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1. INTRODUCTION

INTERNATIONAL TRADE Is a powerful force of societal transformation. Time and again through
modern history, countries have begun a process of economic development by stepping into the
global market for trade and investment. Greater integration with other markets has provided
new economic opportunities, both for real business and for policy makers desiring to better
domestic policy framework for economic and regulatory policy. Apart from promoting trade,
trade agreements have improved the quality and integrity of domestic economic and political
institutions, leading to greater economic benefits outside the field of cross-border trade.

The importance of trade for economic development is widely acknowledged, but there has been
a wing of the argument that has seen it through the exclusive prism of export. This school of
thought — pointing to export powerhouses such as China and, before that, the Asian Tiger
economies — has suggested the role of trade for economic development is largely a story about
exports, in essence by scaling up competitive production and selling abroad. That view has been
powerful in trade politics, but has always been at odds with the economics and real experiences
of trade. The process of trade and economic development is dependent on import as much as on
export — and importing technology or other competitive input products have been necessary for
countries to enable exports, let alone improving the efliciency of production. For economies like
Brazil and China, about three quarters of their import are intermediary goods. Similarly, good
access to foreign capital and a flow of inward investment have always been critical elements of
development, in early stages as well as when countries have moved into middle-income status.
Making themselves an attractive destination for investments, aspiring countries have also needed
to ensure good conditions for imports.

This view on trade as a force of development and societal transformation has been reinforced
in the recent decade when the routes to the world market for developing countries have been
through global supply and value chains of multinational firms. The fragmentation of value chains
has expanded trade and investment, and made it more important for emerging economies to get
their policies to reflect good global economic standards.

In this paper, we aim to discuss the nexus of policy standards and volumes of trade, especially
the volumes of imports. A number of countries like the BRICS or MINTS have experienced a
decade of very fast economic expansion, manifested in general economic growth as well as in
the indicators of economic integration with other parts of the world. The question we want to
examine in this paper is whether the trade profile of fast-growing emerging economies reflects
the broader theory that has underlined thinking about trade: when these countries grow, do they
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expand their import from developed countries in the direction of high value-added goods in order to get
access to technology and knowledge that they cannot produce as efficiently at home? One can also look
at it the other way around: has the growth of emerging markets shifted the export profiles of developed
regions to the emerging regions? Does their export growth especially manifest itself in products with a
higher share of technology, knowledge and value-added?

Basic trade theory on specialisation prompts the view that there should be a shift in the pattern
of exports: an entity like the European Union should have seen a relatively faster expansion of
one type of products relative to others in its exports to emerging economies. Related to that is
the larger political defence in developed regions in their trade with emerging economies: even if
imports from emerging economies have grown faster than exports (leading to a shift in the trade
balance), the exports that have grown are goods that generate high value-added growth that in
turn can provide for more and higher-paying jobs. In this paper, we also aim to examine this
sensible political proposition.

The paper is structured as follows. Chapter 2 gives a long overview of trade and economic expan-
sion in emerging economies, and how they have integrated with the EU, in the past ten years.
Chapter 3 analyses headline numbers of trade in the “ideas economy”, or trade that usually has
a higher value-added content. Chapter 4 dives a bit deeper into general trade data in patent-in-
tensive sectors to analyse whether patent reforms have made an impact on EU exports in its top
patent-intensive goods. Chapter 5 provides quantitative analysis to examine how the shifts in the
trade patterns between the EU and emerging economies reflects structures of production — and
whether trade expansion has happened in those sectors you would expect on the basis of basic
trade theory and the popular perception about what trade that should grow in trade relations
with emerging economies. The chapter is centred around a shift-share analysis of trade in pat-
ent-intensive and less patent-intensive sectors. Importantly, it looks at two periods of trade in
order to capture the direction of change in recent years. Chapter 6 concludes the paper.

2. TRADE PERFORMANCE - EU-BRICS/MINTS
2.1 General Trade-policy Development

THE PAST DECADES HAVE WITNESSED a rapid expansion of trade in emerging markets. On the
back of past openings to the global economy, many countries have helped to grow their econo-
mies by integrating themselves with regional and global trade patterns. General economic con-
ditions have been favourable, especially in the period leading up to the crisis when most parts of
the world enjoyed a “Goldilocks” macro-economic environment. For most emerging markets,
the crisis years have been good too. The decline in key export markets like Europe and the United
States certainly had an impact, but most of all only through slowing down growth in trade rather
moving into stagnation. While there is evidence now suggesting a structural shift in especially
the way Asian countries trade with Europe, regional trade in emerging regions like Asia is about
to take another giant leap forward as the region grows less dependent on intermediary trade and
more dependent on final goods trade.

