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Abstract

After several years of being blocked, the signing ofEkeGCC FTA (European
Union-Gulf Cooperation Council Free Trade Area) seemminent. The main objective of
this paper is to shed some light on the EU-GCC relsghign It sets a conceptual
framework, compares the EU-GCC Cooperation Agreemetit wiher EU regional
initiatives and explores the evolution of EU-GCC relas. The study points to the need
for economic cooperation, including the long-awaited Fard cultural dialogue to transit
from its current fragmented and low profile level to anstitutionalized EU-GCC
Partnership Agreement. Two qualifications are addedE(a§>CC relations should adopt
a more sophisticated model than the Euro-Mediterranaend?ship; and (b) It should take
into account the US strategy on the Middle East.

as) ol cgéb.aﬁﬁ! u.u\ﬂu uijé ol il
Apaaldl) A g 0Y)
s Sal ol 358
[T o);“ o)\;.\]\ 4\.11:.\.\;34.\5‘4.1\ c_xﬁ}a U\ J.\.\.}M\A .A.m;.\]\ U‘““—"}“C“"""u

u«J il gl (o Sad g ol 88 Ay el dall Jsal o sleill (ulaay s Y] SlanY]
elia Jae ) ami G cpmaldl dg V) AR o ol ey Laldud ga A8
CalSini s (5 A ApalBY) Ay 5 ) bl ae addal V) o slaal) Adll o s
Lilate Cpanaly ool o slad ) Aalall U Al 5ol i Asalad A5V el ¢ s

\)MS‘ uﬁs\)ﬂ\o\).\mua)})d\ d;\UAGQQJ)\P‘;‘}‘LA)LL\.U\J\J:G\S\::)L“DJM\
d;‘wuhjn&dk_\s.\m\ .lﬁ} W)Amu\dﬂ\d&h@})}‘é\)&‘\_ﬁm\ ‘;‘ ua&;.\.q“;

O Professor of Applied Economics. Universidad Naalode Educacion a Distancia (UNED), Madrid, Spairel:
3491 398 6329; Fax: 3491 398 7821, Email: gesodl@dcee.uned.es. Web Page:
www.uned.es/deahe/doctorado/gescribano/gescriiamo.h

PDF Created with deskPDF PDF Writer - Trial :: http://www.docudesk.com



Volume 8 -No. 1 - December 2005
[30

Journal of Development and Economic Policies |

Gonzalo Escribano

ol yshi ST ad st i o cimy Aymlal B ) B o el 2B 038 Jaals
LS 5 daadd AW Gleeall 2D oda 32l o Al ciudas siall Ay, ) AS) AN

o ) G5l

PDF Created with deskPDF PDF Writer - Trial :: http://www.docudesk.com



| Journal of Development and Economic Policies Volume 8 -No. 1 - December 2005 |

Gonzalo Escribano 31 |

I ntr oduction

After several years of being blocked, the signing of Bw&GCC
FTA (European Union-Gulf Cooperation Council Free Tradeal is
expected in the second half of 2005. Most obstacles seehavie been
overcome, like the GCC Customs Union, the GCC cowitdgencerns on
political conditionality by the EU, and trade on EU stve products (like
chemicals, petrochemicals and aluminium). However, sobwacles still
remain for EU-GCC relationship to attain a partngrshktatus. These
obstacles have been listed in previous work on EU-G&aions, e.g. like
Saudi Arabia not being a member of WTO,; institutionéiecBnces; US-EU
differences on Middle East strategies; asymmetriehienvblume of trade
conducted with the EU such as Kuwait being more expeti®d towards
Asia, while most of its imports come from the EW;.et

At the same time, the US has launched an ambitious gabjfur a
US-Middle East Free Trade Area in 20+3he US-Middle East Free Trade
Coalition— encompassing from Morocco to Iran. At the time afimg this
paper, Bahrain has been the last country to adhereligd that already
includes Morocco and Jordan. The UAE and Oman areetktecountries to
start free trade negotiations with the US. This atite may be
conceptualized as the economic instrument of the Bushnthation’s
Great Middle East strategy and presents very relevdetreatites with the
EU approach. The US initiative has received a ladttd@ntion. In contrast,
little attention is devoted by EU scholars to relasiovith the Gulf states,
especially on bilateral economic relations.

In this context, the main objective of the papewished some light
on EU-GCC relations and its differentiated nature ftoemUS approach. It
starts by setting a previous conceptual framework basedeointernational
political economy of EU external relations and itsur&peanization’. It
discusses EU-GCC relations within the different EU aegi initiatives and
focuses on the particularities of the EU-GCC Coopanatigreement itself.
It also highlights some observations on the inteonali dimension of EU-
GCC partnership and the need for the EU to upgrade thes stdtits

PDF Created with deskPDF PDF Writer - Trial :: http://www.docudesk.com



Volume 8 -No. 1 - December 2005 Journal of Development and Economic Policies |

| 32 Gonzalo Escribano

relations with the GCC, not in a competitive, buthesita complementary
manner to US efforts.

