences to developing countries by more developed countries. In some official documents
the term “Generalised Scheme of Preferences” is used. The “System” is the most commonly
used term and it refers to the overall international initiative. The “Scheme” refers to an
individual country’s implementation of the system. It is used for example in Article 2(a) of the
EU Regulation No 978/2012. A more detailed explanation of the EU scheme is provided in
Chapter 5.

Geographical indication — is an intellectual property right that protects the designation of
a product, whereby the product has a specific geographical origin and its characteristics and/or
reputation are determined by the origin of the product.

Tasks

1. Compare the current status of the contractual basis between the EU and individual countries
or groups of countries in Latin America.

2. Find out how the EU's trade relations with Latin American countries have developed since
2024 by updating the data in Graphs 1.1 to 1.5.

3. Task for group work. Each member of the group chooses one member country from the
three Latin American integration groups (Mercosur, the Andean Community and the Central
American Common Market) so that each member of the group has a different country. For
the selected country, obtain the most recent data on foreign trade:

a) the share of the EU, the share of the USA, the share of China, as well as the share of
the other members of the integration group of which the country is a member, in its exports
and imports,

b) the 3 commodities with the largest share of the selected country's total exports and
imports,

c) the three commodities with the largest share in the selected country's exports to the EU
and imports from the EU.
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The findings, including an assessment of the EU's position in the selected country's exports
and imports in its foreign trade and a comparison of the commaodity structure of total trade

(i.e. exports and imports) and trade with the EU, are then presented by individual students
to the other members of the group.

Finally, the group will jointly assess which Latin American countries have the highest share
of exports to the EU and imports from the EU (it is recommended to rank Latin American
countries according to their share, from highest to lowest).

Recommended reading

Garciia, M.J. — Arana, A.G. (2022). Latin America — European Union réelations in the twenty-
first century. Manchester: Manchester University Press.

Jarrin, M.T. — Aramayo, L.G.D. (2023). EU — MERCOSUR Interregionalism. Dijplomatic and
Trade Relations. Springer.

Sanahuja, J.A. - Dominguez, R. (2025). The Palgrave Handbook of EU-Latin American
Relations. Palgrave Macmillan Cham.
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2 EU foreign trade policy towards countries in the southern
branch of the European Neighbourhood Policy

Learning outcomes

Students will acquire knowledge about the development of EU foreign trade relations with the
countries of the southern branch of the European Neighbourhood Policy, the development of
foreign trade cooperation and the agreements governing these relations. The main focus will
be on the current foreign trade policy pursued by the EU towards the region and the trade
issues faced by the partners. The tasks listed at the end of the chapter develop the ability to
work with current sources, promote group work, including team communication, the formation
and presentation of one's own opinions, and critical thinking.

Key words

European Neighbourhood Policy, free trade agreements, foreign trade, trade barriers
Abbreviations

CBAM - Carbon Border Adjustment Mechanism, DCFTA — Deep and Comprehensive Free Trade
Agreement, ECU — European Currency Unit, EEC — European Economic Community, ENP —

European Neighbourhood Policy, EU — European Union, MENA — Middle East and North Africa,
FDI — foreign direct investment.

Introduction

The countries around the Mediterranean and southern Europe are geographically close and
have long-standing historical ties with Europe. The MENA region is important to the EU not
only for these reasons, but also because the area is rich in natural resources, including oil and
natural gas, represents important trade routes, and security and prosperity in the region have
a direct impact on the stability of the EU — unrest and poverty lead to increased migration,
increased Islamisation and armed conflicts.

The EU is a traditional trading partner for the countries of the MENA region, and for many of
them it is their largest trading partner. However, intra-regional trade between MENA countries
is low, and although the region appears relatively homogeneous, in practice it is fragmented.
Countries are not as integrated as EU member states, nor do they cooperate on common
policies or on the concept of legal migration (ELF, 2021).

The relations of European countries, especially France, with North Africa date back to the
colonial era. Algeria was a colony of France from 1830 and was considered part of France from
1948. It was administered by the French Ministry of the Interior, and French citizens were
encouraged to settle in Algerian territory as part of the policy. Tunisia became a French
protectorate in 1881, and Morocco in 1911 (it was divided into Spanish and French
protectorates). As protectorates, these countries' foreign relations, defence and trade were
administered by the Ministry of Foreign Affairs in Paris. However, their internal social structures
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were not interfered with and no settlement policy was enforced (Cotrell, Dougherty, 1957).
After the establishment of the EEC:

Algeriawas part of the EEC as a French territory with free movement of goods, services
and agricultural products until its independence in 1962 (Article 227(2) of the Treaty
establishing the EEC) (Caruso, Geneve, 2015). However, it formally remained part of
the EEC until 1976, when it was officially excluded from the EEC (Brown, 2022). Until
that time, it had free access to the French market (except for wine from 1971). From
1968, Italy considered Algeria a third country, and it was able to benefit from the
preferences applicable to EEC countries in the Benelux countries. From 1971, the EEC
itself also considered Algeria a third country (Europe Information Development, 1982).
In 1969, Morocco and Tunisia signed trade cooperation agreements with the EEC
establishing free trade. They gained preferential access to the EEC market for industrial
and certain agricultural products (Europe Information Development, 1982).

In 1976, Morocco, Tunisia and Algeria signed cooperation agreements that went
beyond trade. From a trade perspective, they allowed free access to the EEC market
(without customs duties and quotas), except for products covered by the common
agricultural policy, for which quotas were introduced for preferential access to the EEC
market (Europe Information Development, 1982).

The cooperation agreements concluded in the 1970s were based on non-reciprocal
preferences. Under these agreements, the EU unilaterally opened its markets to industrial
goods. These agreements were replaced by reciprocal agreements in the 1990s.

Graph 2.1 shows the development of foreign trade between nine EEC countries and Algeria,
Morocco and Tunisia between 1975 and 1980. In 1976, a broader cooperation agreement was
signed with these countries. Graph 2.1 shows an increase in EU exports since 1977 and imports
since 1979. Overall, EU exports rose from ECU! 4,574.7 million in 1975 to ECU 7,730.8 million
in 1980, while imports rose from ECU 3,213 million to ECU 6,281.2 million. The EU trade
balance was positive throughout the period under review.

Graph 2.1EEC foreign trade with the Maghreb countries (Algeria, Tunisia, Morocco, in

million ECU, 1975-1980)
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From other countries in the region:

1 ECU - the unit of account used from 1979 until the transition to the euro in 1999.
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e In 1964, Israel signed a three-year agreement with the EEC, which liberalised trade in
20 products and also removed quantitative restrictions. Israel undertook to facilitate
imports of products from the EEC. In 1970, Israel sighed a preferential free trade
agreement with the EEC, which removed tariffs on industrial products and 80% of
agricultural products (European Union, 1993).

e Lebanon concluded a cooperation agreement on trade and technical cooperation in
1965, which was extended in 1974 (EUR-Lex, 1974).

e Jordan, Syria and Egypt signed cooperation agreements in 1977 (Archive of European
Integration, 1977).

¢ An agreement was signed with Palestinein 1997, specifically an association agreement
on free trade.

The MENA region was important to the EEC because it wanted to maintain:
- its influence in the region,
- access to raw materials,
- important sea routes.

2.1 Development of EU initiatives with ENP countries

More recent EU initiatives towards the MENA region took shape in the 1990s. An overview of
selected initiatives is shown in Figure 2.1. The new Mediterranean policy of the 1990s merely
continued previous initiatives that had emerged during the oil crises. In 1989, the Soviet bloc
collapsed and the Cold War ended — these events redirected the EU's attention primarily to
Eastern Europe. The new Mediterranean policy was intended to strengthen EU cooperation
with the MENA region.

Figure 2.1 Development of EU initiatives towards MENA countries
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Source: own elaboration.

In the Mediterranean region, the Euro-Mediterranean Partnership, known as the Barcelona
Process, was established in 1995 with the aim of promoting regional cooperation in the areas
of peace, security and the economy (European Union, 2025a). The original intention of the
process was to create a Euro-Mediterranean economic area by 2010 through bilateral and
regional agreements. This process also gave rise to the Euro-Mediterranean Association
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Agreements between the EU and individual countries in the region, which form the basis for
the establishment of a free trade area (Fogas, 2013).

The European Neighbourhood Policy was introduced in 2004 with the aim of preventing
the emergence of strict dividing lines between the "enlarged EU" (in 2004, the countries of
Eastern and Central Europe joined the EU?) and strengthening prosperity, cooperation and
security. Regionally, it is divided into:

- the eastern branch (countries to the east of the EU). This branch includes Armenia,
Azerbaijan, Georgia, Moldova and Ukraine.

- the southern branch (countries around the Mediterranean Sea) (EEAS, 2025). The
members of the southern branch of the ENP are: Algeria, Egypt, Israel, Jordan,
Lebanon, Libya, Morocco, Palestine, Syria and Tunisia.

A multilateral initiative in the region and successor to the Euro-Mediterranean Partnership is
the Union for the Mediterranean, which was established in 2008. It has no financial
instruments or agreements of its own, but focuses on specific projects that bring together
several countries in the fields of energy, transport, the environment, education, etc. Its
members include 27 EU countries and 15 Mediterranean countries: Albania, Algeria, Bosnia
and Herzegovina, Egypt, Israel, Jordan, Lebanon, Mauritania, Montenegro, Monaco, Morocco,
Palestine, Syria (membership suspended due to conflict), Tunisia and Turkey (European
Parliament, 2025).

After the outbreak of the Arab Spring in 2011, both the Union for the Mediterranean and the
ENP showed little progress, and therefore the EU reassessed its approach and adopted the
Partnership for Democracy and Shared Prosperity with the Southern Mediterranean initiative
in the same year, with the aim of supporting countries undergoing the Arab Spring and seeking
economic and political reforms.

The EU's initiatives in the Southern Neighbourhood can be divided as shown in Figure 2.2.

Figure 2.2 EU initiatives in the MENA region

Multilateral Initiatives Bilateral cooperation
(Union for the Mediterranean - (ENP - based on association
Project Cooperation) agreements)

Source: own elaboration.

Although the EU signs free trade association agreements with ENP countries, its aim is not to
associate these countries as members of the EU, but to strengthen cooperation and reduce
economic disparities between the EU and individual ENP countries. As a result of changes in
the Mediterranean region, the ENP has undergone several revisions. The first major revision
took place after the events of the Arab Spring and focused on strengthening democracy
(fighting corruption, supporting free elections, independence of the judiciary, freedom of
assembly and freedom of speech). The ‘more for more’ principle was introduced, which was
intended to bring more support from EU funds in exchange for more significant democratic

2 These were Cyprus, the Czech Republic, Estonia, Latvia, Lithuania, Hungary, Malta, Poland, Slovakia and Slovenia.
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reforms (European Parliament, 2025). However, this approach did not bring the expected
results — many regimes became even more authoritarian and the goal of democratisation
gradually faded into the background. Another change was differentiation: a different, individual
approach to each country in the region based on its needs and level of development (EEAS,
2025). The 2015 review brought a focus on stability and security, and mutual cooperation was
based on three priorities (Toukan, 2024):

e economic development for stabilisation,
e security,
e migration and mobility.

In 2021, the partnership was revised again and the new agenda focused on the following areas
(European Union, 2021):

e human development (including healthcare, youth support, education, participation in
EU educational projects, etc.),

e law, order and good governance,

e digital transformation and prosperity (projects to finance entrepreneurship, small and
medium-sized enterprises, the involvement of women in education and the labour
market, economic diversification),

e peace and security,

e migration and mobility (cooperation in the field of migration),

e transition to a green economy, climate change, energy and the environment.

The new agenda includes an economic and investment plan for social and economic recovery
in the southern branch of the ENP. EUR 7 billion has been allocated from the NDICI instrument
for its implementation in 2021-2027 (EU Neighbours South, 2021).

In addition to trade agreements, other agreements and initiatives also link countries, such as
the creation of the European Common Aviation Area, which includes EU countries, Norway and
Iceland, the countries of the Western Balkans and the southern branch of the ENP. The
agreement liberalises cross-border air transport between the signatories.

2.2 EU foreign trade policy instruments towards ENP countries

In its relations with the MENA region, the EU uses the following foreign trade policy
instruments, as shown in Figure 2.3.

Figure 2.3 EU foreign trade policy instruments

Mediterranean Association Agreements

Action plans

Financial support ENI / NDICI - Neighbourhood and Development
Cooperation Instrument EUR 79.5 billion (for all third countries)

Source: own elaboration.
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Mutual trade relations are governed by bilateral association agreements and preferential
free trade agreements. The agreements can be characterised as:

e Dbilateral (always between a specific country and the EU),

e preferential (providing preferential advantages, these are free trade agreements),

e reciprocal (partner countries grant each other preferences, customs duties and trade
restrictions are removed by both the EU and the ENP country),

e asymmetric (ENP countries remove customs duties and other tariff and non-tariff
barriers gradually, the EU immediately),

e the agreements do not allow entry into the EU,

e they contain provisions on democracy and human rights.

The association agreements are supplemented by action plans for individual countries, which
specify the objectives and development plans of each country. However, the action plan is not
binding.

Table 2.1 shows a list of ENP countries and the year in which the association agreement with
the EU began to be implemented. Syria signed the agreement in 1997, but it has not been
ratified. Currently, no agreement is in force with Syria due to the military conflict and sanctions
imposed (most of which have now been lifted).

Table 2.1 Agreements between the EU and ENP countries

Country Association Agreement | Valid from Note
FTA

Algeria Yes 2005

Egypt Yes 2004

Israel Yes 2000

Jordan Yes 2002

Lebanon Yes 2006

Morocco Yes 2000

Palestine Yes - temporary 1997

Syria No - not ratified - signature 1997
Tunisia Yes 1998

Source: European Union (2025b).

Since 2021, the NDICI - Global Europe? financial instrument has been used to finance the ENP,
replacing previous funds. A total of EUR 79.5 billion has been approved for the period 2021-
2027 (European Commission, 2025j), covering all development projects, not only within the
ENP but also globally.

