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I would like to thank Major General Iqbal Karim Bhuyian for giving me this opportunity to address the Staff course of the Defence Services Command and Staff College. 

The topic I have been asked to speak on – “European economic policies towards Asia” – is not a small one. This becomes clear when you consider the size and diversity of Asia – the world’s largest and most populous continent. 

The former European Commissioner for external relations, Chris Patten, once described the astonishing variety and contrasts of Asia with the following words:

“From the teeming billions of China and India to small archipelagos; from military dictatorships to thriving democracies; from Islam to Christianity to Buddhism; from the most densely populated country in the world, Singapore, to the least, Mongolia; from the wealth of Japan to the penury of a North Korea”.

One might add that Asia does not only feature a wide range of different political, economic, and social systems – it also has one of the most diverse and remarkable physical environments on earth. Just think of the mountains of the Himalayas, the barren deserts of inner China, the mighty rivers flowing through India and Bangladesh, and so on.  

Given the multifaceted nature of Asia, I appreciate that the topic I have been assigned mentions economic policies in plural; indeed, it is important to recognise that the European Union cannot address the many challenges and situations in Asia with one single policy or approach. 

Before I discuss these policies in more detail, I would like to point out that the EU-Asia relationship is not merely of an economic nature: we also have a growing political and strategic interest in Asia. 

Anything else would be odd when you consider Asia’s increasing relevance in international affairs. The awakening, in the past two or three decades, of the slumbering giants India and China is particularly striking. These countries – and many others – play an increasingly important role in global politics and economics.  

The basis for Asia’s growing importance can be summarised with a few simple facts: Asia accounts for more than half of the world’s population, a quarter of the economic wealth created every year, and is home to four of the ten largest economies in the world (Japan, China, India, and Korea). 

Asia presents both challenges and opportunities to the EU and to the world at large. Over the past decades we have seen high economic growth lifting millions out of poverty, yet Asia remains home to two thirds of the world’s poor. Poverty is a root cause of instability and conflict. To fight it is thus not only a moral duty but a matter of enlightened self-interest for both the EU and its Asian partners. 

Asian economic growth represents an opportunity for the EU: our consumers can benefit from the goods and services that are made in Asia at low cost; our exporters stand to gain from the vast markets that the Asian economies represent.

At the same time we are aware that the Asian economic miracle raises the pressure on the environment – locally, and also globally if you consider its potential impact with regard to climate change. It will be a tremendous challenge to devise clean technologies and other measures that will allow industrialisation to take place across Asia without causing irreparable damage to the environment. To help achieve this goal, the EU does not have an alternative to engaging in close cooperation with our Asian partners. 

A further reason why Asia should be high on the EU’s foreign policy agenda is quite obvious: the continent is host to several of the world’s most intractable and dangerous conflicts. Kashmir, Sri Lanka, Afghanistan, the Taiwanese strait, or the Korean peninsula, are places of high tension, some of which could even become nuclear battle zones in a worst-case scenario. The EU played a crucial role in resolving the conflict in the Indonesian province of Aceh a few years ago. We stand ready to use our diplomacy and influence in other tense situations as and when required and requested by our Asian partners. 

For all of the above mentioned reasons, the EU certainly has an interest in developing a strong and close relationship with Asia. The current Asia strategy of the European Commission, dating back to 2001, focuses thus on the core objective of “strengthening the EU’s political and economic presence across the region...to a level commensurate with the growing global weight of an enlarged EU”. 

To achieve this ambitious objective, the EU is working along several strands. Given that the subject of the presentation is economic policies, I shall focus in the following on our efforts, first, to strengthen mutual trade and investment and, second, to promote socio-economic development through development assistance. 

Trade and investment

Let’s begin with our relationship in the area of trade and investment. The mutual importance of this relationship is undeniable. In fact, Asia is the EU’s main trading partner: one third of EU trade flows are with Asia.

In turn, almost one fifth (19%) of Asian exports are destined for the EU. This percentage has stayed at more or less the same level since 2000; however, in this period of time, the volume of Asian exports has more than doubled: from approx. US$ 200 billion to more than 460 billion. Most of this rise can be attributed to the growth in exports of three countries – China, India, and Japan – yet a few other, smaller countries, including Bangladesh, have also seen almost a doubling of their exports to the EU since 2000. 

The figures in terms of foreign direct investment are also revealing of the increasingly tight knit economic relations between EU and Asia: the EU provides for the third largest (after China and Japan) foreign direct investment in Asia with 23%. Again, this share has remained stable for the past years but the absolute volume has increased significantly and now stands at over US$ 350 billion. Our FDI in Asia amounts to one third of total EU investment abroad. 