The I nter national Palitical Economy of Eur opeanization

Globalization has brought about challenges that tradscine
economic sphere. Increased economic interdependency peEsupF on
national socio-economic structures and calls for tjasément of domestic
policies to deal with an open economy environment. ngBooc
development, together with international communicatigenerates social
demands for the modernization of economic and politistitutions. In the
European case, as Helmut Kohl once put it, “Europeanizaso the
European response to globalizati®nFrom the need to articulate such a
response, a new set of ‘Europeanized’ foreign policissemaerged in the
EU to conduct external relations.

to foreign investment, development aid, labor migraborcultural
diffusion Nowadays, there is a growing consensus aboutbé&meficial
effects of international trade on economic and palitissues. These results
may easily be extended abroad. Two pre-conditions aredede if
regionalism is to succeed (Mattli, 1999). First is thecalled demand
conditions, i.e. there must be a strong potential émmemic gain derived
from economic integration, so that societies demand $econdly, the
supply condition, i.e. the political willngness to nfatthe integration
demands, which depend on the expected outcome of regiondisifar as
economic welfare increases after integration, goventsn maximise their
possibilities of remaining in office. The internata political economy of
regionalism shows how international economic retetionay have political
externalities, and how the domestic political and eowvooprocesses
influence the political outcome at the internationaligyolevel. But
regionalism is a bi-directional process, with integnmati outcomes
influencing its member’s institutions and policies.

@) Cited by Donoghue and Keatinge (1999, p. 11)
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In recent years, some political scientists have Idakiethe concept
of ‘Europeanization’ to analyze the impact of Europeategration in
Member States’ foreign policies (Ladrech, 1994). The epnhdas been
mainly applied to changes in Member States’ domesti@tutisns by the
political science literature, and within it, by follevs of the institutionalist
approach (Borzel, 1999). It has also been pointed outhbatoncept may
be extended to other areas of policy interaction, éxeernal relations
(Torreblanca, 2001; Vaquer, 2001). The concept of europeamnizhts
been applied to agricultural policies, microeconomic an@ro@onomic
polices — mainly EMU and employment, ‘Lisbon’ policies,
pharmaceuticals, and even fisheries (Hennis, 2001; Schi@dtl; Barry,
2003; Hodson and Maher, 2001; Prange, 2002; Vaquer, 2003).

Hodson and Maher (2001) distinguish between the classicah@éo
method of europeanization through EU centralized policsndtation, and
the ‘open method for co-ordination’ adopted at the Lislfuropean
Council in the year 2000. The latter is applied by settinglednes and
establishing benchmarks to foster the adoption of fesitices by Member
States, without any threat of formal sanction. Tlearer example of the
classical method is EU trade policy, a centralized paoiith a high degree
of institutionalization. A more open approach is beioioved towards
development aid, with the EU not only setting a cemgdl EU
development aid policy, but also trying to influence Meml&tates’
development policies along its centralized patternsgbit fagainst extreme
poverty, decoupling aid from Member States foreign policiesd
democratic conditionality. And hardly any EU-level pyglior even
guidelines exist with respect to immigration, foreignesivnent or cultural
diffusion policies.

Indeed, europeanization is mainly about Member Statesiges in
institutions and policies being path-dependent from a highly
institutionalized model of integration — the ‘communityiodel (Parsons,
2002). Some authors in the europeanization literature dlsweunderscored
a distinct fact of path-dependency: that domestic ingtitatdo not always
immediately adapt to external changes (Olsen, 2002). B{@i899)
employs the term ‘institution dependency to explain h8&wanish and
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German regions reacted with different strategies tce faentralizing
pressures stemming from EU policy-making taking place atnttenal
government level.  Europeanization is received and pegealong
domestic existing institutions and interests. Path-depegrelegopeanization
may bring about iliberal convergence, e.g. EU prodegt agricultural
policies. More interesting to the purpose of this papdhe process of
‘europeanization without Europe’ experienced by non-EU peso
countries. Indeed, this may be viewed also as the nufdile new EU
proposal to its neighbours, as expressed in the new Eghideirhood
Policy.

EU Models of External Relations

There are several models applied by the EU to managgxtisnal
relations. In addition to being a key factor in thetiatéral trade system,
the EU has always incorporated other areas apart tiradhe in its bilateral
or regional agreements. The first generation of ageatsnthe Cooperation
Agreements, already included several non-trade concehsnatruments.
In spite of being the biggest player in internationaldé, EU external
relations have never been a ‘just trade’ issue. Assiian power’, the EU
has focused on substantial financial and technical catipe (it is the first
international donor), and pursued a comprehensive approgutiitical and
cultural dialogue among civil societies. However, gisnprominence in
international trade, the most visible aspect of Etemmal relations always
comes to be trade arrangements.

Conceptually, three models of institutionalised EU exdErelations
may be distinguished: (a) At the lowest part of the peeftal pyramid, may
be found Cooperation Agreements; (b) Association Agreesnend (c)
there is a heterogeneous pyramid’'s peak, made out of custuors and
single markets. For sure, the most successful EU extteziations model is
enlargement, but it is barely relevant to the curpnpose of this paper.
These agreements may be understood as concentrics ano®mpassing
successive countries or groups of countries, accordings tge-political
and geo-economical significance for the EU and theingiless of the
countries themselves to develop a preferential relatitmit (Figure 1).
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The concentric circles of ELUT external relations

22 2ot atl o
& oreern ents

Figure 1.