The development of trade relations is important, but according to Micaleff (2025), trade
instruments are outdated. In 2023, EU trade with ENP countries accounted for 4.9% of total
EU foreign trade. Mutual trade amounted to EUR 247.3 billion, which is not much given the
size of the southern ENP countries, and the figures are comparable to EU trade with
Switzerland. New, more effective agreements are therefore needed, as the current ones fail
to capitalise on the potential that exists in the region. The problems with the current
agreements are (Micallef, 2025):

e the degree of implementation of the agreements varies from country to country,
e the agreements focus on removing tariff barriers, but less on non-tariff barriers, which
are equally important,

3 NDICI is a new EU financial instrument that combines several financial instruments that were used to finance development aid
in individual regions.
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e traditional EU free trade agreements do not cover (or only partially cover) trade in
services and foreign direct investment (FDI),

e EU financial instruments are unable to fulfil the ambitions that the EU would like to
achieve in the region.

It follows that, in trade with the region and in the preparation of new agreements, it is
necessary to:

e Address non-tariff barriers (sanitary and phytosanitary standards, requirements and
rules of origin) as well as issues relating to the business environment.

e Expand agreements to cover the ever-growing trade in services and FDI flows, as well
as trade in agricultural products and foodstuffs. The EU should reopen negotiations
with Tunisia and Morocco on comprehensive free trade agreements, or sign partial
agreements outside the association agreements, e.g. on energy cooperation, raw
material extraction, etc.

Both sides know that the current state of foreign trade relations is no longer satisfactory. The
EU has proposed a transition to a DCFTA. Negotiations with Morocco began in 2013 and with
Tunisia in 2015, but no agreement has been signed yet. Morocco suspended negotiations in
2014, and negotiations with Tunisia are also on hold, as Tunisia fears the negative impact of
such an agreement on its competitiveness. Negotiations with Egypt and Jordan have not yet
begun due to concerns about the high financial costs of aligning with EU legislation, as well as
the loss of competitiveness and jobs (Sidlo, 2024).

Foreign trade between the EU and the countries of the southern branch of the ENP is on an
upward trend. As can be seen in Graph 2.2, EU exports more or less stagnated until 2019.
However, after a decline during the COVID-19 pandemic, they rose above pre-pandemic levels.
Exports reached EUR 114.6 billion in 2024. The import curve followed a similar pattern, but
with a sharper increase in 2022, when the value of imports approached that of exports. Imports
reached EUR 104.2 billion in 2024. The trade balance was positive throughout the period.

Graph 2.2 Development of EU foreign trade with the countries of the southern branch of
the ENP as a whole (in EUR thousand, 2015-2024)
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Graph 2.3 shows the development of EU exports to individual countries of the southern branch
of the Neighbourhood Policy. Since 2016, Morocco has been the most important export market,
with exports growing particularly after 2020. Israel is second and Egypt third. Exports to Algeria
are on a downward trend. While Algeria was the largest export market in 2015, it moved to
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fourth place in 2024. Tunisia was in fifth place, with a slight increase in exports after 2020.
Trade with Syria is minimal and declined until 2023. In 2024, there was a slight increase. This
was due to sanctions (most of which were lifted in 2025) and a lack of foreign exchange
reserves for imports from the EU. Exports to Palestine have been declining since 2022, and
this trend is likely to continue due to the destructive effects of the conflict with Israel.

Graph 2.3 EU exports to southern branch countries (in EUR thousand, 2015-2024)
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Graph 2.4 shows the development of EU imports from the southern branch of the
Neighbourhood Policy. The EU imports most from Algeria and Morocco. The value of imports
from Algeria rose significantly in 2022, and as these are mainly imports of energy raw
materials, the increase was influenced by prices and the EU countries' shift away from imports
of oil and natural gas from Russia. However, the value of imports fell sharply in 2024. Imports
from Morocco have been on an upward trend throughout the period under review, with a
similar trend also seen in imports from Egypt, Israel and Tunisia. Imports from Palestine and
Syria are at a minimum.

Graph 2.4 EU imports from countries in the southern branch of the ENP (in EUR thousand,
2015-2024)
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Graph 2.5 shows that the largest trading partners in the region in 2024 were Morocco (27%,
EUR 60,591 million), Algeria (21%, EUR 46,402 million), Israel (19%, EUR 42,587 million),
Egypt (15%, EUR 32,531 million) and Tunisia (13%, EUR 28,089 million). Trade with other
countries is minimal.

Graph 2.5 EU foreign trade with countries in the southern branch of the ENP (in EUR, 2024)
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The low level of trade with Syria stems from the conflict in Syrian territory that began in 2011.
The EU responded to the violence against civilians by introducing autonomous measures in
the form of sanctions, which included oil, an important commaodity exported by Syria to the EU
market. At the same time, it suspended all bilateral agreements and Syria's participation in
bilateral programmes. The sanctions led to minimal imports from Syria. In February 2025, the
EU partially lifted the sanctions, with the relaxation affecting the energy and transport sectors,
oil extraction and processing technologies, oil exports, power plant construction equipment,
etc. Those relating to trade in arms and dual-use goods remained in force (Delhoulle, Eriksson,
Esteve, Smith, 2025).

Trade with Palestine is also negligible, for a number of reasons (Hanzel, 2024):

e The country has been devastated by the conflict with Israel.

e Palestine and Israel form a customs union, and Palestine is obliged to comply with
Israel's external customs tariffs. Israel does not recognise trade agreements concluded
by Palestine.

e Palestine's economy is closely linked to Israel's economy. In 2022, 85% of Palestinian
exports went to Israel, while 52% of imports came from Israel.

e Israel controls all Palestinian border crossings and ports, and their control is lengthy.

e Israel prohibits the import of dual-use goods into Palestinian territory.

e Due to its low competitiveness, Palestine exports low value-added goods to the EU in
small quantities.

Since 2011, a system for determining rules of origin under the Pan-Euro-Mediterranean
Convention has been used in mutual trade. These were revised in 2025. They apply to the
signatories of the Barcelona Declaration, the countries of the Western Balkans, Georgia, the
Faroe Islands, Moldova and Ukraine. Determining the origin of goods is important so that
exporters can take advantage of the trade preferences resulting from the free trade
agreement. A product can be labelled as originating if it meets the following conditions
(Access2Markets, 2025):
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e if it was manufactured in the EU or in a country covered by the convention (in the case
of diagonal cumulation, however, all participating countries must have signed a
preferential agreement between themselves)

e full cumulation applies between the EU, Algeria and Tunisia, as well as between the
countries of the European Economic Area (under such cumulation, all countries are
considered as a single territory and materials and raw materials from that territory are
considered as originating as if they came from their own country),

e if non-originating materials (e.g. imported raw materials) have been used, they must
be sufficiently processed in the country (sufficient added value must be added to the
material),

e if it met the transport conditions, e.g. it was not modified during transport.

2.3 Barriers to mutual relations and trade

In addition to those specific to individual countries in the region, the most serious barriers to
trade include the determination of rules of origin, the introduction of carbon tariffs by the EU,
the EU's common agricultural policy and its standards and restrictions, insufficient
infrastructure in the ENP region, the influence of other trading partners, in particular the
growing influence of China, instability in the region and the resolution of the migration issue.

Determining rules of origin

For the countries of the southern branch of the ENP, determining rules of origin can be a
financially and administratively demanding step. However, some countries in the region are
gradually introducing an electronic system for verifying the issuance of certificates of origin,
for example Morocco from 2021 and Israel from 2024. The EU plans to introduce a common
system around 2030 (C&D Services, 2025).

Under the EU Jordan Compact, Jordan has the option of using a simple transformation for
textiles and clothing. This agreement was intended to enable the employment of as many
refugees from Syria as possible, but it has not met initial expectations.

CBAM (carbon tariffs)

CBAM may negatively affect some countries in the region. According to 2021 data, all of
Morocco's export revenues came from exports of iron, steel and electricity to the EU. Egypt
exported 40% of its fertilisers and 77% of its steel and iron to the EU. According to the findings
of Assem and Elew (2025), exports of electricity, gas, cars and car parts, as well as various
metals and chemical products could be the most sensitive.

Carbon tariffs are likely to have a major impact on Egypt, as goods covered by CBAM account
for 10% of the country's total export revenues. Other countries that are likely to be more
significantly affected by the full implementation of CBAM are Algeria, Morocco and Libya. These
countries should negotiate with the EU for relief, or possibly technical and financial assistance
to mitigate the impact (Ghoneim, 2024).

Table 2.2 shows that exports of CBAM products to the EU from Tunisia represent 0.47% of
Tunisia's GDP. Of the total exports of products falling under the CBAM category, more than
43% go to the EU. From this perspective, Tunisia is the most at risk. The table also provides
data for Egypt, Jordan and Morocco.
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Table 2.2 Exports of CBAM-covered products to the EU (2023, % of GDP)

Exports of CBAM CBAM exports to the EU as % of total
products to the EU CBAM exports
(% of GDP)
Tunisia 0.47% 43.3%
Egypt 0.35% 37.8%
Jordan 0.18% 24.6%
Morocco 0.33% 15%

Source: compiled according to Ghoneim (2024).

The EU's Common Agricultural Policy with strict sanitary and phytosanitary
standards

When importing agricultural products and foodstuffs into the EU, ENP countries must comply
with strict EU regulations. In addition, the EU imposes high tariffs on many products in order
to protect domestic food producers.

When exporting from the EU to ENP countries, exporters must respect requirements based on
religious beliefs (food must be halal when exported to most ENP countries and kosher when
exported to Israel). See the glossary for explanations.

Transport infrastructure
The inadequate infrastructure of the countries in the southern branch of the ENP hinders the
development of intraregional trade between individual countries. Investment in infrastructure
is directly proportional to the inflow of foreign capital. The World Bank has estimated that at
least USD 100 billion per year would be needed over five years to ensure connectivity within
the region (Berahab, 2022).

The countries of the region are part of the European Common Aviation Area. Maritime
transport has potential for trade with the EU, given the location of the countries around the
Mediterranean Sea. Some countries in the region are exploiting and developing this potential
(Morocco), but many have a weak development strategy in this area.

Competition from other trading partners

China's position in the region has been growing for a long time, not only in terms of trade but
also in the form of investments from the Gulf countries. The influence of Turkey (which is
active in northern Syria), and Russia is also growing in the region.

Institutional and political instability in the region

Libya, which is dealing with its own security and organisational problems, is not in a position
to negotiate a trade agreement with the EU. The renewed conflict between Palestine and Israel
also represents a significant disruption to trade flows and effectively cuts Palestine off from
international trade.

The EU's efforts to promote democracy in the region are hampered by the restrictive and
authoritarian environment in individual countries, and the tools available to the EU are not
sufficiently motivating to bring about real change (Toukan, 2024).

Migration crisis

Addressing the issue of migration became particularly urgent after the outbreak of the conflict
in Syria, following which a million refugees sought asylum in the EU. The EU sought to resolve
the situation through agreements that would address the migration crisis in third countries
(Pavia, 2024):
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e It concluded an agreement with Turkey in 2016. Turkey undertook to close its borders
and not allow refugees to enter the EU in exchange for EUR 6 billion to address the
humanitarian situation and a promise to lift visa requirements for Turkish citizens.

e It concluded similar agreements with Libya (2017), Tunisia, Mauritania and Egypt
(2023). However, the agreements with Tunisia, Mauritania and Egypt no longer focus
exclusively on stopping migration but also address the broader development needs of
these countries, and the budget provided is not only for migration but also for other
development objectives.

According to Pavia (2024), the EU's approach under the ENP, which was supposed to lead to
economic growth, independence and prosperity in the region, has shifted to prioritising its own
short-term interests over the long-term goals of the initiative. However, it does not address
the long-term problem of migration, and in particular its causes.

Summary

EU countries, especially France, have long-standing historical ties with the southern branch of
the ENP, particularly with Algeria, Morocco and Tunisia, dating back to the colonial era. Modern
trade relations were formed mainly after the independence of the MENA countries, and the
first agreements took the form of non-reciprocal free trade cooperation agreements. The
intensification of EU relations has only been evident since the 1990s. The so-called Barcelona
Process in 1995, which later gave rise to the Euro-Mediterranean Association Agreements, was
particularly significant. This multilateral initiative was supplemented in 2004 by the European
Neighbourhood Policy and in 2008 by the Union for the Mediterranean, which brought about
project cooperation.

The EU uses association agreements, action plans and the NDICI financial instrument as
foreign trade policy tools for the region. However, the association agreements are now
outdated and the ENP countries are reluctant to sign new comprehensive agreements, which
they consider a threat to their competitiveness. When determining rules of origin, countries
fall under the Pan-Euro-Mediterranean Convention, which allows them to take advantage of
diagonal cumulation.

In addition to those specific to individual countries in the region, the most serious barriers to
trade include the determination of rules of origin, the introduction of carbon tariffs by the EU,
the EU's common agricultural policy with its standards and restrictions, inadequate
infrastructure in the ENP region, the influence of other trading partners — in particular the
growing influence of China, instability in the region and the resolution of the migration issue.

Glossary

CBAM - an EU instrument through which the EU aims to set a fair price for carbon generated
in the production of carbon-intensive products and thus meet its climate targets. The transition
period for the introduction of carbon tariffs is set for 2023-2026. Importers into the EU must
declare the amount of emissions in the imported product. In the initial phase, tariffs will be
introduced on selected products: cement, iron, steel, fertilisers, aluminium, electricity and
hydrogen (European Union, 2025c). Chapter 4 discusses this instrument in more detail.

Euro-Mediterranean Agreement — an association agreement based on the Euro-
Mediterranean Partnership, which is an agreement on the association of the countries of the
southern branch of the ENP with the EU. It does not lead to EU membership. Its
implementation is supervised by the Association Council.
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Halal food — food in accordance with Islamic tradition. The animal must be alive and healthy
(among other procedures) and slaughtered in the prescribed manner — by cutting the jugular
vein while reciting the Shahada. In the EU, it has been mandatory to stun animals before
slaughter since 1979. It is forbidden to eat certain parts of the animal (testicles, bladder)
(Eardley, 2014). Pork, fish without scales, alcohol, animal fat, vanilla extract and dishes
containing blood are not consumed (halal4web, 2025).