The trend in the economic ties between EU and Asia is thus largely positive: we are trading and investing more with each other than before. This is a key driver for development and the combat of poverty in the Asia region. At the same time, it is important to recognise that the benefits of growth are not equally shared among the countries in Asia. China, Japan, Korea, and India take the lion’s share of our mutual trade and investment flows. 

The figures that I have cited should not be a ground for complacency: the EU is keen on further stimulating trade with Asia – both as regards the larger and more advanced countries and our less developed partners.

A key instrument for achieving increased trade would be a successful conclusion of the Doha Development round of trade negotiations. Multilateral trade agreements are the most cost-effective way of bringing down tariff barriers and opening up markets. The aim of the Doha round, in particular, is to open up trade in a way which benefits developing countries. However, at present, I am afraid that a successful outcome of the Doha round is hanging in the balance. As I am speaking, intense negotiations at senior official level are going on in Geneva. A meeting at ministerial level is foreseen on 21 July – and will be decisive for whether Doha is going to achieve a “breakthrough” or a “breakdown”. The key to the negotiations, from the EU’s point of view, is that the large, emerging economies – China, India, and Brazil in particular – must offer increased market access for industrial goods. The EU has already made what we believe to be a strong offer on our side regarding agriculture, including a 70% cut in trade distorting subsidies for EU farmers and total elimination of export subsidies. It is now necessary for our counterparts to make some concessions on industrial goods. 
We hope that a compromise will be possible. As our trade commissioner Peter Mandelson recently pointed out, the developing countries have the most to gain from a deal on Doha – and thus stand to lose the most in case of failure. 
Of course the EU does not want to put all our eggs in one basket when it comes to trade. Partly as a precaution against a possible failure of Doha, the EU started negotiating last year a series of bilateral free trade agreements (FTAs) with three Asian countries/groupings: Korea, India and Asean (Association of South East Asian Nations). From our point of view, FTAs with select countries is only the second best option to a multilateral agreement. However, these three markets hold out great opportunities for our exports, which justified the decision to begin these talks. The negotiations with Korea have progressed the most, and an agreement could be within reach by the end of the year. 

The EU is generally speaking a very open market, with an average customs duty protection of 4% on industrial goods. When it comes to trade with developing countries, our General System of Preferences (GSP) scheme provides for further tariff reductions or even duty-free imports to all developing countries. For the category of Least Developed Countries we go even further. Since 2001, these countries have duty-free access for all their products (except rice and sugar, which will be fully liberalised in 2009) under the so called Everything but Arms scheme. There are seven LDCs in Asia, including Bangladesh, that are covered. 
The duty-free access granted under EBA benefits LDCs in two ways: first it means that they can sell their goods to EU consumers at a lower price than if a tariff was applied; second, it gives their products an advantage vis-à-vis competing exporters from more advanced developing countries (for example China or India) that do have to pay a tariff. It should be noted that the EU does not demand any developing countries to open their markets to EU goods in return for preferences: they are non-reciprocal. 
Let me also make clear that, since our tariff preference schemes have developmental goals, we want them to benefit the intended countries. To make sure this is the case, we apply stringent rules of origin. Only exports that meet these rules are entitled to zero duty. It is thus not possible for, say, a Bangladesh businessman to import a batch of ready-made garments from China, simply attach a label saying “Made in Bangladesh” on each piece and then export to the EU claiming duty-free treatment. Such an operation would not really benefit the Bangladesh economy – except this particular businessman – and is thus not admissible. 

While trade preferences to developing countries are intended to enhance their exports, we have to acknowledge that there is a difference between the theoretical possibility of exporting a given product free of duty and to actually have the technical knowledge and capacity to do so. Many LDCs are unable to take advantage of the trade preferences that are open to them. Bangladesh is a case in point – although it has the right to export almost any product free of duty to the EU, in practice over 90% of its exports consist of textiles and clothing. 

There is thus a need for building up – and diversify – the economic base of LDCs in Asia, so that these countries are able to take advantage of the tariff preferences that are available to them. 

Foreign direct investment can help to diversify a country’s economy. FDI implies a transfer of capital, knowledge and productive capacity but, of course, foreign companies will only invest if they see an opportunity to get a return on their investment. 

In recognition of the gap between theory and practice when it comes to trade, the European Commission has become the main provider of trade-related assistance worldwide. The idea behind trade related assistance is to strengthen basic infrastructure to trade and addressing supply side constraints. 