The core or the first ring is comprised of EU MemBates. Single
market and/or customs unions are granted to the secangdaitners, some
of which may be candidate countries expecting to eter8U core (e.g.
Turkey), or unwilling to adopt the EU political institut®m@and procedures
but wishing to benefit from the European Single MarkdEAECcountries).
The third ring partners are offered comprehensive AaBoni Agreements
and may qualify to enter the second ring depending upon dbdity to
cope with EU’s competitive pressures and to accomplists kldtitutional
criteria. Preferential and Cooperation Agreementsstitoite the periphery
of EU external relations, but may eventually leadhe second ring under
specific circumstances.

Preferential Agreements. Preferential treatment by the EU to third
countries varies greatly from preferential access td markets to
institutional coverage including trade preferences, aidpatitical dialogue.
Some preferential agreements may be assimilated to peCation
Agreements, using the Brussels jargon. Cooperation Agrdsmsed to be
the standard model for EU relations with third countreasd were mainly
based on non-reciprocal preferential access to EU msarked financial
cooperation. For instance, the first Mediterraneanp@ocation Agreements
signed by the then European Economic Council (EEC) Bittopean and
non-European Mediterranean countries consisted of dwyafreess to EEC
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for industrial products, with some exceptions in semsigproducts like

textiles and iron. Agricultural exports towards EEC mezkeere subjected
to tariff rate quotas, with the preferential comporenited to the in-quota

imports. This is a mechanism that is still appliedviediterranean Partner
Countries under the existing Association framework. néatic cooperation

includes development aid to Third Mediterranean Countries.

In 1988, a Cooperation Agreement was signed with the G&C a
was put into force in 1990. It was the first agreement signed by the EU
with an Arab regional organization, and its objectmese to facilitate trade
relations and, more generally, to strengthen stalilithe Gulf region. The
Agreement provided a framework for initiating political ldgue with the
institutionalization of annual Joint Ministerial Colulsc intended to
overcome the difficulties encountered by the Euro-Aralmlogue.
Notwithstanding its political relevance, its contesitquite deceiving from
an economic perspective. Apart from goodwil, ‘joint lgses’ and
‘exchange of information’, few concrete economic swgas have been
approved to date.

The EU-GCC Cooperation Agreement lies at the lowask 1of the
EU economic preference pyramid. This may be consistgh EU strategic
priorities, with the Gulf ranking third after European avdéditerranean
states (Hollis, 1997). This does not mean however, Ebhpriorities are
sufficiently well conceived to face the new challengéghe 21st century.
The EU-GCC Cooperation Agreement does not include amjf ta
preference, with both the EU and the GCC granting edlolr the Most
Favoured Nation (MFN) treatment. However, GCC cousitbenefit from
preferential access to European markets under the EWisr@ied System
of Preferences (GSP) offered to all developing countHesvever, this is a
horizontal development policy, not a Gulf policy. Aslsuit does not entail
any trade policy reciprocity by GCC countries. Thus,rentr EU-GCC
economic relations under the 1988 Cooperation Agreemert the
institutional dimension and the economic content oénewarly EU-
Mediterranean Cooperation Agreements.

@ Official Journal L 054, 25/02/1989 p. 0003 - 0015
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Mediterranean Association Agreements. Before the 1995
Barcelona Conference that launched the Euro-Meditearari®artnership
(EMP), the main content of EU-Mediterranean relatiohad been
commercial, with the EU granting preferential, nongpemcal access to
most industrial goods coming from the region. This apgro&owever,
proved to be insufficient, as far as agricultural produetsained out of the
preferential basket. In this respect, things have am@inged too much.
Moreover, even in the presence of such privilegesinthestrial production
from the Mediterranean countries could not face conipetirom newly
industrialized countries, in spite of their proximity neferential treatment
by the EU. The Uruguay Round further diminished the tradecypol
privileges given to Mediterranean countries due to globbstantial tariff
cuts. Thus, the solution turned out to be reforming thecttre of the
Mediterranean industrial sectors in order to achiemeeased productivity.

The Mediterranean Association Agreements mean asitican
towards free trade and enhanced financial cooperatioinalo towards
institutional convergence. Due to the fact that southglediterranean
countries’ manufactures already entered freely (withomexceptions) into
the EU markets, the Euro-Mediterranean Free Trade @&BHTA) offers
few benefits on the demand side to these couritri@n the contrary, the
EMFTA looks to foster structural, supply-side reforms e tsouthern
Mediterranean countries. Given the mediocre resultsairddt by the
demand-side preferential treatment granted to Meditemaoeantries, this
is to be done through trade liberalization and misev@ani, i.e. upgrading
measures, partially financed by the EU.