Kosher food — food in accordance with Jewish tradition, i.e. suitable food. As in Islam, the
animal must be killed by cutting the jugular vein. It is not permitted to consume certain parts
of animals (tenderloin, flank steak, ribeye steak, beef shank and thigh), seafood, fish without
scales and meat — pork, horse, rabbit, squirrel, camel or kangaroo. Certain birds are not
consumed: eagles, owls, hawks and seagulls, as well as those that feed on carrion, fruit
infested with worms, mouldy or rotten fruit. Meat and dairy products must not be combined
(Eagle, 2024).

Comprehensive Free Trade Agreement - unlike current association agreements, it also
covers trade in services, investment, intellectual property, public procurement, sustainable
development, and the harmonisation of trade-related standards and regulations (Sidlo, 2024).

Tasks
1. In pairs/teams, choose one country that falls under the European Neighbourhood Policy
and prepare:
a. the development of the selected country's foreign trade with the EU,

b. research the trade barriers faced by partners in the exchange of goods (specifically
barriers for the selected country),

c. indicate the country's potential for deepening trade relations with the EU (in the area
of raw material exports, exports of specific goods, etc.),

d. list the most important trading partners of the selected country.

2. Assess the current security situation in the MENA region (e.g. the Israel-Palestine conflict,
the security situation in Syria) and indicate how it affects trade relations within the region
and foreign trade relations with the EU.

3. Discuss China's position in the region.

Recommended reading

Bouris, D., Huber, D., Pace, M. (2023). Routledge Handbook of EU — Middle East Relations.
Routledge 2023. 508 p. ISBN 9781032132167

Elitsoy, Z. A. et al. (2024). The Future of EU — MENA Relations. Woodrow Wilson International
Center for Scholars, 2024. Retrieved May 15, 2025, from
https://www.wilsoncenter.org/sites/default/files/media/uploads/documents/Future-Euro-
MENA-Final.pdf
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3 EU foreign trade policy towards the ASEAN group

Learning outcomes

Students will acquire knowledge about the development and status of EU foreign trade policy
towards the Association of Southeast Asian Nations. In addition to basic information about
ASEAN, they will learn about the origins and development of mutual cooperation between the
two groups, as well as the legal framework governing their trade and economic relations. The
tasks at the end of the chapter are designed to develop and promote teamwork, including
communication, as well as the ability to work with resources, find connections, draw
conclusions and form one’s own opinions.

Keywords

ASEAN, strategic partnership, free trade agreements

Abbreviations

ASEAN — Association of Southeast Asian Nations, FTA — Free Trade Agreement, AFTA — ASEAN

Free Trade Area, AEC — ASEAN Economic Community, ASEM — Asia Europe Meeting, IPA —
Investment Protection Agreement, DTA — Digital Trade Agreement

Introduction

The European Union and the Association of Southeast Asian Nations (ASEAN) have been
developing diplomatic relations for more than half a century, which have strengthened
significantly over that period. Significant attention is paid in particular to mutual trade and
investment, as well as cooperation in the field of security. Despite their differences, both
groups have achieved significant results in regional cooperation and integration (Li, 2024).

Although both groups are leading economic blocs in their regions and in the global economy,
they have undergone their own specific developments. These developments reflect the depth
of their internal integration and the system of functioning and cooperation between member
countries and influence mutual cooperation and economic integration.

The EU and ASEAN differ in the depth and content of their internal economic integration. The
EU gradually developed from a customs union during the second half of the 20th century into
an economic and monetary union (albeit not a complete one), while ASEAN has not yet
managed to make significant progress from building a free trade area (AFTA) to creating a
common market (Li, 2024). In 1992, AFTA became the basis for the goal of economic
integration in the form of a single integrated market and production base, the ASEAN Economic
Community (AEC). The AEC was officially established in 2015 and is being built and expanded
through strategic plans aimed at deepening integration, digital transformation, and sustainable
development. Cooperation within ASEAN is based on the principle of non-interference in the
internal affairs of member states, and therefore the decision-making process is often based
on consensus.

Cooperation within ASEAN is based on the principle of non-interference in the internal affairs
of member states, and therefore the decision-making process is often based on consultation
and consensus among its members. This is known as "ASEAN-Way " diplomacy, or the decision-
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making process based on consultation and dialogue (Li, 2024).* As sovereignty is an extremely
sensitive issue for ASEAN member states, even issues of deeper economic integration are often
not accompanied by sufficient political will (Li, 2024). Given the varying levels of integration,
ASEAN member states tend to prefer a bilateral approach to the EU (and its individual member
states), especially on contentious issues (Goulard, 2025).

3.1 ASEAN - basic characteristics

ASEAN was established as an international organisation in 1967 in Thailand with the signing
of the Bangkok Declaration, with the main aim of accelerating economic growth, social
progress and cultural development, and promoting peace and security in Southeast Asia. From
the original five member countries — Indonesia, Malaysia, the Philippines, Thailand and
Singapore — the membership base gradually expanded in the 1980s and 1990s to ten member
states, namely Brunei (1984), Vietnam (1995), Laos (1997), Myanmar (1997) and
Cambodia (1999). The membership base of the group is shown in more detail in the figure.

Figure 3.1 ASEAN member countries
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Source: own processing according to Wikimedia Commons, 2025.

The total area of the group is 4.5 million km?, with a population of over 600 million. Indonesia
accounts for more than 42% of the area (1.9 million km?), followed by Myanmar (0.7 million
km?) and Thailand (0.5 million km?). The smallest areas are the city-state of Singapore (734
km?) and Brunei (5,765 km?) (HKTDC Research, 2024).

4 It consists of four principles: non-interference in the internal affairs of Member States; so-called quiet diplomacy for
communication in bilateral disputes; non-use of force; and decision-making by consensus (Mahaseth, 2022).

35



Indonesia is also home to 41% of ASEAN's population. Brunei has the smallest population.
Indonesia also dominates in terms of GDP, accounting for 36% of the bloc's GDP, followed by
Singapore and Thailand. When comparing income levels measured by GDP per capita, member
countries differ significantly. From this perspective, Singapore and Brunei clearly stand out
with the highest values, while Cambodia, Laos and Myanmar rank among the least developed
countries (LDCs) in terms of this indicator. More detailed data are provided in Table 3.1.

The total GDP of ASEAN for 2022 was more than USD 3.6 billion, and for 2023 it was USD 3.8
billion. As a whole, ASEAN is the third largest economy in Asia and the fifth largest in the world

after the US, China, Japan and Germany (HKTDC Research, 2024).

Table 3.1 Selected data for ASEAN member countries for 2022

P:ﬁ::las:zgsm GDP m::;%lmns of GDP per capita in USD
Brunei 445.4 16,678.4 37,445.9
Philippines 111,572.3 404,284.2 3,623.5
Indonesia 275,719.9 1,317,259.3 4,777.5
Cambodia 16,843.3 29,610.9 1,758.0
Laos 7,442.8 15,049.2 2,022.0
Malaysia 32,698.1 407,027.4 12,448.0
Myanmar 55,770.2 60,967.3 1,093.2
Singapore 5,637.0 466,709.6 82,794.0
Thailand 66,090.0 495,301.9 7,494.4
Vietnam 99,461.7 408,694.6 4,109.1
ASEAN 671,680.7 3,621,582.7 5391.8

Source: own processing according to ASEAN, 2023.

ASEAN plays an important role not only in maintaining peace but also in developing trade in
the region (Zubalova — Drienikova, 2024). However, unlike the EU, ASEAN's lower level of
economic integration is also related to the overall level of intraregional trade. Intraregional
trade accounts for 22% of ASEAN's total trade, which is low compared to the level of
intraregional trade in the EU. The share of ASEAN's total exports to third countries in the bloc's
total exports (78%) has long been up to three times higher than the share of exports to ASEAN
(22%). The only exception is Laos, which relies more on trade with member countries (ASEAN,
2023). Within the EU, exports from most member countries are mainly directed to other EU
countries (around 70-80%), with the exception of Malta, Ireland and Cyprus, which have a
higher share of exports to third countries (Li, 2024).

After intra-regional trade, which accounts for about one-fifth of trade in goods, ASEAN's largest
trading partners are China (19%), the US (11%) and the EU as a whole. In 2022, the value of
mutual trade between ASEAN and the EU reached USD 295 billion, accounting for 7.7% of
ASEAN's trade turnover. Of this, exports to the EU amounted to USD 176 billion and imports
to USD 119 billion (ASEAN, 2023).

In terms of the commaodity structure of ASEAN exports and imports, electrical machinery and
equipment and their parts dominate (29% of ASEAN imports and 25% of exports in 2023),
followed by mineral fuels and oils (HKTDC Research, 2024). ASEAN as a whole has long
enjoyed a positive trade balance (ASEAN, 2023), which has the potential to contribute to the
region's economic growth. The trade surplus is mainly achieved through trade in electrical
machinery, animal or vegetable fats and oils, footwear, clothing and clothing accessories.
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Singapore accounts for the largest share of the bloc's total trade (25.5% in 2023), followed by
Vietnam, Malaysia, Thailand, Indonesia and the Philippines. These six countries together
account for almost 97% of ASEAN's foreign trade (ASEAN, 2024). Trade in services within
ASEAN is dominated by tourism, transport and other business services, with Singapore being
the centre of trade in services, accounting for up to 60% of ASEAN's exports and 56% of its
imports of services in 2023 (HKTDC Research, 2024).

As for the inflow of foreign direct investment (FDI) into ASEAN countries, up to 90% of it came
from third countries in 2023, mainly from the US (32%), the EU (11%), China (7.5%) and
Japan (7%). More than 70% of FDI went to the services sector, with Singapore being the
largest recipient with approximately 70% of the total investment volume, followed by
Indonesia and Vietnam (9% and 8%) (HKTDC Research, 2024; ASEAN, 2024).

In addition to building internal economic integration, since the 1990s ASEAN has also been
building strong trade relations with third countries, particularly in the wider regional spectrum,
through free trade agreements. These include, in particular, the Regional Comprehensive
Economic Partnership (RCEP) concluded with Australia, China, Japan, South Korea and New
Zealand (Zubal'ova — Drienikova, 2024).

3.2 Brief overview of the development of mutual relations between the EU
and ASEAN

The basis for the partnership between the two groups dates back to the 1970s. In 1972, the
two groups — at that time the European Economic Community (EEC) and ASEAN — established
informal relations.”> The formalisation of diplomatic relations between the two groups is linked
to their mutual recognition as dialogue partners in 1977 (Asvapromtada, 2021).

In 1980, a cooperation agreement was signed between the two groups. Since then,
political dialogue and significant cooperation in many areas have developed between the two
regions. As part of the mutual dialogue, regular meetings of the Joint Cooperation Committee
began to be held, focusing on institutional, trade, economic and development cooperation
(Paldi, 2024).

The early 1990s saw growing interest on the part of the EEC, and later the EU, in strengthening
cooperation with the Asian region. In 1994, the EU adopted its first strategic document on
Asia, setting out the direction and objectives of a new policy aimed at strengthening its
presence in the region. The mutual partnership gradually strengthened, although its
development was also affected by obstacles related to human rights issues in Myanmar® and
the financial crisis in Southeast Asia (Goulard, 2025). Since 1996, both organisations and their
member states have participated in the informal Asia-Europe Meeting (ASEM) dialogue.

The 1994 strategy was followed by an updated version in 2001, which emphasised the
importance of Asia as an economic and political partner for the EU and the need to strengthen
the EU's position in the region. In 2004, the Commission adopted a document entitled A New
Partnership with South-East Asia, which focused on expanding cooperation with ASEAN in
various sectors, from security to human rights. The possibility of concluding an interregional

> Discussions between representatives of both sides on the benefits of mutual trade took place in Brussels during
a visit by a Southeast Asian delegation led by the Indonesian Minister of Trade (Paldi, 2024).

6 After Myanmar joined ASEAN, the EU was concerned about human rights violations. Its response was to freeze
mutual dialogue with ASEAN for almost three years (Paldi, 2024).
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FTA was also mentioned (Paldi, 2024; European Commission, 2004). This intention was
realised in 2007 as part of changes to EU trade policy.’

In 2007, the so-called Nuremberg Declaration on an enhanced partnership between the EU
and ASEAN was adopted, which strengthened the mutual partnership and emphasised the
importance of deeper and broader cooperation in political, security, economic, environmental,
development, socio-cultural issues, as well as in the areas of energy security and climate
change (Asvapromtada, 2021). The declaration supported the initiative to open negotiations
on an interregional FTA. During this period, following a positive response from ASEAN, the
mutual ties between the two blocs were elevated to the level of a so-called enhanced
partnership, with work beginning in 2014 to gradually improve it and elevate it to the highest
diplomatic level — a strategic partnership, which would create an official basis for regular
meetings at the highest level. This would also fulfil the EU's efforts to strengthen its position
in the region. However, progress in this area has been slow, mainly due to reluctance and
hesitation on the part of ASEAN (Paldi, 2024).8

Mutual relations were upgraded to a strategic partnership in December 2020 at the 23rd
ASEAN-EU Ministerial Meeting. From the EU's perspective, this step can be seen as part of a
broader strategy to strengthen its presence in Asia (Goulard, 2025). This was further
developed through a strategy aimed at connecting the two regions in 2018 and, most recently,
through the EU Strategy for Cooperation in the Indo-Pacific adopted in 2021, which confirmed
ASEAN's central role (Zubal'ova — Drienikova, 2024).

3.3 Legal and institutional framework for EU-ASEAN trade cooperation

The EU is seeking to gain better access for its exporters to the dynamically developing ASEAN
market. From the perspective of EU foreign trade, ASEAN as a whole has long been the third
largest partner in terms of total trade value. In 2024, its share of EU foreign trade reached
5.2%. The bloc's share of total imports to the EU in that period was more than 6.6% and 3.7%
of total exports (European Commission, 2025e).