While trade in emerging markets has been in good health, emerging markets trade policy — or
commercial policy more generally — is another story. The past years have witnessed a considerable
decline in reform appetite and less willingness to continue a process of reforms to reinforce an
economic strategy of growth and development. The BRICS countries are a case in point.

After half a century of import-substituting policies, Brazil transitioned from a closed to a world
integrating economy in the late 1980s. However, the country has had little to no trade liberali-
sation and structural reform since mid-1990s. Trade and FDI liberalisation have not improved
with the Lula da Silva and Dilma Rousseff administrations.

Trade liberalisation in Russia started in 1990s, but took a new turn following President Putin’s
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second term. Politicised and selectively-applied measures related to economic regulations have
increased in the past decade along with state control on internal and external trade. Following
entry into the WTO, Russian trade and commercial policies have seen selected reforms. Yet, it
remains a fairly closed economy and the recent economic standoff with Europe and the United
States has reinforced levels of protection. Russia is now subject to trade sanctions, and employs
such sanctions itself.

India moved towards ending the “licence raj” in 1980s, but its opening up to the world economy
only started in 1991. However, trade liberalisation and related structural reforms have stalled
since the Congress-led government took charge in 2004. The current Modi government is ex-
pected to move the country away from bureaucracy and its complex system of duty exemptions
and investment regulations, but it remains to be seen if such reforms are launched and if they
encourage trade and enhance market access.

Reforms in China have started ahead of all the BRICS. Trade and FDI liberalisation have been
ongoing since 1978. Since its accession to the WTO in 2001, China’s trade with the EU and
the rest of the world has grown very rapidly. By some measures, it surpassed in 2014 the US in
becoming the world’s largest trading nation. However, further trade liberalisation has stalled in
recent years, mainly in services. Investment restrictions have also increased in order to support
domestic sectors and state-owned enterprises. New reform programmes have been designed, but
few actual trade reforms have emerged as a consequence of them.

Highly protected under apartheid, South Africa opened up to the world economy in mid-1990s
following its transition to a multiracial democracy. A quick burst of unilateral trade and FDI lib-
eralisation followed by a Free Trade Agreement (FTA) with the EU in 2000. However, remaining
protectionism and domestic regulatory barriers have proved an obstacle to domestic and foreign
investment. The current government has reinforced barriers and generally deteriorated the cli-
mate of doing business in the country.

The picture does not look much better in the second-tier group of emerging economies — so-
called MINTS countries like Mexico and Indonesia. Trade and FDI liberalisation started in the
mid-1980s in Mexico, followed by the NAFTA agreement in 1994 and an FTA with the EU in
2000. Both trade and FDI liberalisation have been critical in growth of exports as well as foreign
investment in the country. However, the problem with Mexico has been its inability to reform
domestic regulatory barriers to complement its trade liberalisation.

Indonesia considerably opened up to the world economy in the late 1980s and early 1990s,
followed by an IMF structural package in 1998. However, there has been a reform slowdown
ever since. Although overall protection has not increased, domestic regulations have increased
business costs in the country and discrimination remains a strong tenet in the actual conduct of
trade policy.
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FIGURE 1. BRICS TRADE-TO-GDP RATIO, 2000-2012
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Despite stalling trade and FDI liberalisation, trade has been critical to BRICS integration into
the world economy in the past decade. Despite some volatility, it has also been growing. India’s
trade-to-GDP ratio has rapidly grown from below 20% in 2000 to above 40% in 2012. South
Africa is another country with a relatively high trade-to-GDP ratio at around 50%, which is
the highest of the BRICS. China’s trade-to-GDDP ratio has been declining in recent years due to
the global financial crisis, but it is still above India, Brazil and Russia at 45%, which is high for
a country with a big population. However, Russia has had declining trade-to-GDP ratio from
above 50% in 2000 to 41% in 2012, and it has continued downward because of falling commod-
ity process and recent trade sanctions. Of all the BRICS, Brazil is the least sensitive to changes in
the global trading economy with the lowest trade-to-GDP ratio of the BRICS at 20%.

FIGURE 2. MINTS TRADE-TO-GDP RATIO, 2000-2012
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Nigeria and Mexico both have trade-to-GDP ratios at above 60%, while Turkey’s trade-to-GDP
ratio grew from 30% in 2000 to about 50% in 2012. In contrast, Indonesia’s trade-to-GDP
declined from close to 60% in 2000 to just above 40% in 2012. In general, MINTs enjoy a



ECIPE OCCASIONAL PAPER — 01/2016

higher level of trade openness compared to the BRICS, at least when measured in real economic
terms. That should not be surprising: small countries usually have a larger trade sector than big
countries. For countries like Nigeria, the actual levels of trade largely reflect the development of
global commodity prices, which is volatile.