However, EMFTA should be placed as one pillar of a more
comprehensive approach dealing with security and polissakes, as well
as cultural dialogue. The EMFTA constitutes the econodimension
primarily, while political and cultural dialogue are sesncamplementary to
the commercial and financial support measures. The Baec#rocess has
meant the signing of bilateral Mediterranean Partnesun@ies-EU
Association Agreements (MPC-EU AA) with all MPCs. owkever, some

® A similar asymmetry was experienced by Spain wérearing EEC.
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MPCs ask for a more ambitious approach than mere psinipemwithout
demanding accession, as will soon be made clearerpfidugss of evolving
EU-MPC's relationship is interesting for EU-GCC ra&las, as far as the
EU-GCC AA also includes an FTA and enhanced political aaltural
dialogue.

More Than Partnership, Less Than Accesson. The most
sophisticated model of ‘deep integration’ achieved by Hi¢ is the
European Economic Area Agreement (EEA). The EEA extbntde
European internal market to Iceland, Liechtenstein amowily in 1994. It
has been described as an "internal market associdtianh’goes beyond a
mere FTA, albeit not reaching the Custom Union statiisovercomes the
objectives of a simple FTA because it extends to thi€AE(European Free
Trade Area) States, with the only exception of Swigrel, the application
of almost the whol@cquis communautair® relative to the four freedoms
of the internal market (free circulation of goods, peogmervices and
capital) and competition policy. As a result, over 80% tloé acquis
communautairés adopted in the internal legislation of EFTA coustrie

The EEA institutional design is quite complex. It incoqies a
budgetary instrument, the so-called EEA Financial Instntmdevoted to
reduce the economic and social disparities among Europegions,
allowing the granting of supplementary aid to developmenjegi® in
Greece, Ireland, Portugal, and some other EU regionayp@bjective
One’ regions.

In spite of not achieving the Custom Union status, HEA
represents the most sophisticated and well-developed noiddEU
international agreements. However, its extensioheyWestern Europe is
rather limited, because the conditions for a viablplementation of the
four freedoms and the competition policy, which charamte the Single
Market, are barely matched in other partner countdeiditionally, the
degree of institutionalization of the EEA is so highattthis model requires a
substantial amount of resources and institutional cagebilfrom EU
partners. The EFTA countries are rich, developed Europeamomies that

@ The body of EU legislation issued by EU institato
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can afford such an institutional investment. EFTA caoestcan also afford
the transfer of income towards less-developed EU reggamsething that is
clearly inapplicable to most developing countries.

In 1992, Switzerland decided not to participate in the EEA.
However, from 1994, there have been several negotiabiegrsa vast range
of specific sectors, like the free circulation of pep@& and terrestrial
transport, scientific and technological cooperation,icaljure, public
procurement, environment, cooperation against fraud, arajgeement for
the free trade of services. In the case of Turkay,atcandidate country for
whom the European Commission has recently issued tbenreendation to
start negotiations for its accession, and as suclefiteefrom an enhanced
financial and technical assistance under pre-accessiategies. In 1996,
an EU-Turkey Customs Union came into effect, with ¢inéy exception of
agricultural products, and subsequent negotiations have takes @h the
issues of services and public procurement.

The most innovative initiative is the Neighbourhoodlidy (COM
104 [2003] and COM 393 [2003]). The proposal, presented in 2003,
assumes the necessity for a differentiated regiongdezation scheme based
on geographical proximity and common values that couldrfgaditical
stability and economic development in the EU third ringprocess that
could eventually lead to its future integration in the pPean Single
Market. The Neighbourhood Policy considers three borderts: (a) Russia
and the former Soviet Republics; (b) the Western Balkand (c) the South
of the Mediterranean. In its first phase (28Q006), it is implemented by
means of better coordination of the programs and egisfinancial
instruments to open the way to the definition of irtinal Neighbourhood
Programs. The Neighbourhood Policy consists of offei@wgrything but
the institutions’ to its border countries. To someeakt this gets close to
what MPCs such as Morocco and Israel, have been demganoim the EU
— ‘more than partnership, less than accession’.

The proposal consists of setting up incentives, like rodth

financial assistance and access to EU markets, tosM#llihg to adopt the
Europeanacquis communautaire For MPCs, the Neighbourhood Policy
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entails a different cooperation framework. The ihit& relies on the
harmonization of the MPCs’ legal framework with theJ Eacquis
communautairgin order to pave the way towards an EUro-Mediternanea
Single Market and reduce transaction costs of EU-MPGQ@sn@mic
relations. Perhaps the most important innovatiohessubordination of the
proposed enhanced financial and trade instruments to tbgregses
achieved in political and economic reforms, which Ww#l quantified at a
country level by the ‘reference criteria’ included iack Neighbourhood
Program.

From Cooper ation to Partner ship:
The EU-GCC Agreements

The 1990 EC-GCC Cooperation Agreement presented three benera
objectives: (a) to provide an institutional framewook EC-GCC relations;
(b) to improve economic and technical cooperation; &jdto foster
development and diversification in the GCC countriese Fstruments to
achieve these objectives were: (a) the institutipaabn of EU-GCC
relations; (b) economic cooperation; and (c) progressatds freer trade.
The institutional dimension was inspired by the Europ®drerience on the
importance of intergovernmental relations, and consi$ta Joint Council
that "shall periodically define the general guidelinesadperation” (Article
10). The Joint Council is composed of EU and GCC reptatpers, meets
at least annually, and acts on a mutual agreement bEstsJoint Council is
supported by the Joint Cooperation Committee and any cftecialized
committee the Joint Council might need. The high lexfegovernment
representatives who have been attending the Joint Caurtbe last few
years (foreign ministers or first-rank officials) s¥® the importance
attached by both parties to EU-GCC relations.