The basis for cooperation between the EU and ASEAN is the Cooperation Agreement
between the EEC and the then ASEAN member countries: Indonesia, Malaysia, the Philippines,
Singapore and Thailand. It was signed in Kuala Lumpur in 1980. It can be considered the first
basic legal framework for mutual partnership. It is classified as a trade agreement, although it
also provides the basis for cooperation on other issues (Asvapromtada, 2021). It covers trade,
economic and development cooperation. Under the agreement, the EU and ASEAN member
countries grant each other most-favoured-nation treatment in trade relations (EUR-LEX, 1980).

At the bilateral level, the cooperation agreement is complemented by partnership and
cooperation agreements (PCAs) concluded between the EU and ASEAN members. PCAs can
be considered political agreements. They provide a general framework for bilateral economic,
political and security relations. At the same time, they are a prerequisite and a necessary
condition for the conclusion of bilateral FTAs and are legally linked to them (Asvapromtada,
2021; Hsieh, 2022). In this case, the EU perceives the PCA as a commitment that ASEAN
member states will also comply with other, non-trade aspects, such as labour and
environmental standards and human rights (Wong, 2024).

7 For more details, see Chapter 3.3.

8 The announcement of the so-called strategic partnership was expected as early as 2019, but the process was
vetoed by Malaysia and Indonesia in connection with EU pressure on the Renewable Energy Directive, which they
considered discriminatory (Paldi, 2024).
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The growing importance of Asia in EU trade policy can be traced back to 2006. The EU
presented its Global Europe trade strategy, which can be considered a breakthrough because
it brought about a change in the EU's approach to trade policy.® From an approach based on
multilateral solutions (especially negotiations within the WTO), the EU moved closer to a
bilateral approach through the conclusion of preferential trade agreements, known as free
trade agreements (FTAs) of a new generation, or modern agreements — ambitious and
complex in terms of their content. ASEAN was also a priority partner for negotiations on these
agreements (Zubal'ova — Drienikova, 2024).

Negotiations on an FTA between the EU and ASEAN

In 2007, the European Commission (also on the basis of a mandate from the Council of the
EU) began negotiations on an interregional FTA, seeking to achieve the highest possible level
of liberalisation of mutual trade, including the liberalisation of trade in services. However, the
mandate for the negotiations only covered seven ASEAN member states. Laos, Cambodia and
Myanmar, as LDC countries, had the opportunity to join the negotiations at a later stage
(Hwee, 2023).

However, after seven rounds of negotiations in 2009, the FTA negotiations at the bloc level
were suspended. According to Hwee (2023), one of the main reasons for the failure of the
negotiations — apart from economic differences within ASEAN — was the EU's own narrow-
mindedness and exaggerated perception of its own influence in the region, which can also be
attributed to a lack of understanding of the institutional arrangements within ASEAN. At the
same time, in view of growing geopolitical and geo-economic competition in the region, the
EU recognised the need for a more flexible approach to trade policy towards Southeast Asian
countries through bilateral FTAs. In 2009, the Council of the EU subsequently agreed that
further negotiations would be conducted bilaterally by the Commission with individual ASEAN
member countries. The Commission emphasised the need to continue negotiations and
conclude bilateral FTAs with ASEAN countries in its 2010 trade strategy. However, the strategic
goal of concluding an interregional agreement between the EU and ASEAN remained
unchanged (Zubal'ova — Drienikova, 2024).

Negotiations on an FTA between the EU and Singapore began in 2010, shortly after the
Lisbon Treaty came into force (1 November 2009), which included FDI within the remit of EU
trade policy. This step had a significant impact on the signing and ratification of the agreement.
According to the 2017 opinion of the Court of Justice of the EU, the FTA falls within the
exclusive competence of the EU, with the exception of certain provisions in the chapter on
investment relating to investment protection, investor-state dispute settlement and portfolio
investments, which fall within the shared competence of the EU and its member states. On
this basis, both parties decided that provisions not falling within the exclusive competence of
the EU would be incorporated into a separate Investment Protection Agreement (IPA) between
the EU and Singapore (Hwee, 2023). Although both agreements have been concluded and
signed, only the FTA entered into force in November 2019. The IPA is in the process of being
ratified by individual EU member states.

On the basis of these facts, negotiations were also held with Vietnam on both the FTA and
the IPA. The FTA entered into force after its ratification on 1 August 2020.

9 The change is related to the failure of the WTO multilateral negotiations on further liberalisation of international
trade, which began in Doha in 2001. The EU thus had to seek an alternative way to gain better access to third-
country markets.
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Following the success of the negotiations with Singapore and Vietnam, the Commission
proposed to continue bilateral negotiations between the EU and ASEAN members as part of
the 2015 trade strategy (Trade for All).

Although the EU's negotiations with 7hailand began in 2013, they were suspended after a year
and only resumed in 2023. The situation was similar in the case of the Philippines. Negotiations
began in 2015, but only two rounds were held, and they were resumed in 2024. Negotiations
on an FTA agreement also began with Mal/aysia in 2010, but were suspended after two years
(Zubal'ova, Drienikova, 2024). At the beginning of 2025, both sides agreed to reopen
negotiations (European Commission, 2025d). Negotiations on an FTA with Indonesia have
been ongoing since 2016 but have been negatively affected by the issue of sustainability. On
the one hand, there are Indonesia's measures to ban the export of unprocessed nickel, which
have a negative impact on the EU steel industry. On the other hand, there are EU measures
on imports of palm oil-based fuels, which Indonesia considers discriminatory and threatening
to its agriculture (Zubal'ova — Drienikova, 2024).

Table 3.2 provides a more detailed overview of trade agreements between the EU and ASEAN
member countries.

Table 3.2 Overview of EU agreements with ASEAN member countries as of 31 July 2025

Trade agreement Other agreements
Brunei None
Philippines FTA negotiations resumed in
2023
Indonesia | FTA negotiations since 2016
Cambodia | -
Laos -
Malaysia FTA negotiations resumed in
2025
Myanmar | - IPA — negotiations suspended
Singapore FTA in force since 21 November | IPA — in the process of ratification; DTA — signature
2019 in 2025
. FTA negotiations resumed in
Thailand 2024
Vietnam FTA in force since 1 August 2020 | IPA —in the process of ratification

Source: own processing.

Mutual relations between the EU and Brunei are governed by the Cooperation Agreement
between the EEC and ASEAN (Zubal'ova — Drienikova, 2024). As regards Myanmar, mutual
relations and cooperation with the EU are problematic. In 2017, negotiations on the IPA
agreement were suspended due to EU concerns about human rights violations. As a result of
the military coup in the country in 2021, the EU is not developing a formal partnership
(European Commission, 2025c¢).

Singapore became the first country with which the EU concluded negotiations and signed a
Digital Trade Agreement (DTA) in May 2025. The agreement sets out comprehensive rules on
digital trade with the EU. It is a modern agreement designed to create new opportunities for
businesses and consumers and to strengthen EU consumers' confidence in the online
environment. It includes measures to facilitate electronic transactions, promote a secure online
environment and improve access to e-commerce. The agreement is the first of its kind for the
EU and complements the FTA with Singapore (European Commission, 2025a; Zubalova —
Drienikova, 2024).
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Although ASEAN is not mentioned in the EU's 2021 trade strategy, it occupies a priority position
in the EU Strategy for Cooperation in the Indo-Pacific adopted in the same year. From a trade
policy perspective, ASEAN is particularly important in relation to the implementation of FTA
agreements and the need to complete or start new trade negotiations (Zubal'ova — Drienikova,
2024), which is also confirmed by the resumption of FTA negotiations.

In addition to bilateral relations and trade negotiations with individual ASEAN members, the
EU also cooperates closely with ASEAN as a whole. The main framework for cooperation is the
ASEAN-EU Trade and Investment Programme, which discusses trade and investment issues
and organises expert dialogues and regular business summits between companies from both
sides. The EU also provides financial support for ASEAN projects related to trade and regional
integration (European Commission, 2025b).

Summary

ASEAN has become a priority for the EU in its trade policy towards the Asian region, as
confirmed by the emphasis on its central role in the EU Strategy for Cooperation in the Indo-
Pacific. Although the goal of achieving an interregional FTA between the EU and ASEAN
remains, since 2006 bilateral trade agreements with individual ASEAN countries have been a
key instrument of EU trade policy. Agreements with Singapore and Vietnam are in force and
can be seen as models for further EU agreements with ASEAN countries.

Glossary

New Generation Free Trade Agreements — these are modern FTAs covering a wide range
of areas and characterised by a high degree of liberalisation. They cover not only traditional
trade in goods, but also include the liberalisation of services, investment, public procurement,
intellectual property rights, competition and sustainable development. The EU has been
concluding such agreements since 2006.

ASEM, the Asia-Europe Meeting, is a process of informal intergovernmental dialogue
established in 1996 to promote mutual dialogue and cooperation between Asia and Europe. It
addresses political, economic, financial, social, cultural and educational issues of common
interest in a spirit of equal partnership. ASEM comprises 30 European and 21 Asian countries,
the ASEAN Secretariat and the EU.

Tasks

1. Find further information and specifics on selected ASEAN member countries and discuss the
advantages, disadvantages and main obstacles affecting FTA negotiations with the EU.
Then present your view on the importance of FTA agreements with ASEAN countries for
the EU.

2. Discuss and explain the development of mutual cooperation between the two groups in
relation to their specific functioning.

3. Discuss the significance of an interregional FTA between the two groups.

Recommended reading

Zubal'ova, L. — Drienikova, K. (2024). EU Trade Policy — Africa, the Caribbean and the Pacific,
and the Indian-Pacific Region. Prague: Leges, 164 p.
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4  Carbon Border Adjustment Mechanism

Learning outcomes

Students will acquire knowledge about the characteristics, purpose and functioning of the
Carbon Border Adjustment Mechanism (CBAM). The main focus will be on the position of
developing countries within the CBAM, including through selected indexes. In order to keep
the data up to date, the CBAM topic is supplemented with interactive data accessible via QR
codes. The tasks listed at the end of the chapter lead to a summary and understanding of the
issue through the use of mind maps and brainstorming, thereby promoting a combination of
individual work, group work and critical thinking among students.

Keywords

CBAM, carbon leakage, EU ETS, decarbonisation, CBAM exposure indexes

Abbreviations

CBAM — Carbon Border Adjustment Mechanism, EU — European Union, DC — Developing
Countries, LDC — Least Developed Countries, EU ETS — European Union Emissions Trading
System, COze — Carbon dioxide equivalent, GWP — Global Warming Potential, TEI — Trade

Exposure Index, ATEI — Aggregate Trade Exposure Index, EEI — Economic Exposure Index,
OEI — Output Exposure Index.

Introduction

One of the cornerstones of the European Union's climate policy is the Emissions Trading
System (EU ETS), introduced in 2005. This system sets a cap and prices on emissions, thereby
seeking to reduce emissions in the industrial, energy and transport sectors, which together
account for approximately 40% of total emissions in Europe. The cap represents the maximum
absolute volume of emissions that regulated entities may emit during the trading phase. It
corresponds to a certain number of allowances (1 allowance = 1 tonne of carbon dioxide
equivalent emissions) issued for a given period. This cap is reduced annually in order to meet
the EU's target of eliminating total emissions (European Commission, 2024).

In 2023, the existing emissions trading system (EU ETS) was supplemented by a new emissions
trading system (ETS2). This focuses on CO, emissions from fuel combustion in buildings, road
transport and sectors (industry) not covered by the original EU ETS. Unlike the existing EU
ETS, ETS2 applies to emissions in the pre-production phase, i.e. fuel suppliers will have to
monitor and report emissions. From 2025, fuel suppliers will be required to obtain a
greenhouse gas emissions permit and submit an approved monitoring plan. The obligation to
surrender allowances will only apply from 2027, depending on energy prices. This means that
allowances will only be required from 2028 if energy prices are exceptionally high in 2026
(European Commission, Directorate General for Climate Action, 2025b).

In 2023, the EU introduced the CBAM mechanism to complement the EU ETS free allowance
system and, in particular, to eliminate carbon leakage in sectors at risk of relocation outside
the EU. The CBAM mechanism extends the emissions trading system with the so-called
"polluter pays" principle. This means that when importing goods from third countries into the
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EU, the CBAM should ensure that imported products covered by this mechanism bear the same
carbon costs as products manufactured in the EU that are subject to the EU ETS. The aim is
to protect the competitiveness of European industry while promoting global measures to
reduce emissions, based on international climate agreements (such as the Kyoto Protocol) and
the EU's own interests. This interest is enshrined in the European Green Deal, which aims to
achieve EU climate neutrality by 2050 through a tool to ensure legislative consistency between
green initiatives and EU legislation, known as the Fit for 55 package of proposals. This is a set
of legislation aimed at reducing greenhouse gas emissions in the EU by at least 55% by 2030,
thereby supporting the EU's goal of achieving climate neutrality by 2050 (European Council,
Council of the European Union, 2025). In 2023, the CBAM entered a transitional phase, during
which monitoring of emissions associated with imports of certain commodities (such as
cement, iron and aluminium) began, but financial compliance through the purchase and
submission of CBAM certificates will not be required until 2026. Table 4.1 provides an overview
of the introduction of CBAM and its link to the EU ETS (European Union, 2024).

Table 4.1 ETS vs CBAM

Year | EU emissions regulation mechanism

2005 | £7S: Emissions Trading System (in the EU):
The system sets annual emission caps and creates a carbon market where emission
allowances are traded (based on the principle of free allocation).

For the period 2021 to 2030, the EU has set a more ambitious target: to reduce
greenhouse gas emissions by 62% compared to 2005 levels. The system applies to power
plants, energy-intensive industries, maritime transport and aviation.

2023 | ETSZ2: emissions trading system introduced in 2023 for the buildings, road transport and
other sectors not covered by the existing EU ETS:

Monitoring and reporting of emissions under the ETS2 system will start in 2025. Allowance
surrender will be mandatory from 2028, covering emissions from 2027. Allowances under
the ETS2 system will not be interchangeable with allowances traded under the existing
ETS system. They will only be placed on the market through auctions, i.e. without the
possibility of free allocation.

2023 | CBAM trial period:

Importers of certain goods from third countries into the EU must report the greenhouse
gases contained in their imports (direct and indirect emissions) without having to make
any financial payments.