Trade related assistance can be used for a variety of purposes: develop modern custom systems, adopt international product standards, support the training of workers, promote decent work conditions, and so on. In Bangladesh, which is our largest trade assistance programme in Asia with a total of 80 million EUR allocated from 2007 to 2013, we fund for example a quality support programme. It helps to build, among other things, the capacity of the private sector to meet international quality standards. It has also supported the capacity of the state Fisheries inspection body to carry out appropriate testing on frozen fish intended for exports to ensure they meet required standards for the EU market. 

We expect that this assistance will help to boost Bangladesh’s competitiveness and access to the EU’s market, thus creating jobs and generating increased wealth in this country.

Development assistance

From trade related assistance to development assistance at large, there is only a small step. As I mentioned before, Asia is highly diverse not least in economic terms. Some countries are advanced, industrialised economies, others are moving up the income ladder very rapidly, and yet others remain among the poorest in the world. 

On the whole economic progress in Asia has been impressive in the past two decades, with many countries achieving growth rates of 5% or more on average. Millions of Asians are lifted out of poverty every year as a result, yet estimates show that, in 2015, 250 million people will still live in absolute poverty (less than 1 US$ a day) –  in particular in South Asia. 

Underpinning the issue of poverty in Asia are widespread unemployment – or under-employment – and, for those who have jobs, insufficient wages linked to low productivity or exploitation. There is a growing concern about “jobless growth”. There are also concerns about the consequences of growth on the environment and on inequality. I read recently that India and China have the highest population growth of dollar millionaires in the world; while this is encouraging per se, it begs the question of how to ensure that economic growth benefits people in general, and especially the poor? 

Progress in Asia toward the Millennium Development Goals has been uneven: in South Asia, for example, infant mortality and school enrolment have shown good results while maternal mortality, child malnutrition, and gender balance are lagging behind. 

To address these challenges, development assistance can play an important role. The EU – that is the European Commission and individual Member States taken as a whole – is the world’s largest donor, representing more than half the total amount of official development assistance (ODA) worldwide. While most of this goes to Africa, we spend an average of 3 US$ per capita in Asia. Our share of total ODA inflows into Asia stands at around 30%, which makes us the largest donor regionally ahead of the US and Japan. 

The European Commission alone plans to spend over 5 billion EUR in Asia between 2007 and 2013. This money is divided into two parts: around 80% is development assistance for individual countries and the remainder is earmarked for regional assistance programmes, for instances targeted on environment projects, higher education, and support to regional integration.

I shall not enter into the details of what we are spending and where – or otherwise you would be sitting here all afternoon! Let me just outline the general principles underpinning the EU’s development policy to help you understand how we are thinking and what we want to achieve. In 2005, the Member States and the EU institutions agreed on a common vision for our development policy which was called the “European consensus”, and it laid down the following: 
First, the overarching objective of the EU’s development policy should be poverty reduction.  To achieve this, funding would have to increase and most of the money should target the least developed nations where the needs are the greatest.  The EU has committed to increasing its official development assistance (ODA) to 0.56% of GDP by 2010; by 2015, we want to achieve the UN target of 0.7%. 
Second, our development policy should also promote the EU’s democratic values – democracy, human rights, rule of law, good governance, and so on. We believe that these values are essential for a significant impact on poverty reduction.

A third principle is that the developing countries are responsible for their own development. For the EU as a donor this means that we should adapt to the partner country’s set of development priorities as outlined for instance, in the case of Bangladesh, in the poverty reduction strategy.  

Fourth, the EU should make sure that its policies are coherent so that, for example, our trade, agriculture, and migration policies do not undercut our development objectives; rather, “non-development” policies should, as far as possible, support these. Our position that the Doha trade round should be geared to the needs of developing countries is a reflection of this ambition. In recent years we have also reformed our common agricultural policy to ensure that trade subsidies to European farmers do as little harm as possible to farmers in developing countries. 

A fifth important idea in the European Consensus is to maximise aid effectiveness to get the full value of every euro spent on development. This implies better coordination with other donors and ensuring that our spending complements other development support and work in the beneficiary country. 
Conclusion

I am coming to the end of a long speech and I would like to thank you for your patience. I have tried to give an overview of the policies that the EU follows with regard to Asia in the areas of trade and development. 

Please retain at least three messages from what I have said. The first is that the EU fully realises the importance of building a strong relationship with Asia, a continent which is bound to take an ever more prominent place on the world stage in terms of both its political and economic weight. 

Second, the trade and investment relationship of EU and Asia is already an important one, and we must work hard on further increasing these exchanges for our mutual benefit. 

Third, the EU is committed to a development agenda in Asia. We want to help Asian developing countries combat poverty. We pursue this agenda through development assistance but also through our trade policy and trade support. We believe that strengthened and diversified economies are a precondition for sustainable growth and lasting impact in the fight of poverty. 

Thank you for your attention.
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