Economic cooperation was instrumented through the oreadf
sector-specific working groups in the areas of energyiremment, and
industry. The outputs have varied from the organizatfacconferences and
symposia to the establishment of the Jubail Marinactsary in Saudi
Arabia. Other actions include the opening of a GCCgagilen in Brussels
(1994) and the recent opening of the EU delegation in Rigétéh it had
been delayed systematically. Concerning standardsppetation Program
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was established by which the EU provided training andtasse to the
Standards and Metrology Organization of the GCC (GSM@nother

cooperation program was instituted in the field of custowith the EU

providing the training of GCC customs officers on the &gerience. In
the educational field, some seminars were held, and grgmoaimed at
promoting the exchange of scholars and the developme@uthfStudies
and EU Studies Centers in European and Gulf Universitiéswever, its
failure remains a serious handicap to mutual understandidgcaltural

dialogue. Only the Euro-Arab Management School, locat€&ranada, may
be underscored as a significant academic move, but @&E@ exclusive
one. In the investment field, a GCC priority, fewtiatives have been
implemented.

The Cooperation Agreement also included a provision foth b
parties (Article 11) to negotiate a trade agreement oweng MFN and
GSP status and eventually leading to a FTA. FTA negmmtstarted in
October 1990 following the negotiation directives drafted 1i889.
However, they stagnated in 1993 mainly due to the GCC prisposa
regarding the energy sector, that would have limited thec&pacity to tax
energies with carbon dioxide emissions (WTO, 2002). Asrotielevant
obstacle was the EU 1991 negotiating mandate pre-conditiorthe
previous achievement of GCC Customs Union, in ordeprivent intra-
regional Gulf trade diversion, as predicted by the ‘hub apdke’
mechanism. The GCC exclusion from the Euro-Mediteamanartnership
at the 1995 Barcelona Conference appeared to be anotpediment
towards the development of a fruitful and inclusive retathip.

However, the EMFTA initiative acted as a catalyst both EU and
GCC countries to recognize the failure of the curremogeration
Agreement in the economic and civil society arenad,the need to upgrade
the instruments devoted to it (Escribano, 2000). In faost authors think
of 1995 as the turning point in EU-GCC relationship (S&l®89; Baabood,
2003; Furtig, 2004). In the year 1995, an EU-GCC ministeriatingee/as
held in Granada and made the following recommendatior®: (
strengthening the EU-GCC political dialogue; (b) overconthe stagnation
of FTA negotiations; (c) increasing economic coopemgtiand (d)
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promoting reciprocal understanding through cultural dialogue. sdime

extent, both the new impetus and the new dimensiohsded, reflect the
influence of EMP in EU-GCC relations. Insistencetb@ FTA and cultural
and civil society dialogue may be seen as an extermdidthe EMP logic.

However, different development levels and political winstances were
recognized by considering GCC specifities.

Progress remained limited to the political domain, whit®nomic
issues and cultural exchanges lagged well behind politicird&ons. For
instance, positions on the Arab-Israeli conflict amwd Middle East politics
converged. In this respect, the Cooperation Agreemest av political
success, insofar as it provided the institutional fraotewfor an open
political dialogue between both parties. Additionally,emforced political
will may be observed in that most representativatienJoint Council from
1996 onwards, are foreign ministers rather than highiadéfic But EU-GCC
cultural dialogue through academic and civil societies caper remained
at a low, almost non-existent level. Economicpration stayed at a ‘low
cost’, declaratory level. FTA negotiations were kelpttked by divergent
interests and the lack of a GCC Customs Union.

The impediment concerning the EU requirement on a GC@@ss
Union was lifted in 1999, when the GCC made the commitrtzeestablish
a Customs Union by 2005. In 2001, it was decided to do soeavéer, by
January 2003, and presented a negotiating mandate of its own.
Subsequently, the European Council approved a new mandaaé iR001
broadening the scope of the FTA to new areas covereccubbsent
multilateral trade negotiations, like trade In servicegovernment
procurement and intellectual property rights. Finalye &#8U-GCC Joint
Council held in the highly symbolic city of Granada Rebruary 2002,
decided to launch negotiations for the establishmenhefEU-GCC FTA.
After several negotiation rounds, the agreement seamgent at the time
of writing this article, after the news of Saudi Aealifting its double
pricing on gas in return for the eventual removal ofdtlties on aluminium
and petrochemical products.

One of the reasons for the EU approving a new mantiates $rom
the deceiving results obtained by the Cooperation Agneemefostering
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EU-GCC trade. The reasons for the low profile of EQE5 economic
relations in the past have been summarized in the wofkKé/GESTG
(2002); Weidenfeld (2004); Saleh (1999); and Chirullo and Guerrieri
(2002).