2026 | CBAM system enters into force:

Importers of certain goods from third countries into the EU declare the emissions
associated with their production and submit the corresponding number of certificates each
year. Certificate prices are determined on the basis of weekly ETS quotas.

2026 | Full implementation of CBAM:

The phasing out of free allocation under the EU ETS will run in parallel with the introduction
of the CBAM mechanism, which has the potential to be extended to goods covered by the
CBAM mechanism.

Source: Adapted from: E. Manthey & W. Patterson, 2023; European Union, 2024.

The introduction of the CBAM mechanism will thus gradually phase out free allocation of EU
ETS allowances by 2034 for sectors covered by the CBAM. As we can see in Graph 4.1, free
allocation will begin to decline slowly at first and then accelerate towards the end of the
expected period of free allocation.
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Graph 4.1Phasing out of free allowances under the EU ETS and introduction of CBAM (% in
individual years)

Source:

ICAP, 2023,

4.1 Characteristics of CBAM

CBAM can be characterised as a mechanism for eliminating imports of goods produced in an
emission-intensive manner. It is governed by the following regulations (Ministry of the
Environment of the Slovak Republic, 2025, Financial Administration of the Slovak Republic,

2025):

Regulation (EU) 2023/956 of the European Parliament and of the Council of 10 May
2023 establishing the Carbon Border Adjustment Mechanism. This regulation contains
the specifications of CBAM and the characteristics of the calculation of bound emissions.
Annex I lists the goods covered by the CBAM mechanism, identifying them precisely by
means of the numerical codes of the Combined Nomenclature in accordance with
Regulation (EEC) No 2658/87. Currently, these are the following groups of goods:
cement, electricity, fertilisers, iron and steel, aluminium, hydrogen.

Commission Implementing Regulation (EU) 2023/1773 of 17 August 2023 laying down
rules for the application of Regulation (EU) 2023/956 of the European Parliament and
of the Council as regards reporting obligations for the purposes of the Carbon Border
Adjustment Mechanism during the transitional period. The Regulation defines a
transitional period from 1 October 2023 to 31 December 2025, during which the
obligations of importers of goods covered by the CBAM from third countries are limited
to reporting obligations, i.e. submitting a report to the European Commission containing
the following information:

v the total quantity of each type of goods expressed in megawatt hours (for
electricity) or tonnes (for other goods),

v'actual direct CO,e emissions per unit of goods (MWh or t), i.e. CO,e emissions
generated directly during the production of goods (e.g. by burning fuel in a
factory),
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v' total indirect emissions, i.e. emissions that occur outside the production
process itself but are associated with it (e.g. in the production of heat used by
the factory),

v' greenhouse gas emissions associated with intermediate products (emissions
from the production of intermediate products),

v' the carbon price paid in the country of origin for emissions associated with
imported goods, including any discounts or offsets.

e Commission Implementing Regulation (EU) 2024/3210 of 18 December 2024 laying
down rules for the application of Regulation (EU) 2023/956 of the European Parliament
and of the Council as regards the CBAM registry. The Regulation defines the meaning
of the CBAM register and its structure, consisting of the CBAM portal for declarants,
national competent authorities, the European Commission and operators (CBAM
operators). The CBAM register is an electronic database containing information relating,
for example, to CBAM declarations. It enables communication, notification, registration
and exchange of information between the European Commission and the relevant
customs authorities or authorised CBAM declarants.

e Commission Implementing Regulation (EU) 2025/486 of 17 March 2025 laying down
rules for the application of Regulation (EU) 2023/956 of the European Parliament and
of the Council as regards the conditions and procedures relating to the status of
authorised CBAM declarant. It contains information on applying for CBAM authorised
declarant status. From 1 January 2026, imports of goods covered by the CBAM
Regulation into the EU customs territory from third countries may only be carried out
by authorised CBAM declarants registered in the CBAM register, on the basis of
purchased CBAM certificates at a price calculated by the European Commission for each
calendar week based on the average price of EU ETS allowances. If the importer proves
that the carbon price has already been paid for emissions generated during the
production of the imported goods in a third country, they may request a reduction in
the number of CBAM certificates that they are required to submit to the European
Commission via the CBAM registry. The CBAM mechanism will be phased in between
2026 and 2034 and will be timed to coincide with the gradual reduction of free
allocation of emission allowances under the EU ETS.

The aim of the CBAM mechanism is to prevent the risk of carbon leakage, as shown in Figure
4.1, while encouraging producers from third countries to use technologies that are more
effective in reducing greenhouse gas emissions. The introduction of CBAM eliminates carbon
leakage through the obligation to purchase and surrender CBAM certificates corresponding to
the amount of emissions or allows the carbon price paid in the country of origin to be deducted
if the importer proves that the carbon price was paid in the country of production (Zavésicky,
2025).

The functioning of CBAM represents a so-called "living mechanism", which means that changes
and new proposals are regularly adopted to adjust exemptions, the list of goods covered by
CBAM, or the method of calculation. One example is the European Commission's proposal from
February 2025 to simplify the CBAM regulation and its subsequent approval by the European
Parliament in May 2025 as part of the so-called "Omnibus I package of measures". One of the
changes adopted is an adjustment to the conditions for exemption from CBAM obligations -
instead of the original limit of EUR 150 per import, a new threshold is introduced: 50 tonnes
of goods imported from third countries per importer per year. The aim of this change is to
reduce the administrative burden on small and medium-sized enterprises that import only
negligible quantities of goods. Although the objective and principle of the CBAM's function
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remain unchanged, it is important to constantly monitor the specific conditions for imports
from third countries into the EU (European Commission, Directorate-General for
Communication, 2025).

Figure 4.1 Carbon leakage and the introduction of CBAM
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Source: European Council, Council of the European Union, 2022.

4.2 CBAM and developing countries

The CBAM mechanism applies to all countries outside the EU, including developing and least
developed countries (LDCs). A blanket exemption from CBAM could discourage companies
from transitioning to lower-carbon production, while full application of CBAM could unfairly
penalise emerging industries in countries that still need further development. The focus is
therefore on the origin of the goods themselves. Determining the origin of imported goods is
a key prerequisite for the effective functioning of the CBAM in order to prevent carbon
regulation from being circumvented via transit countries with a carbon price (Lowe, 2021).

Figure 4.2 shows the expected responses of third countries, including developing and least
developed countries, to the introduction of the CBAM, with countries able to use a combination
of strategies and change them over time. For example, a country may focus on challenges and
avoidance in the short term while preparing for decarbonisation and green industrialisation in
the long term. The following are five anticipated responses of developing and least developed
countries to the introduction of CBAM (Byiers - Medinilla, 2024):

e Decarbonise = eliminate emissions to avoid paying the so-called carbon tariff, which
requires capital-intensive investments, investments in clean technologies (e.g. green
energy) depending on the existing industrial level.

e Emulate = set up their own carbon pricing mechanism while promoting the
decarbonisation of industry, which requires significant reforms.
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e Challenge = engage in dialogue at the WTO/bilateral level to adapt the CBAM to the
specificities of developing countries, which may be a lengthy process with an uncertain
outcome.

e Avoid = focus on export markets outside the EU, but alternative markets may not be
readily available.

e Do nothing = the governments of developing countries may decide to accept the
outcome of the CBAM mechanism and allow their exports to become less competitive
on the European market due to the Carbon Border Adjustment Mechanism.

Figure 4.2 Expected reactions of third countries to the introduction of CBAM
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Source: Adapted from B. Byiers & A. Medinilla, 2024.

Developing countries in particular are leaning towards a strategy of introducing their own
emissions trading schemes (ETS) or expanding existing schemes. Examples include Brazil,
India, Indonesia, Turkey and Vietnam, which are at the forefront of developing innovative
emissions trading system designs tailored to local needs. China, on the other hand, is focusing
on improving and expanding existing systems, even beyond the energy sector, into the steel,
cement and aluminium industries. Globally, the number of ETSs is growing steadily, but each
has different coverage and mechanisms. Therefore, even in cases where markets are
interconnected, average allowance prices may differ and the CBAM mechanism may still entail
additional costs for companies that have received preferential treatment within their national
carbon market (ICAP, 2025, Tandon - Le Merle, 2024).

As an example of the difference in allowance prices within the ETS system, we can compare
the ETS in the EU (EU ETS) and in China (China National Emissions Trading System). The ETS
in China was implemented in 2021 and is based on spot prices on the Shanghai Environment
and Energy Exchange. It regulates more than 3,500 companies in the energy, steel, cement
and aluminium smelting sectors. The EU ETS has been in operation since 2005, and since
2019, auction data provided by the ICE (Intercontinental Exchange) has been used instead of
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spot prices, i.e. the EU ETS operates with a market stability reserve (MSR), which addresses
market imbalances by temporarily adjusting the supply of allowances relating to emissions
from the energy sector, industrial production, maritime and aviation transport (ICAP, 2025b,
World Bank, 2025).

Graph 4.2 shows the significant difference in allowance prices within the ETS system in the EU
and China. In 2024, the price within the EU ETS was USD 61.30/t COe, while within the
Chinese national ETS it was approximately USD 49/t CO.e lower.

Graph 4.2 Price developments in the EU ETS and China (USD/t COze)
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Source: Processed according to World Bank Group, 2025b.

Using the QR codes in Figure 4.3, you can access an interactive graph and map to explore the
system of emissions elimination in individual countries, as well as the prices of allowances in

emissions trading systems.

Figure 4.3

Carbon pricing in individual countries

https://icapcarbonacti
on.com/en/ets-prices

https://carbonpricingda
shboard.worldbank.org/

Emissions allowance price explorer
(ICAP)

Status and trends in carbon pricing
(World Bank Group)

Source: Compiled from ICAP, 2025b; World Bank Group, 2025b; QRGenerator.cz, 2025.

In general, we can summarise the methods and instruments for regulating greenhouse gas
emissions through the so-called price signal associated with emissions (World Bank, 2025,
European Commission, Directorate-General for Taxation and Customs Union, 2025):

a) Direct carbon pricing instruments:

e Emissions trading schemes (ETS) — these involve the government setting a cap on the
amount of greenhouse gas emissions generated by the companies covered, with
entities having to surrender emission allowances to cover their emissions within a
specified period. Companies can trade allowances with other covered entities, thereby
influencing their price, which is thus determined primarily by the market.
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e Carbon tax — involves the government levying a charge on entities for their greenhouse
gas emissions. The government sets the price of emissions through a tax rate — either
taxing the amount of emissions produced or based on the carbon content of fuels.

e Carbon credit mechanisms — are mechanisms implemented through tradable credits
generated through voluntary activities that reduce emissions either by eliminating or
preventing greenhouse gas emissions from entering the atmosphere (e.g. capturing
methane from landfills before it is released), or by removing greenhouse gases from
the atmosphere (e.g. through afforestation).

e EU Carbon Border Adjustment Mechanism (CBAM) — balances the costs of carbon
emissions between goods produced outside the EU and goods produced within the EU.

b) Indirect carbon pricing instruments: these include fuel excise duties or fossil fuel
subsidies, which alter the price of products associated with greenhouse gas emissions
but are not explicitly linked to carbon pricing.

According to the World Bank, the implementation of CBAM could have a significant impact on
the competitiveness of those developing countries for which the EU market is key to the export
of goods covered by CBAM. In order to assess the impact of CBAM on the competitiveness of
these countries, the World Bank has proposed trade partner exposure indexes to CBAM, which
depend on two key parameters (Maliszewska et al., 2025b):

1. loss of competitiveness expressed by the intensity of carbon costs compared to the
average producer in the EU,

2. trade and economic dependence on the EU in sectors covered by CBAM.

CBAM exposure indexes identify countries with high emission intensity, with the carbon price
set at USD 100 per tonne of CO; equivalent for the calculations. The indexes are based on
excess carbon payments, which are calculated by assessing the differences in emission
intensity between exporting countries and the EU for exports of goods covered by the CBAM.
They thus provide an overview of the sectors on which countries should focus when seeking
effective ways to eliminate emissions in order to maintain or even increase their
competitiveness in EU markets. The calculations are based on average emission data for the
entire sector from 2017 according to GTAP (Global Trade Analysis Project) and World Bank
data from 2022. We distinguish between the following types of CBAM exposure indexes
(Maliszewska et al., 2025, Maliszewska et al., 2025b, World Bank Group, 2025):

e Trade Exposure Index (TEI)

e Aggregate Trade Exposure Index (ATEI)
e Economic Exposure Index (EEI)

e Output Exposure Index (OEI)

In the following text, we will describe the individual indexes in more detail and focus mainly
on those developing countries that show the highest CBAM exposure values, which means that
they are most at risk from the introduction of the CBAM mechanism. The QR code in Figure
4.4 can be used to display interactive maps and analyse third countries according to individual
CBAM exposure indexes.
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Figure 4.4 Interactive maps: CBAM Exposure Indexes

https://www.worldbank.org/en/dat
a/interactive/2023/06/15/relative-
cbam-exposure-index

Source: adapted from World Bank Group, 2025; QRGenerator.cz, 2025.

The Trade Exposure Index (TEI) is an indicator that expresses the value of excess carbon
payments as a share of total exports in a given sector. It is calculated as the ratio between
excess payments (i.e. how much more an importer has to pay when importing goods covered
by CBAM from a third country) and the value of exports of the sector at global level. A higher
index indicates that a country could face competitiveness problems in the European market
because its products will become more expensive. Conversely, a lower index or lower emissions
than the EU average is an advantage, as such countries (and the companies operating in them)
could gain a larger market share thanks to their increased competitiveness. Based on Table
4.2, we can conclude that aluminium exporters from Mozambique may face higher carbon
payments than EU producers, leading to a loss of competitiveness in the EU market. On the
other hand, Ghana has lower emissions intensity than the average aluminium producer in the
EU. This is reflected in a negative CBAM trade exposure index, which indicates a potential
increase in export competitiveness in the EU market. This index thus reflects excessive carbon
payments relative to the value of exports in a particular CBAM sector. It assesses the
vulnerability of individual export sectors to CBAM (Maliszewska et al., 2025).

