Introductory remarks

By Denis Redonnet!

Thank you for your invitation. Since you basically putting an ask on the EU to be the
custodian of the rules based trading system. | would say, yes. The EU is a custodian
of the rules based trading system. And will continue to be. Perhaps with two caveat
is that in a multilateral system, we cannot be the only custodian of the world trading
system. And we want to be a custodian of a reformed, rules based trading system,
because reforms are necessary and reforms do not imply, upending some of these
fundamental principles on which this construct is built, which are indeed the MFN
rule as well as the principle of national treatment or non discrimination in normal
English.

These are the two big, shaping, principles. But there is a case for reviewing the
balance of rights and obligations, which has sediment for a very long time ago
without putting into question these two elements or mechanics of the of the WTO.
Custodian, because, yes, we do account for about 16% of this whole universe of
trade in goods and services, which is the subject of the of the discussion in this
panel.

Itis in our interest to be a custodian of the system because we are more open than
some of the other big trade blocs where we are twice as open as the United States
towards trade. And we do export a third of the total industrial production that is
generated in the EU.

Therefore we must have an industrial base that is competitive, not just in the internal
market, but it has to be globally competitive. If not, it doesn't add up. Economically,
we need international trade because we need those outlets and we need
international trade for the industrial base, because trade and investment integration,
after all, is an engine of innovation diffusion.

Interestingly, innovation is something that has not appeared very often in the debate
on international trade. Strangely, anymore. And that is true even if in the face of
sudden external shocks or shocks to external trade, that the internal market does
serve as a cushion, in the sense that you can see it as a sort of one big regionalized,
network of production and trade. That is where the internal market of goods certainly,
represents. But we do probably have to navigate a changed landscape. And | would
argue that there are perhaps in this two issues. One is a relatively limited, challenge.
The other is perhaps a slightly bigger, more structural challenge. The limited
challenge is the challenge of volatility and unpredictability.

Global trade today is primarily driven by the decision by the United States to rebase
its tariff structure at around 15% at valorem. And that raises, of course, two
questions for everybody. One is how costly is this to the economy? And actually,
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more importantly, to whom among the economic agents? And there | think the
economic literature is fairly clear that it essentially is costly to the importing firms and
consumers.

And the second question is, how transformative is that for global trade? And there |
think the argument has to be that tariffs as such probably only affect the adjustment
process. And at the margin, mostly reshuffling bilateral balances. More than
anything, they are a negative supply side, shock for the economy. But in any case,
and | think this issue for the time being effectively only affects about 13-14% of that
overall universe that we are talking about, which is global trade in goods and
services.

And in the face of that, the U.S. policy has been and will continue to be to try to
reduce as much as possible that instability, in the transatlantic, bilateral relationship.
The second challenge is is how much, structural, deep economic fragmentation or
deep integration is there likely to be through the integration of existing global trade
and investment networks. There | think one could probably argue that there will be a
certain set of pockets of decoupling, and the decoupling will take place probably in a
zone which is that nexus around trade emerging digital technologies and national
security, and where they interact.

Given the ubiquitous nature of some of the emerging digital tech, in particular, that is
not without consequences, of course, because it affects very deeply, globally
integrated sectors: semiconductors, microelectronics, where actually we see today
the most elongated global supply chains.

No doubt the question will be whether fragmentation will also affect data and data
flows. Because that has probably bigger consequences, not least because data is, of
course, the engine behind more economic integration, more trade integration, which
is the digitalization of trade, which against geopolitical shocks, is actually pushing
towards more integration.

We believe from the EU side that we have to be extremely careful from a policy point
of view to avoid two things. One is the excessive securitization of industrial supply
chains for pure geopolitical reasons. That is why we believe that one must be
concerned about the expansion of trade restrictive measures, for example, export
controls under the guise of, security controls when they start affecting a vast
universe of, for example, input materials, such as critical raw materials, rare earth
elements, insofar as these are actually connected primarily to purely civilian
industrial supply chains.

And creating in this area a system of managed trade to ensure dominance and
concentration is a problem. Similarly, and flowing from this, the weaponization of
asymmetric dependencies or the practice of economic coercion is also a problem. It
is a problem for economic reasons and in terms of international public law.

Now, in the face of this, there is a need to reform global trade rules, probably for one
or two fundamental reasons. One is that there is going to be inevitably more
government intervention in the economy. Industrial policies are becoming much more
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important in terms of shaping global trade investment than classical trade measures
at the border. And it has to do with who is going to capture the value added
generated by this sort of green and digital industrial transformation that every country
is trying to engineer right now. So without a covenant, these kinds of industrial
policies, if they are not coordinated, inevitably lead to more trade tensions. And that
because indeed there is a one player in particular, which is creating a challenge for
the world trading system at the moment, which is China; it presents a sort of macro
industrial challenge in the sense that it is now contributing to this excessive
concentration of trade.

And, in a way which is going to lead China tendentially to generate surpluses with
the entirety of the world on all industrial goods. So at some point, this becomes
almost self-defeating, which would be the fundamental principle of comparative
advantage, in which, after all, trade liberalization is built.

So in the light of this, | think the response today is to find a set of trade related
policies that balance this need for efficiency on one hand, and resilience, on the
other hand, is indeed the principal challenge.

From a European point of view, we think that there are ways to do this. First of all, in
a targeted and proportionate way, and the only way to be targeted and proportionate
is to be genuinely risk- based in the assessment of this balance between efficiency
and resilience. And to avoid beggar thy neighbour policies by design, which is
something that, of course, we are committed to. That: de-risking, diversification,
avoidance of overconcentration in international trade requires actually more trade,
more active trade policies, more diversification. And this is why on the EU side, we
are maintaining an active agenda of negotiations of new trade integrative
frameworks as the agreement with Mercosur being of course, one of those
examples.
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