 EU environmental policy is perceived as harmful by Ggtiétes.
Within the Kyoto Protocol framework, the EU wants dtabilize
CO2 emissions and improve energy efficiency.

 Both the GCC and the EU have a weak mandate on thhgyene
sector, which concentrates on important common eoanioterests.

 There is a low degree of ‘europeanization’ of EU pdidiewards
the GCC, which is still dominated by the policies oéritber States
having close ties with the region, like UK and France.

* GCC countries come from different backgrounds, with caemtr
such as Kuwait and Qatar being far more liberal thaair th
counterparts. In a similar way, GCC States econamtézests also
differ, with Saudi Arabia more concerned with the pdteouical
dispute while Dubai and Bahrain concentrate on the aiumin
issue.

 The GCC does not match the EU as a regional orgamzagiven its
lower degree of institutionalization.

* The slow pace of Saudi Arabia WTO accession processsmake
difficult to frame the ongoing EU-GCC negotiations, simsost EU-
Saudi Arabia sensitive issues are WTO-related.

 The EU lacks a well-defined strategy towards the GulboregiGCC
status remains undefined somewhere between mere caopeaatl
partnership.

* Finally, inconsistencies in EU and US Middle East pedicalso
hamper a better-defined EU approach to the Gulf. Transat
dialogue is an essential input of EU-GCC dialogue itseffor
instance, lack of transatlantic dialogue may turn thegqmion of
EU and US-GCC FTAs as incompatible, instead of mutually
reinforcing, opening a kind of ‘agreement competitiont tbauld be
harmful at a collective level.
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In this framework, the main objective of the EU-GB@Greement is
the deepening of existing relations. In spite of lgpaeen created with the
aim of fostering economic cooperation and FTA negotisti until recently,
the Joint Council has been used mainly as a politaraini (Saleh, 1999).
This is not to say that political dialogue has been emensubstitute for
failing results in the FTA negotiations (Furtig, 2004). wéwoer, given the
good shape of the political dialogue, the dual challengeh@fBU-GCC
Agreement is to move from fragmented economic cooeratio
comprehensive partnership and free trade, and upgrade themests
devoted to cultural and civil society dialogue. It appe&et renewed
efforts are being made to revitalize existing workingugpthat have been
de-activated for long, e.g. the environmental one, bose results have
remained at the declaratory and shared analysis ggelthe industrial and
energy ones.

The economic contents of the EU-GCC FTA are defingdhe
negotiating directives. These call for the progressiimination of tariffs
and non-tariff barriers for every product on the basiseciprocity. It also
calls for the broadening of cooperation in trade-rdlateas, like
simplifying trade procedures and requirements to lower EXGGrade
transaction costs, and achieve reciprocal liberadimanf services. The EU
negotiating directives also include the opening of publiccyrement,
standardization of custom and administrative procedurespitbtection of
intellectual, industrial and commercial property rightsg amplementation
of competition policies in accordance with WTO standartiew chapters
were tackled during the January 2004 round, like dispute settlerats of
origin and institutional framework.

Chirullo and Guerrieri (2002) have summarized EU and GCC
interests regarding the FTA issue. On the EU siden¢leel is for a better
market access for manufactured exports and services fohilthe GCC
countries, it is better access to the EU petroché¢malaminium and
fisheries markets. The recent inclusion of public precnt, standards,
intellectual property and investment policies in the rigldotiating directives
represents a significant step towards deep integratidis i§ a signal that
EU-GCC relations are stepping up the EU preferences pyramil entering
the third ring of EU external relations.
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EU interests in better access to its manufactured txpaave
already been addressed by the GCC Customs Union. Thasismhe
adoption of a 5% unified GCC common external tariff.isTi& much closer
to the 3.8% MFN EU average tariff rate than the prstemt situation,
where GCC average tariffs vary widely, i.e. 3.4% for l&uw4.4% for
Qatar, 9.6% for Oman, 11.5% for Saudi Arabia, 14.3% for tA&,land
16.3% for Bahrain according to Price Waterhouse Coopers (2004us,
the liberalization of services is now the main abk for the conclusion of a
package deal on the GCC side.

The EU is the world’s largest exporter and importeres¥ises, and
enjoys substantive comparative advantages vis a vis Gil@tries. The
negotiating directives on the services chapter of th&GEC FTA
negotiations contemplate more far-reaching obligatiotian those
prevailing under the GATS. But GATS provisions are quégildle when
compared with GATT ones, thereby leaving a higher maiginan EU-
GCC agreement to pursue a differential deepening of serviage.

The main trade obstacle on the EU side features GQ@plamts
about high EU tariffs on petrochemicals. This isssueé of special interest
to Saudi Arabia, which has also been raised in its Wa&aession
negotiations. Dubai and Bahrain are more concernddtha 6% tariff the
EU applies to its aluminium exports. However, the Egluas that the level
of tariff protection is justified by the subsidies reeel by Gulf producers
by means of low-cost feedstock. Saudi Arabia’s remmfaits double
pricing system on gas in return for the eventual remov&U duties on
aluminium and petrochemical products, seems to have unldbkdthpasse
on the manufactures domain. With Oman, its main camplafers to the
EU Common Fisheries Policy, that entails high tariin fisheries. The
small size of Oman fishery figures when compared withflEets, makes it
easy for the EU to offer a generous proposal.