Table 4.2 Countries with the highest and lowest TEI values in 2022

Sector Country with the highest index value | Country with the lowest index value
Iron and steel Egypt (0.1613) Morocco (-0.0189)

Fertiliser Egypt (0.1905) Serbia (-0.0985)

Cement Belarus (0.2728) Brazil (-0.0728)

Aluminium Mozambique (0.0646) Ghana (-0.0028)

Source: compiled from World Bank Group, 2025.

The Aggregate Trade Exposure Index (ATEI) is an indicator that expresses the total
excess payments for carbon in relation to the value of exports of all CBAM sectors. It thus
assesses a country's overall trade vulnerability to CBAM. Based on World Bank data shown in
Graph 4.3, Egypt had the highest index value (0.156), meaning that excess carbon payments
account for 16% of total CBAM product exports (Maliszewska et al., 2025b).
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Graph 4.3 Countries with the highest ATEI based on 2022 data
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The Output Exposure Index (OEI) is an indicator expressing the value of carbon
overpayments as a share of the total value of the sector's output. It tracks how much the
production process in the sector is affected by CBAM, regardless of exports. According to data
from 2022, Georgia is the most vulnerable country in the iron and steel sector. Excess carbon
payments here represent approximately 7% of gross production (Table 4.3). In the fertiliser
sector, Egypt has the highest index value, while Belarus has the lowest. For Belarus, this sector
represents a potential for increased competitiveness, but the cement production and
processing sector may be at risk, as Belarus faces excessive carbon payments of up to 16%
of total production output (Maliszewska et al., 2025b).

Table 4.3 Countries with the highest and lowest OEI values in 2022

Sector Country with the highest index value Country with the lowest index value
Iron and steel | Georgia (0.0727) Dominican Republic (-0.0022)
Fertiliser Egypt (0.1482) Belarus (-0.0637)

Cement Belarus (0.1607) Morocco (-0.0016)

Aluminium Mozambique (0.0644) Ghana (-0.0025)

Source: compiled from World Bank Group, 2025.

In terms of aluminium, Mozambique ranks first (as it does in the TEI index), where carbon
payments account for approximately 6% of gross production. Ghana has the lowest OEI index
in this sector (as it does in the TEI index), which means that it produces more environmentally
friendly. This is confirmed by Graph 4.4, which compares greenhouse gas emissions from
aluminium production using carbon dioxide equivalent with a 100-year GWP (Global Warming
Potential) time horizon. In 2024, Mozambique produced greenhouse gases at a level of 2.02
million tonnes of CO.e. Compared to Ghana, this is 1,925,490 tonnes of CO.e more (Climate
Trace, 2025).
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Graph 4.4 Emissions related to aluminium production in tonnes of COze 100yr
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The Economic Exposure Index (EEI) is an indicator that measures the total value of carbon
overpayments for all CBAM products as a share of a country's GDP. It indicates the impact of
CBAM on the potential loss or gain of competitiveness compared to the average producer in
the EU. It thus assesses the overall macroeconomic impact of CBAM on a country. Based on
2022 data, Mozambique has the highest EEI value at 0.6% of GDP, followed by Ukraine (0.5%
of GDP) and Egypt (0.2% of GDP). Other countries have values below 0.1% of GDP
(Maliszewska et al., 2025b).

Graph 4.5 Countries with the highest EEI in 2022
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The indexes can help developing countries identify the impact of the CBAM mechanism on
trade with the EU, while aligning their emissions policies and trade practices with evolving
global emissions reduction measures. According to a study by the International Emissions
Trading Association (IETA), third countries' responses to the introduction of CBAM may vary
depending on their income levels and economic conditions. This means that countries with
higher GDPs tend to have lower carbon intensity and greater capacity for innovation, which
increases their likelihood of supporting CBAM. Based on the study, the most likely supporters
of CBAM among the world's major economies are Japan, South Korea and Singapore.
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Conversely, oil-producing countries or countries that have already expressed their opposition
to this policy, such as Russia, Iran, India, the United Arab Emirates, Oman, Saudi Arabia,
Kuwait and Qatar, are considered potential opponents (IETA, 2024). The risks that third
countries (including developing countries) will face as a result of the introduction of the CBAM
are therefore as follows (World Bank Group, 2025, 2024).

The risks that third countries (including developing countries) will face as a result of the
introduction of the CBAM mechanism are therefore as follows (World Bank Group, 2025, World
Bank Group, 2025b, World Bank, 2025, IETA, 2025).

e Double taxation of emissions — this represents the risk of paying for emissions in the
home country and also when importing into the EU, but this can be eliminated by
submitting a certificate of origin for the goods and providing evidence of the carbon
price already paid.

e Reduced competitiveness and carbon leakage — increased costs when importing into
the EU from third countries may lead to production being shifted to countries with more
lenient emissions rules.

e Administrative burden — carbon footprint measurement and reporting requirements are
often challenging, especially for developing countries that are part of complex supply
chains.

e Trade disputes and risk of WTO rule violations — some developing countries (especially
low-income countries) and least developed countries may perceive the CBAM
mechanism as a discriminatory and protectionist measure.

e Financial pressure on developing countries — this manifests itself in a lack of capacity
and technology needed to adapt to carbon regulations without external support.

Summary

In the context of global efforts to decarbonise the economy, CBAM is one of the most important
instruments of EU climate policy. The aim of this mechanism is to eliminate carbon leakage by
transferring carbon costs to imports of goods from third countries. This ensures equal
treatment of domestic and foreign producers within the EU single market.

CBAM can be characterised as a CO, mechanism that aligns the prices of CO, emissions for
goods imported into the EU with the prices of goods produced in the EU. To this end, the EU
is introducing an emissions trading system for imports, which complements the existing EU
ETS emissions trading system in order to prevent the relocation of greenhouse gas emissions.
Together with the revised EU ETS, the CBAM strengthens the EU's climate policy and supports
the achievement of the European Green Deal's objectives, in particular climate neutrality by
2050. Together, the two instruments create a comprehensive framework that motivates all
actors in the supply chain to make a sustainable and fair transition to a green economy at
national and global level.

Although CBAM reflects the EU's efforts to achieve environmental integrity and fairness in
international trade, its implementation raises serious questions about the balance between
climate policy and economic growth. Many developing countries that are major exporters of
energy-intensive commodities such as aluminium, cement, iron and steel face potential
negative consequences, ranging from reduced competitiveness of their goods on the European
market to a possible slowdown in their economic growth.
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Glossary

EU ETS - a carbon trading system in operation since 2005, which aims to reduce overall EU
emissions and generate revenue to finance the green transition. It is used in all EU countries,
as well as in Iceland, Liechtenstein and Norway. Since 2020, it has also been linked to the
Swiss emissions trading system (European Commission, Directorate General for Climate Action,
2025).

CBAM - a CO, mechanism that harmonises the prices of CO, emissions for goods imported
into the EU with the prices of goods produced in the EU. It aims to prevent or eliminate carbon
leakage by introducing an obligation to purchase CBAM certificates corresponding to the
amount of emissions contained in imported goods (European Commission, Directorate-General
for Taxation and Customs Union, 2025).

Carbon leakage - the relocation of production with high greenhouse gas emissions from
countries with stricter environmental regulations to countries with less stringent regulations,
thereby circumventing emission reduction targets (European Parliament, 2021).

Carbon dioxide equivalent (CO.e) — a unit of measurement that includes all greenhouse
gases converted to an equivalent amount of CO2 based on their global warming potential
(GWP). It is a conversion of the amount of other gases into an equivalent amount of carbon
dioxide with the same global warming potential. This method of calculation allows the impact
of different greenhouse gases on global warming to be compared. Since each gas traps heat
in the atmosphere differently, CO.e expresses their effect in a single common unit - as if all
emissions were carbon dioxide (Eurostat, 2001).

Global warming potential (GWP) - represents a unit of measurement expressing how
much energy is absorbed by the emission of 1 tonne of gas over a given period of time
compared to the emission of 1 tonne of carbon dioxide. As an example, methane has a GWP
value of 25, which means that emissions of 1 million metric tonnes of methane are equivalent
to emissions of 25 million metric tonnes of carbon dioxide (Eurostat, 2001).

Tasks

1. In pairs or teams, choose one developing country to analyse according to the following
structure:

a) Identify the main economic and social risks that CBAM poses for your chosen country.
Consider exports, employment, investment, or choose other indicators.

b) Propose at least three measures that the government of your chosen developing
country could take to minimise the negative impacts of CBAM.

c) Consider the possibilities of financing, international cooperation (e.g. with the World
Bank), technology transfer or support from the European Union.

2. As a team, write down the arguments for and against the introduction of CBAM and its
impact on developing countries. Then, in a joint discussion of all teams, decide which
arguments are most important and jointly answer the following questions: Is CBAM an
essential tool in the fight against climate change? What are its benefits and drawbacks for
developing countries? You can use the following studies as a basis:

e Byiers, B., & Medinilla, A. (2024). The EU'’s Carbon Border Adjustment Mechanism and
developing countries.

e IETA, 2024. International Reaction to the EU Carbon Border Adjustment Mechanism.
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3. Add the key characteristics of CBAM to the following mind map.

Figure 4.5 Mind map: CBAM

Obijective and purpose

CBAM sectors
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Source: own processing.

Recommended reading

Regulation (EU) 2023/956 of the European Parliament and of the Council of 10 May 2023.
Retrieved from https://eur-lex.europa.eu/legal-content/SK/TXT/?uri=CELEX:32023R0956

Maliszewska, M., Fischer, C., Jung, E., & Chepeliev, M. (2025b, June). Carbon Border
Adjustment Mechanism (CBAM) Exposure Indexes: Methodological note. The World Bank.
Retrieved from
https://documents1.worldbank.org/curated/en/099062625130529813/pdf/P180609-
04492401-4572-40c4-8b3e-13d5006fcce9.pdf
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5 EU preferential trade relations with developing countries

Learning outcomes

Students will learn how the EU pursues its strategic interests in the global economy through
trade and preferential regimes, while contributing to the development of economically weaker
countries. They will understand the importance of determining the origin of goods in
preferential trade relations with developing and least developed countries and will become
familiar with the rules and functioning of the Generalised Scheme of Preferences. Through the
tasks at the end of the chapter, students can effectively evaluate the functioning of the EU's
preferential trade relations and the instruments used within them, develop their teamwork
skills, improve their critical thinking, and form and present their own opinion on the issue.

Key words

preferential trade relations, developing countries, origin of goods, cumulation of origin,
Generalised Scheme of Preferences

Abbreviations

ACP — Africa, Caribbean, Pacific; GSP — Generalised Scheme of Preferences; EU — European
Union; GSP+ — special incentive arrangement for sustainable development and good
governance; EBA — Everything but Arms; EPAs — regional and bilateral economic partnership
agreements,; DCs — developing countries; LDCs — Least Developed Countries; OCTs — Overseas
Countries and Territories.

Introduction

Preferential trade relations are one of the key instruments of the European Union's (EU) foreign
trade policy, through which the EU seeks to promote political cooperation with third countries
in particular. At the same time, the EU monitors the economic development and social stability
of developing countries (DCs) and least developed countries (LDCs). The term "preferential
trade relations" refers to a set of measures that give selected third countries or regions more
favourable access to the single European market, usually through the reduction or complete
elimination of customs duties, quotas and other trade barriers. These preferences are often
non-reciprocal, meaning that third countries gain access to the EU market without offering
similar or equal advantages to goods imported from the EU. Historically, the EU's policy
towards third countries has been embedded in a broader concept of its external relations,
combining trade and development objectives. The EU has long been one of the world's most
important players in trade and development cooperation, while also representing one of the
largest single markets in the world. These factors give it considerable negotiating power, but
also responsibility towards its partner countries, especially those facing structural economic
problems, high poverty rates or low competitiveness. The EU's preferential trade regimes are
therefore part of a comprehensive framework that includes trade and development aid,
technical assistance, political dialogue and support for sustainable development (European
Commission, 2024a).
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The basic philosophy behind these preferences is the belief that trade can be a powerful engine
of economic growth. By enabling exports on more favourable terms, partner countries gain
access to greater volumes of foreign exchange, a stimulus to improve the quality of production
and an incentive to diversify their economic structures. On the other hand, the EU not only
fulfils its commitments under international agreements, such as those within the World Trade
Organisation (WTO), but also strengthens geopolitical relations and stability in its wider
neighbourhood and in more distant regions. The EU's preferential trade relations with
developing countries are implemented through a number of mechanisms. The most important
of these are the Generalised Scheme of Preferences (GSP) and its special initiatives, as well as
regional and bilateral Economic Partnership Agreements (EPAs). These instruments are
designed to take into account the varying levels of economic development of third countries
and to allow for gradual trade liberalisation in line with their capacities (European Commission,
2025a).

In recent decades, the EU's preferential trade relations have developed dynamically under the
influence of globalisation trends, changing international competition, climate and
environmental challenges, and a growing emphasis on respect for human rights and good
governance. Current preferential schemes therefore include not only economic but also
political and social conditions. The EU is thus sending a signal that economic cooperation and
trade benefits are closely linked to the values on which the Union itself is built (Kleimann,
2020; European Commission, 2025a).

According to the European Commission's annual report on the implementation and
enforcement of trade policy, in 2023 the European Union recorded trade worth more than EUR
2.3 trillion under its preferential trade relations. This represents an increase of more than 30%
compared to the previous five years. EU trade with its preferential partners is growing more
steadily than its total exports, contributing to the EU's greater resilience to global economic
fluctuations by providing more diverse and reliable sources of imports and new markets for
exports. During the same period, the European Union managed to remove 140 export barriers
in more than 40 countries, generating additional revenue from preferential trade relations
(European Commission, 2024b).

5.1 Proving the origin of goods

The origin of goods is one of the most important aspects of the European Union's preferential
trade relations with developing countries. Proving the origin of goods determines whether a
country will benefit from preferential trade or whether it will be non-preferential trade. The
origin of goods plays a significant role in determining customs rates and customs preferences
in customs procedures for the release of goods into free trade. Proving the origin of imported
commodities is often a very demanding and complicated process. The complexity of this
procedure is due to the ever-expanding globalisation of international trade and the fact that
commodities are often processed or modified in several countries before entering the customs
regime of the final recipient. Proof must be based on the principle that the origin of the goods
remains the same until they undergo further processing or treatment. The result of such
intervention is a new product whose origin is determined by the country in which this change
in its material substance took place. In other words, the origin of goods can also be referred
to as the economic nationality of goods. The process of proving the origin of goods in EU
foreign trade relations is based on the principle of non-discrimination. The result may be
either that the goods in question have non-preferential origin or, conversely, that the
process determines that the goods in question have preferential origin. The difference
between non-preferential and preferential origin of goods in the EU's foreign trade relations
with third countries is key to determining whether they will be subject to the normal customs
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rules under the EU Customs Tariff or whether they will be eligible for reduced or zero customs
duties under trade agreements (WTO, 2013; European Commission, 2025d).

Non-preferential origin of goods

In general, this refers to a situation where the origin of goods is determined solely for the
purposes of obligations arising from WTO membership or from agreements on mutual
recognition of most-favoured-nation treatment. The rules applied by WTO members should be
consistent with those set out in the Agreement on Rules of Origin (WTO, 2013).

On this basis, non-preferential rules of origin within the EU are used to apply all types of non-
preferential trade policy measures. These include the aforementioned most-favoured-nation
clause, anti-dumping and countervailing duties, trade embargoes, safeguard measures,
quantitative restrictions or tariff quotas. These rules also apply for statistical purposes. In other
words, non-preferential rules of origin apply to goods declared for release for free circulation
in the EU for the purposes of applying the Common Customs Tariff, except where preferential
tariff measures apply. The process itself is carried out in accordance with the EU Customs
Code. The EU has its own non-preferential rules of origin, which may differ from those of third
countries (European Commission, 2022; Gwardzinska and Chowaniec, 2022). The EU's non-
preferential rules of origin are based on two principles or criteria (Gwardzinska and Chowaniec,
2022):

e goods ‘wholly obtained’ in one country,

o the last substantial processing of the goods — if two or more countries are
involved in the production of a product, origin is acquired where the goods underwent
their last, substantial, economically justified processing or working in an establishment
equipped for that purpose, which ultimately led to the manufacture of a new product
or constituted an important stage in its manufacture.

Non-preferential origin of goods is therefore determined when there is no preferential
agreement between the EU and a third country, or when the goods do not meet the rules of
origin set out in the agreement. Its purpose is not to grant tariff preferences, but to determine
the country of origin of the goods for the purposes of applying normal trade measures. By
applying non-preferential origin to goods, a country cannot therefore obtain any preferences.
The non-preferential origin of a given commodity is confirmed by the authorities of the
exporting country, which issue the relevant certificates.

Preferential origin of goods

As the name suggests, the determination of preferential origin proves that the goods can be
considered as originating in a country with which a preferential agreement or scheme exists.
If all the requirements and conditions for determining the preferential origin of goods are met,
their import into the EU is possible at lower (preferential) customs rates or even at zero rates,
depending on the relevant preferential agreement. Preferential origin of goods is determined
with the aim of promoting international trade and development cooperation between the EU
and less developed or least developed countries by reducing the costs of exporting goods from
third countries to the EU. Ultimately, the EU thus promotes the more effective integration of
economically weaker partners into international trade and improves their economic position in
the world. The legal basis for determining the preferential origin of goods is enshrined in
individual bilateral or multilateral agreements, such as Economic Partnership Agreements
(EPAs), Free Trade Agreements (FTAs) or unilateral regimes such as the Generalised Scheme
of Preferences (GSP). Simply put, each agreement has its own individual legal basis (European
Commission, 2025d).
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As with non-preferential origin, criteria must be met in order for goods to be considered as
having preferential origin. The goods in question must therefore unconditionally meet the
conditions set out either in the protocol on origin of the relevant trade agreement or in the
rules of origin of other preferential trade instruments. In practice, this means that a product
acquires origin status either (European Commission, 2021a):

e wholly obtained - the product is entirely made from raw materials or components
originating in the beneficiary country,

o sufficiently worked or processed - if the product contains materials from other
countries, these materials must undergo a prescribed degree of processing or working
in the preferential country in order for the product to be recognised as ‘originating’.

For each product, there is a specific list of manufacturing or processing operations that goods
made from non-originating materials must undergo in order to obtain originating status. These
specific operations are also referred to as "list rules”, which determine the minimum amount
of processing required for non-originating materials. However, if in practice a greater amount
of processing is carried out than the minimum required, the origin of the product is not affected
and remains unchanged. Preferential trade agreements and other preferential trade
instruments may differ in nature. However, there are common provisions for determining
preferential origin under these agreements, which are generally applied uniformly. These
common provisions are (European Commission, 2021a):

a) origin status — in order for goods to be eligible for preferential treatment, they must
meet the conditions for obtaining recognised origin

b) cumulation — a mechanism that allows the parties to a trade agreement to take into
account each other's originating products when assessing compliance with the rules of
origin (see the next subchapter for more details)

c) minimal operations — these are manufacturing or processing operations which are
not sufficient in themselves to confer origin, or which determine the minimum level of
processing that must be achieved, particularly when cumulation is used,

d) general tolerance rule — allows manufacturers to use a certain proportion of non-
originating materials, provided that this proportion does not exceed a specified limit,

e) no-drawback rule — prohibits the refund of customs duties paid on the import of
materials used in the manufacture of goods with preferential origin,

f) territoriality principle — assumes that all production and processing must take place
in the territory of the contracting parties to the agreement,

g) direct transport rule — ensures that the goods arriving in the country of import are
identical to those that left the country of export, without any undesirable intervention
during transport,

h) proof of origin — any claim of preferential origin of goods must be supported by the
relevant official document,

i) approved exporter — a person or company that, after meeting the specified
conditions, has been authorised to issue proofs of origin of goods independently,
without the need for individual customs confirmation.

The main advantages of preferential treatment of imported goods from third countries are, in
particular, a reduction in customs duties (often to 0% of the customs rate), strengthening the
competitiveness of exporters on foreign markets, and promoting trade and investment
between partners (mutually or unilaterally).
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As already mentioned, preferential treatment of imported goods may be applied unilaterally or
reciprocally, in compliance with international trade law and the specific provisions of individual
agreements. Table 5.1 compares the two types of preferential treatment mentioned above.

Table 5.1 EU trade preferences

- without reciprocity, on an - reciprocally on a contractually agreed
autonomous basis basis (benefits accrue to both
. parties)
- granting duty-free access
to the EU market for imports from - reduction of customs barriers with
developing countries the aim of promoting trade,

- poverty eradication, support for economic growth and employment

sustainable development in - benefits for consumers on
developing countries both sides
- promoting integration of - preferential trade agreements

developing countries into
international trade

Source: own processing.

5.2 Cumulation of origin

The EU's preferential rules of origin include the concept of cumulation as a system that
regulates the origin of goods. Under certain circumstances, cumulation of origin allows non-
originating materials imported from third countries or processing carried out in a country other
than a partner country to be considered as materials originating in a partner country or in the
EU itself. Within the EU's preferential trade relations, we distinguish between three types of
cumulation of origin.

Bilateral cumulation

This term means that manufacturers in any partner country can use materials originating in
another partner country as if they originated in their own country. In order to benefit from
bilateral cumulation, the working or processing must be carried out on materials originating in
a partner country. Raw materials, materials and semi-finished products from one contracting
party can therefore be used in the other, while still retaining the preferential origin of the final
product (e.g. DCFTA with Ukraine, FTA, etc.). This applies to all EU preferential regimes. The
process of bilateral cumulation is clearly illustrated in Graph 5.1 (European Commission,
2021a).
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Graph 5.1 Bilateral cumulation process
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Diagonal cumulation

Diagonal cumulation works between more than two countries that have preferential
agreements or other arrangements between them. In order to benefit from diagonal
cumulation, materials must originate in the countries participating in the diagonal cumulation.
The origin of goods is retained only if the goods are transported between countries belonging
to the same diagonal cumulation system without further processing or treatment in a country
that does not belong to that system. In simple terms, diagonal cumulation allows materials
originating in several countries participating in a network of trade agreements (which have
identical rules of origin) to be considered as originating in the manufacture or processing of
goods in any of these countries. However, there are certain exceptions to this principle in
specific types of diagonal cumulation (Lowe, 2016).

A special subtype of diagonal cumulation is regional cumulation. Regional cumulation
applies within a predefined group of countries that are part of the same preferential scheme
and have identical or very similar rules of origin. In practice, this means that materials and
production operations carried out in any country in the region can be counted as originating
for the entire group in the production of goods intended for export to the EU (or another
partner in the preferential regime). All countries in the region are automatically entitled to
count each other's origin, without the need for bilateral agreements between each pair of
countries. The most notable examples of the use of regional cumulation are the Generalised
Scheme of Preferences and the Economic Partnership Agreements with ACP countries. This
type of cumulation also applies between members of regional groups of beneficiary countries,
e.g. ASEAN, SADC, etc. (European Commission, 2021a). Under certain conditions, goods
originating in a country with which the EU has a valid free trade agreement may be used in
the manufacture of a product in a beneficiary country.

Under certain conditions, goods originating in a country with which the EU has a valid free
trade agreement may be used in the manufacture of a product in a beneficiary country,
provided that further processing takes place there. This procedure is known as extended
cumulation, which is another subtype of diagonal cumulation. However, it should be noted
that this form of cumulation only exists on request under the EU's GSP scheme or under the
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association of Overseas Countries and Territories (OCTs) with the EU. The process of general
diagonal cumulation is illustrated in Graph 5.2 (European Commission, 2021a).

Graph 5.2 Diagonal cumulation process
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Source: own processing.

Full cumulation

Unlike bilateral and diagonal cumulation, which apply exclusively to originating materials, full
cumulation also allows for the required double processing of non-originating materials to be
taken into account. This means that all production processes carried out in all participating
partner countries where this type of cumulation applies are taken into account when
determining the origin of the final product. Non-originating materials may therefore be
imported by a manufacturer in a partner country and used in the production process, provided
that they undergo sufficient processing. These non-originating inputs may be used for
cumulation purposes and counted as inputs originating in the partner country. Sufficient
(double) processing or working of non-originating materials is assessed not within the territory
of a single partner country, but across all countries participating in full cumulation. Full
cumulation can therefore be considered the highest quality level of cumulation. Graph 5.3
illustrates the process of full cumulation in practice (Lowe, 2016; European Commission,
2021a).
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Graph 5.3 Full cumulation process
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5.3 EU Generalised Scheme of Preferences

One of the most important instruments of preferential trade relations is the Generalised
Scheme of Preferences (GSP). It is a trade policy instrument through which developed
countries grant unilateral tariff concessions, i.e. reduce or completely eliminate customs duties
on imports of selected products from developing and least developed countries. The scheme
is based on the principle of unequal but fair treatment. Its main objective is to promote the
economic development and integration of these countries into the global trading environment,
without requiring reciprocal benefits from the beneficiary countries (WTO, n.d.).

5.3.1 The creation of the Generalised Scheme of Preferences

The intention to create a trade preference mechanism for less developed countries was first
officially presented at the United Nations Conference on Trade and Development (UNCTAD)
held in Geneva in 1964. The aim of this initiative was to facilitate access for developing
countries to the markets of industrially advanced countries through a preferential tariff regime,
particularly for imports of industrial products and semi-finished goods. Based on this vision,
the concept of the GSP gradually emerged, which over time became part of the international
trade framework. In order to legally apply exceptions to the principle of non-discrimination,
the WTO adopted the so-called Enabling Clause in 1979, which provided a legal basis for the
unilateral granting of tariff preferences to developing countries by developed countries.
Based on this clause, developed economies created their own GSP schemes (UNCTAD, 2008;
WTO, 1979).

Countries that benefit from the GSP are called beneficiaries. They can generally be divided
into two development groups, as illustrated in Graph 5.4. However, it should be noted that
this is a general classification, as each country adapts its schemes individually.
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Graph 5.4 General classification of GSP beneficiaries
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Source: own processing according to Lipkova (2012).

For the purposes of this textbook, we have included the weakest developing countries, or least
developed countries, in the first development group, which are completely exempt from import
duties in terms of preferential treatment by the EU. The second development group includes
developing countries with a "higher" level of development, which have a reduced customs duty
rate for preferential imports, although a zero customs duty rate may also apply here.

5.3.2 The EU's Generalised Scheme of Preferences in practice

In the context of the European Union, this is a specific trade regime, the current form of which
has been in force since 2012 in the form of Regulation (EU) No 978/2012 of the European
Parliament and of the Council. This legislative framework allows the EU to grant preferential
benefits to countries that are classified as low-income or lower-middle-income economies
according to the World Bank classification and do not have access to the European market
under other preferential agreements. Historically, the European Union introduced its
Generalised Scheme of Preferences as early as 1971. From the outset, it has played an
important role in shaping unilateral trade preferences aimed at poverty reduction and
development support. This approach, which is now used by most developed countries, has
gradually become a key element of the EU's commitment to using trade as a tool to promote
sustainable development (WTO, 2013; European Commission, 2025a).

Although the main function of the EU GSP is to support developing countries, the scheme also
fulfils several strategic roles. In addition to expanding trade opportunities, it creates space
for the promotion of value-oriented trade policy. In the long term, the EU GSP helps the
economies of partner countries to grow, thereby reducing their dependence on
development aid and increasing their capacity for independent growth. From a geopolitical
perspective, the EU's GSP scheme contributes to strengthening stability in regions of key
strategic importance to the EU, whether in areas related to migration, security policy or energy
cooperation. Through the GSP, the EU can also exercise its ‘soft power’, as by offering trade
advantages, it encourages partner countries to adopt and comply with international
standards in areas such as human rights, working conditions, environmental protection and
transparent and accountable governance (European Commission, 2025b).

In addition to its significant political and developmental character, the EU's GSP also plays a
key role in terms of the European Union's economic interests. This trade instrument
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provides advantages for imports of goods from developing and least developed countries,
which has multiple benefits for the European economy. First and foremost, it provides stable
and favourable access to a wide range of raw materials, semi-finished products and finished
products that are not available in sufficient quantities or at competitive prices within the EU.
These raw materials are essential for manufacturing, technological processing and industrial
sectors in the Union, particularly in the textile, engineering, electronics and food industries. At
the same time, this regime enables European companies to develop supply and production
networks in partner countries that benefit from the GSP. Thanks to these links, companies
can optimise their production costs, diversify their sources and increase their resilience to
supply disruptions, thereby ensuring greater efficiency and flexibility in global markets
(European Commission, 2021b).