A more difficult issue is EU tax policy on energy products.GCC

countries, high EU energy taxation is perceived as cruategiionism, even
if disguised by environmental-friendly arguments. It idaat that EU

PDF Created with deskPDF PDF Writer - Trial :: http://www.docudesk.com



Volume 8 -No. 1 - December 2005 Journal of Development and Economic Policies |

| 46 Gonzalo Escribano

Member States governments’ energy taxation -cleargnstrends the
environmental problem. EU governments are concerbeditacapturing

their share of EU consumer’s income transfers tosvenodeign energy
producers, and try to maximize it for budgetary reasolnswering EU’s

energy dependence upon foreign producers by setting up inceintifa/or

of alternative, non-oil based energies is also a ploleyeo-strategic
concern. However, GCC states should be aware that &wironmental
policies also respond to European constituencies’ demaraisly in most

developed (and sometimes most polluted) Member Statesiro&mental

policies are closely scrutinized by civil society, aahcerns about pollution
and climate change represent a relevant political issue.

For new issues such as public procurement, dispute settemen
harmonization of standards, intellectual property oestment policies, as
happen with the liberalization of services, the EWgproach should
consider a higher degree of flexibility. In some areashich interests may
be neutral, like standards or dispute settlements, obligatmight be
stronger. On the other hand, for sensitive issuesjoege progressive
approach may be adopted.

The few existing econometric estimates of an EU GU® point to
relevant net trade creation, implying that the agreéméinbe on the whole
welfare improving for both parties. Price Waterhoussofgers (2004)
recurs to a partial equilibbrium model of world trade whossults may be
summarized as follows. Firstly, net trade creationG&€C amounts to $2.3
billion and concentrates, as expected, on manufacturethgio trade, and
economic welfare improves by 2.7% of GDP. As for #d, Price
Waterhouse Coopers estimates a net trade diversion oflli®h, and a
reduction of $1.1 billion in economic welfare which regmats a negligible
amount of EU GDP loss. For Kuwait and Qatar, Priceetatuse Coopers’
results point to the fact that the GCC-EU FTA elitgsa most
disadvantages of the GCC Customs Union, with its GDRviggpby 0.8%
and 1.7%, respectively. Saudi Arabia, Oman and UAE GDIFmpgrove
by 2.8%-3%, while Bahrain’s will grow by as much as 7%e Thighest
welfare increase in GCC countries would be attainethenmineral sector
and, to some extent, in the manufacturing sector. Meryagriculture turns
out to be the loser of the FTA, experiencing sectorP@dsses in every
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GCC country. Even if these losses are reduced wheparech with both
overall results of the FTA and Gulf States GDP, theysagnificant at the
sector level.

Baier and Bergstrand (2004) apply a gravity model with two
alternative specifications, restricted and unrestrictedhe unrestricted
specification proxies a deep integration scenario irthvprices vary due to
tariffs and other internal obstacles removal. Oe tither hand, the
restricted one simulates a multilateral-like scenaased upon the mere
elimination of tariffs. Under the unrestricted modék net trade creation
effect for EU-GCC trade is $28.3 billion, which accoufas a 64.5%
increase in bilateral trade. These impressive gamsdae to the minimal
trade diversion with the US and the rest of the wddds(than $1 billion).
Thus, EU net trade creation accounts for $28 billion evi@iCC trade
creation attains $27 bilion. The results using the mhewonstrained
restricted model points to an EU-GCC net trade creatio85.4%, only
40% of the net trade creation under the unrestricted gp¢ich, but a
significant magnitude nevertheless at $11.1 bilion. kRer@CC, however,
the restricted model offers a high 7.1% gross trade doreedfect with the
rest of the world ($15.4 billion), which results in GCét trade diversion
from an EU-GCC agreement of $4.3 billion. In contrabe EU would
experience a net trade creation of $2.8 billion.

On the whole, these studies show positive results, thihPrice
Waterhouse Coopers’ SIA repddp. cit.) pointing to more modest figures
in trade creation and welfare effects, and Baier andyddeand(op. cit.)
obtaining very significant trade creation effects whaeep integration
domains are taken into account. These results suggestTAatbenefits
depend greatly upon non-tariff issues, and that economgipecation may
further lower trade transactions costs than a meifereamoval.

The concept of transaction costs may also be extemdethe
political and cultural arenas, consequently providing am@&@aic rationale
for increased political and cultural dialogue to achievieetier degree of
mutual trust and understanding. These are undoubtedly muchdneede
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ingredients of any regional integration initiative ioth the Gulf and the
whole MENA region.
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The I nter national Dimension of EU-GCC Partnership

Some scholars have named US emphasis on modernizatin
economic development the new American Messianism, éowbt that
imposing modernization and unqualified Washington Consensoisoic
policies would be advisable for Middle Eastern countrespecially for
Gulf States (Richards, 2003). For instance, Richards swdrat GCC
countries have limited comparative advantages in norgobds and
services. This also applies to the EU. An EU-GQ@Boss-the-board
services liberalization might well be a disaster undar inflexible,
ideologically driven FTA initiative. From the Europeperspective, EU-
GCC relations or EMP may seem on the whole, molanbad than the US
initiative, since the former includes political and auél dialogue and
substantial economic cooperation in addition to freeldr Its institutional
framework, i.e. the EU-GCC Joint Council, provides ajuat ground
political dialogue.