Currently (2025), the EU provides preferential access to its market through its Generalised
Scheme of Preferences for 65 countries, which are divided into three subschemes (Graph 5.5).
As already mentioned, these are countries with a low level of development according to the
World Bank classification.

Graph 5.5 Breakdown of the EU GSP into subschemes by number of countries (2025)

Standard
GSP (11)

Source: own processing.

Due to revisions of the GSP by the European Commission, the number of countries may
change. It is therefore necessary to monitor current changes during the study. The QR code
below can be used to obtain an updated version of the list of EU GSP beneficiaries.

Figure 5.1 Beneficiaries of the EU Generalised Scheme of Preferences

https://circabc.europa.eu/ui/group/f2436
59e-26f5-44d9-8213-
81lefa3d92dc7/library/83191464-a9b5-
4973-a3a9-
: . fel7e57d68e8/details?download=true
The list of beneficiaries of the EU's Generalised Scheme of Preferences is updated
regularly.

Source: Own processing according to the European Commission (2024a).

The individual subschemes of the EU GSP have their own specific rules and conditions that
countries must meet in order to benefit from them. It is therefore essential for beneficiaries to
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have a detailed knowledge of the individual regulations and codes relating to preferential
access to the European market through the GSP, such as product eligibility requirements,
classification of products under the correct GSP rate, possibilities for obtaining additional
preferences, compliance with rules of origin, compliance with conditions for the transport of
goods, administrative preparation (European Commission, 2025a). Each of the subschemes is
described in detail below.

5.3.3 Standard GSP
The standard GSP is the first subschemes of the EU's Generalised Scheme of Preferences.

Currently (2025), it includes 11 countries that have low or lower-middle incomes according to
the World Bank classification.

Table 5.2 Standard GSP beneficiaries (2025)

Congo Cook Islands
India Indonesia
Kenya® Micronesia
Nigeria Niue

Syria Tajikistan
Vanuatu ---

Source: own processing according to the European Commission (2025c).

These countries are granted tariff reductions on approximately 66% of all existing EU tariff
lines. Another very important aspect of this subscheme is the so-called product graduation
mechanism. Some countries export competitive products to the EU without taking advantage
of preferences and begin to dominate the market. This mechanism divides products into
(European Commission, 2025a):

e sensitive (customs duties are reduced by 3.5%),

e non-sensitive (more favourable or even duty-free imports, except for textiles and
agricultural products).

If the average share of imports of certain goods under the GSP Standard exceeds the set limits
for three consecutive years — specifically 47.2% for textile products, 17.5% for vegetable
products and vegetable oils, and 57% for other goods — the European Union has the right to
temporarily exclude these specific products from the preferential treatment system within the
subscheme (European Commission, 2025a). The limits are calculated as a percentage of the
total value of imports of the same products into the EU from all GSP beneficiary countries.

A very important condition for countries benefiting from this scheme is that they do not benefit
from any other preferential trade access to European markets. If a country starts to
use another form of preferential access to the EU market, it will be excluded from the Standard
GSP subscheme. It will also be excluded if it is classified by the World Bank as an upper-
middle-income or high-income country for three consecutive years. If a country
violates fundamental conventions or principles relating to human and labour rights, it will
also be excluded from the subscheme (European Commission, 2024a).

10 Kenya will gradually have its membership revoked due to its increased status as a lower middle-income country and the planned
conclusion of an Economic Partnership Agreement (EPA).
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5.3.4 GSP+

The second subscheme of the EU's Generalised Scheme of Preferences is GSP+. This is a
special incentive measure for sustainable development and good governance. It is
often referred to as a legal instrument that operates in parallel with several legal instruments
regulating the import of goods into the EU. Currently (2025), only eight countries benefit from
GSP+.

Table 5.3 GSP+ beneficiaries (2025)

Bolivia Cape Verde
Kyrgyzstan Mongolia
Philippines Sri Lanka
Uzbekistan Pakistan

Source: own processing according to the European Commission (2025c).

The main idea behind this subscheme is to reduce customs tariffs (for the same goods as in
the standard GSP) to 0% for vulnerable countries with low and lower middle incomes. The
graduation mechanism is not taken into account in this subscheme. The first essential
condition for countries to be beneficiaries of GSP+ is the implementation of 27
international conventions on labour and human rights, environmental and climate
protection, and good governance. Another condition for inclusion in GSP+ is the vulnerability
criterion. This means that the country in question must be considered vulnerable due to
insufficient export diversification and insufficient integration into international trade. In order
to meet this criterion, the ratio of the country's imports to the imports of all countries covered
by the GSP must be less than 7.4%. The final condition is the diversification criterion. The
value of imports of the seven largest "GSP commaodity groups" from a given country to the EU
must exceed 75% of total "GSP imports" to the EU from that country over a three-year period
(European Commission, 2025a).

A country may lose its GSP+ beneficiary status, as in the case of the GSP Standard, if it
concludes a new agreement on preferential access to the EU market. Similarly, if the World
Bank classifies a country as having a higher level of development than the definition of low or
lower middle income, that country will lose its GSP+ membership (European Commission,
2024a).

Strict monitoring is also a very important aspect of GSP+. This is based on dialogue with
authorities, stakeholders and, last but not least, civil society in beneficiary countries, as well
as the organisation of frequent monitoring missions on the ground to check that the country
is fulfilling all the commitments and obligations arising from its GSP+ membership. The results
of the monitoring, which include reports from the International Labour Organisation and the
United Nations, are submitted to the European Parliament and the Council every two years.
This process is very important in identifying not only shortcomings and progress, but also
constraints that may prevent a country from effectively implementing the conventions. This
also opens up space for new proposals for laws and procedures to address challenges
(European Commission, 2025a).

5.3.5 EBA - Everything But Arms
The last subscheme of the EU GSP is the special ‘Everything But Arms’ measure. This measure

allows third countries full duty-free and quota-free (unconditional) access to the EU market for
all products except arms and ammunition. The EBA initiative was introduced to support
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countries classified as least developed countries (LDCs) by the United Nations (UN), which
can benefit from the most favourable conditions of all three regimes. Based on these facts, 46
least developed countries were included in the list of beneficiaries in 2025 (European

Commission, 2025c¢).

Table 5.4 EBA beneficiaries (2025)

Afghanistan Angola Bangladesh Benin
Bhutan Burkina Faso Burundi Chad
Djibouti Eritrea Ethiopia Gambia
Guinea Guinea-Bissau Haiti Yemen
South Sudan Cambodial! Kiribati Comoros
Democratic Republic | Laos Lesotho Liberia

of the Congo

Madagascar Malawi Mali Mauritania
Myanmar Mozambique Nepal Niger
Rwanda Sao Tome & Principe | Senegal Sierra Leone
Central African Somalia Sudan Solomon Islands
Republic

Tanzania Timor-Leste Togo Tuvalu
Uganda Zambia

Source: own processing according to the European Commission (2025c¢).

An important difference from the Standard GSP and GSP+ is that a least developed country is
not excluded from the EBA scheme if it also benefits from other preferential
advantages. This means that it can enjoy the benefits for an unlimited period of time until it
is excluded from the scheme. In this case, too, the graduation mechanism does not
apply. If a country is no longer classified as an LDC according to the UN classification, it loses
its EBA beneficiary status. However, after formal exclusion from the subscheme, a three-year
transition period is initiated by the Union, and only after its expiry is the country definitively
excluded from the EBA group and ceases to benefit from the advantages. Ultimately, we can
say that EBA offers a much more advantageous alternative compared to preferential trade
agreements resulting from the relevant agreement (European Commission, 2024a).

The EU has now reformed certain aspects of the functioning of the GSP as a result of a more
effective response to the changing needs and challenges of developing countries and LDCs.
Among the new features, it has strengthened the social, labour-environmental and climate
dimensions of the scheme. The EU's ability to use trade preferences to create economic
opportunities and promote sustainable development has also been strengthened. In view of
frequent violations of EU rules, it has further expanded the possibilities for withdrawing EU
GSP preferences in cases of serious and systematic violations of the rules, thereby creating a
scenario for a new exceptional withdrawal of benefits. Under GSP+, the EU has updated the
conventions, incorporating environmental issues. In order to protect the EU internal market, it
has adopted changes to better protect its producers in cases of serious market difficulties
caused by ‘GSP imports’ (European Commission, 2021c; European Commission, 2025a).

11 cambodia's membership of the EBA is currently suspended due to human rights violations, particularly with regard to political
participation, freedom of expression and freedom of association.
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5.3.6 Trade under the EU GSP

The basic statistical indicators of trade under the EU GSP are shown in Graphs 5.6 and 5.7.
Graph 5.6 shows that the long-term development of foreign trade relations between the EU
and GSP beneficiaries is in line with the main objective of the EU GSP — to help developing and
least developed countries integrate into international trade. This is evidenced by the relatively
high value of imports from GSP beneficiary countries and their upward trend (with only minor
deviations). EU exports to these countries were lower than imports during the ten-year period
under review. The EU therefore had a negative trade balance, with values significantly higher
in the last three years than in the previous period.

Graph 5.6 Development of the EU's foreign trade with GSP countries
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Source: own processing according to the European Commission (2025e).

Indicators of the commaodity structure of foreign trade between the EU and GSP countries for
2024 (Graph 5.7), which was the last available data, show that textiles and textile products
were the main import commodity to the EU. These were followed by mineral products and
machinery, apparatus and equipment. The textile industry has long dominated imports from
GSP countries to the EU, as it is well known that this type of industry is the most developed in
these countries.
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Stone, glass and ceramic products
Optical and photographic equipment
Various industrial products

Live animals

Raw hides, skins

Transport equipment
Animal/vegetable fats and oils

Plastics and products made from them
Pearls, precious stones, precious metals
Footwear, hats and other headgear
Food, beverages, tobacco

Graph 5.7 Commodity structure of EU imports from GSP countries (2024)
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Summary

In the current changing geopolitical environment, the EU's preferential trade with third
countries is an important tool for building mutual relations. Through trade advantages, the EU
not only gains access to more affordable goods and strengthens its trade position, but also
builds partnerships, enhances stability in strategically important regions, and promotes
democratic values, human rights and good governance. The EU uses various preferential
agreements and instruments.

A very important part of the EU's preferential trade relations is proving the origin of goods
using rules that ensure that the benefits actually go to developing countries and not to other
entities, such as other countries through re-export. The rules of origin also include a complex
process of cumulation, whereby non-originating materials and goods can be counted as
originating within the preferential zone after processing.

The EU currently applies three levels of preferential treatment under the Generalised Scheme
of Preferences: Standard GSP, GSP+ (usually for developing countries) and EBA (for least
developed countries), which must comply with specific conditions and rules in order to fully
benefit from the preferential advantages. The EU's GSP is a 'soft power' tool that the Union
uses to influence the direction of partner countries without coercion or compulsion.

Preferential trade relations contribute to the long-term stability of partner economies, reduce
their dependence on development aid and promote their integration into world trade. This is
also the goal of the EU, which is an example of the successful functioning and development of
such relations.
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Glossary

Cumulation of origin — a mechanism within the rules of origin that allows materials or
production processes from other countries to be taken into account in determining the origin
of the final product, provided that these countries are part of the same trade agreement or
scheme.

EU GSP —the EU's Generalised Scheme of Preferences, which is a programme of EU countries
through which they grant preferential tariffs on imports from developing countries (WTO, n.d.).

GSP Standard —is a subscheme of the EU GSP through which the EU grants reduced customs
duties on imports of selected products (66% of the total number of EU tariff lines) from 11
countries. Customs duties vary according to a graduation mechanism (European Commission,
2025a).

GSP+ —is a subscheme of the EU GSP, also known as the special incentive arrangement for
sustainable development and good governance. The EU grants preferential or zero customs
duties on imports of selected products from 8 countries, provided that the countries comply
with 27 conventions and meet diversification and vulnerability criteria.

EBA —is a subscheme of the EU GSP, also known as 'Everything But Arms'. It is a measure
for the least developed countries, allowing 46 countries duty-free and quota-free imports of
all goods into the EU, except arms and ammunition. It is the most advantageous subscheme
within the GSP.

Tasks

1. Form teams within your seminar group. Scan this QR code (university account required),
read the case study displayed, and discuss the answers to the accompanying questions.

Figure 5.2  Case study: Pakistan

https://eubask.sharepoint.com/
:b:/s/Prpadovtdie/EZfhDI4IXB9
0OgAg3y_9Rq1EBFtH8X0OnFrmNs
AsVwULILLQ?e=NLa5bj

Source: Own processing.

2. What is your opinion on the functioning of the EU GSP and its subschemes? Which
subscheme do you think is the most controversial and why? Refer to critical opinions and
concerns available online.

3. Decide what type of cumulation is involved in the following cases:

A. A manufacturer in Switzerland produces a machine using materials originating in the EU
and exports the final product to Serbia. The final product will have Swiss origin because
all the necessary conditions for cumulation have been met (agreements containing
identical rules of origin between the EU, Switzerland and Serbia) and the materials used
to manufacture the machine originate in this zone and have undergone more than
sufficient processing.
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B. A fabric manufacturer in Turkey imports non-originating cotton fibres from the USA.
These fibres are processed into fabric in Turkey. This is a significant manufacturing
step, but it is not sufficient to obtain preferential origin because the raw material is non-
originating and the processing was not required (double). Turkey exports the fabric to
Montenegro, where a manufacturer sews it into a finished T-shirt. Montenegro then
exports the T-shirt to the EU. Under normal rules, the T-shirt would not have preferential
origin because it was made from non-originating raw material (fibre). However, thanks
to cumulation, all processing steps are taken into account and the EU considers these
production operations as a whole, as if they had taken place in a single country. The T-
shirt has obtained preferential origin.

4. Make recommendations for improving the effectiveness of EU preferential relations and
individual instruments.
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