However, the US-led GMEI forced the EU to betterraefts own
strategy towards the Middle East. The December 2003 Eurdpaancil
asked for concrete proposals on an ‘EU Strategic Pahipewith the
Mediterranean and the Middle East’. The EU “welcomes gbssibility to
work together and to coordinate with the US in the é&aork of the
Transatlantic Partnership”. It also clearly stated the EU “should define a
complementary but distinct approach”. How complementarg how
distinct the EU approach would be, remains to be seen.

By and large, there are clear signs of the EU’sngifless to upgrade
its current relations with the MENA region. This mbg interpreted as a
furthering of some better prepared MPCs’ entry into EkEs second ring.
This may be accomplished by way of Neighbourhood prograng, GCC
countries’ accession to the third ring, by way of Asstion or Partnership
Agreements. There are prospects that EU-GCC FTA reagompleted
even before the EMFTA, given the more liberal tradiicypdackground of
GCC states.
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Three final remarks may summarize the conclusionshief drticle.
Firstly, EU-GCC relationship deserves closer attentily both parties,
which should go beyond cooperation and enter into a redatianship
marked by partnership. This partnership may be enhancat least two
ways: (a) EU-GCC relations should attain a greater degod
europeanization, that is to say that the EU must mlatastronger mandate
on bilateral relations; and (b) convergence of EUcpedi towards MPCs
and GCC states seem desirable in order to ensure goedterence of EU
action and foster intra-Arab integration. Both paiatls for the new EU
strategic partnership with the Middle East to be builam€U Arab policy
(Khader, 2004).

In its first stage, EU-GCC partnership may be upgradedwolh

the EMP model. However, GCC States’ particularitiedl dor a
differentiated approach that in the future, may bring @&éf countries
closer to the EU’s second ring, and at a faster pacettie one expected for
many MPCs. Previous proposals for the convergencevitf Bnd the EU-
GCC relationship have raised mistrust towards EU metiaeGCC civil
society. Coherence of EMP and EU-GCC Partnerslgplliss much-needed
input for an EU strategic partnership with the Middle East

Secondly, EU efforts should contemplate the US-led Brokftigdle
East initiative as a ground towards being complemengéary,not as a new
area to materialize transatlantic disagreements. chha#enge here is how
to make compatible cross initiatives like the FTAs adrby the EU and the
US with countries such as Morocco, Jordan and eventBallyain and the
GCC countries currently negotiating FTAs with the UNotwithstanding
EU official declarations of compatibility problems amgp for instance, US
and EU-Morocco FTAs, the EU has included provisionsisuee that it will
benefit from any concession granted by Morocco toUWBein agricultural
trade.

Even American analysts criticizing EU policies towatds Middle
East for having “limited effects on the region’s keyagtgic challenges”,
recognize that the EU can “use its considerable ecmnand institutional
ties to make a real contribution to Middle East stgbiRathmell, Karasik
and Gompert, 2003). At the same time, the EU should unddrita Gulf
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external relations’ long trend in maintaining balanceltions with foreign
actors (Baabood, 2003; Furtig, 2004).

Finally, cultural dialogue to promote mutual respect and mutual
understanding is clearly a much-needed and critical ingtedieany EU-
GCC partnership. The EU is a civilian power, mainlyew compared with
the US. There are several EU Member States emeifgimg recent
experience of modernization and economic developméduat,3pain or the
new Central European Member States. Moreover, def#yaMember
States, primarily Spain, have a common cultural anddmst heritage with
Gulf countries. Many EU Member States have signifi¢gsnab populations.
All these facts call for a closer cultural dialogue kesw civil societies, and
more precisely, for an intensification of academichexges and common
programs to provide for mutual understanding.
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Appendix

List of Acronyms

55 |

of

AA Association Agreement

EC European Community

EEC European Economic Community

EEA European Economic Area

EFTA European Free Trade Area

EMFTA Euro-Mediterranean Free Trade Area

EMP Euro-Mediterranean Partnership

EU European Union

FTA Free Trade Area

GATS General Agreement on the Trade of
Services

GATT General Agreement on Trade and Tariff

GCC Gulf Cooperation Council

GMEI Greater Middle East Initiative

GSMO Standards and Metrology Organization
the GCC

GSP Generalized System of Preferences

IAEA International Atomic energy Association

MEDA EU financial instrument to channel EU
assistance towards the Mediterranean
Partner Countries

MENA Middle East and North Africa

MFN Most Favoured Nation

MPC Mediterranean Partner Countries

MS (EU) Member States

SIA Sustainability Impact Assessment

WTO World Trade Organisation
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