FIGURE 3. BRICS TRADE WITH THE EU AND REST OF THE WORLD, 2000-2012, IN TN USD
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Despite declining trade-to-GDP ratios in some BRICS countries in recent years, a relatively
steady liberalisation has resulted in increased trade volumes and higher shares in total global
trade in the past decade. However, as Figure 3 shows, the EU has not been able to take full
advantage of this situation as BRICS country trade with the rest of the world has grown much
faster than trade with the EU. Although EU trade with BRIC countries has grown from around
200bn USD in 2000 to over 1tn USD in 2012 (a plus of 457%), this growth has been slower
than BRICS trade with the rest of the world. BRICS trade with rest of the world grew from just
over 600bn USD in 2000 to about 5tn USD in 2012 (a plus of 647%).
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FIGURE 4. MINTS TRADE WITH EU AND REST OF THE WORLD, 2000-2012, IN TN USD
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This pattern of trade expansion is not exclusive to the BRICS group. MINTs trade with the EU
and the rest of the world has grown at a somewhat lower rate in the past decade. In 2012, as the
Figure 4 shows, MINTs total trade with EU stood at 300bn USD compared to a mere 87mn
USD in 2000 (a plus of 245%). MINTs trade with the rest of the world increased from 470bn
USD to0 1.39tn USD (a plus of 196%).

FIGURE 5. BILATERAL TRADE, EU-BRICS, 2000-2012, IN BN USD
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None of this is evidence of policy problems in the EU’s trade relations with these countries.
Bilateral trade between BRICS as a group and the EU has been growing in line with the increase
in their share of world trade, and Europe’s share of world trade has naturally declined. However,
the general pattern for the entire BRICS group masks important differences. India, Brazil and
South Africa have experienced a growth of trade with the EU that has been slow. Trade between
the EU and China and Russia have, on the other hand, expanded rapidly. In 2000, BRICS had
a similar level of bilateral trade with the EU, each country’s trade at a level between 50bn and
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100bn USD. In 2012, while EU trade with Brazil, India and South Africa still stands at around
100bn USD each, EU-Russia and EU-China trade have grown to 420bnUSD and 600bn USD
respectively. The determinants of trade between the EU and China and Russia, respectively, are
different. Proximity is a strong determinant in Europe’s trade with Russia, which is clearly is
not in the case of China. For China, Europe’s trade expansion has largely been driven by supply
chains and demand for particular types of goods. Notably, almost 50% of Europe’s export to
China comes from Germany.?

FIGURE 6. BILATERAL TRADE, EU-MINTS, 2000-2012, INBN USD
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Taking account of the MINTs group, Turkey is, unsurprisingly, the outstanding performer as its
trade with the EU has increased from around 45bn USD in 2000 to 160bn USD in 2012. EU
trade with Mexico, Nigeria and, to a lesser extent, Indonesia has also been growing, but not by
much if compared to Turkey. Indonesia has merely managed to double its trade with the EU
from 15bn USD in 2000 to just over 30bn USD in 12 years.

FIGURE 7. BRICS SHARE OF EU EXPORTS
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Russia and China have been two of the largest markets for EU exports in the past decade.
Russia’s share of EU exports grew from just over 2.5% in 2000 to well over 7% in 2012, while
China’s share of EU export grew from 3% in 2000 to 8.5% in 2012. In contrast to China and
Russia, EU exports to other BRICS have not moved much, certainly not in line with the general
growth of trade in these countries — or in line with increasing domestic demand. From 2000 to
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2012, Brazil’s and South Africa’s shares in EU exports grew by a mere 0.3% and 0.2% in that
order. Similarly, India’s share in EU exports just grew from around 1.5% in 2000 to little over
2% in 2012.

The growth of EU exports to MINTs has been far below potential. In the 12 years from 2000 to
2012, Turkey and Nigeria’s share in EU exports have had little growth at below 0.5%, while EU
exports to Indonesia and Mexico have not grown at all. An FTA between the EU and Mexico
was concluded in 2000, but it has had little impact on EU exports when measured as share of
total exports.

2.2 Capital goods trade

AGGREGATE VOLUMES OF TRADE is one thing, the profile of trade is another. In this section we will
look closer at what type of trade has grown between the EU and fast-growing emerging markets.

FIGURE 8. EU-BRICS TRADE IN CAPITAL GOODS, 2002-2012, IN BN USD
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Capital goods trade, i.e. trade in manufacturing goods such as machinery that are intended to
be used in the production of other goods, makes up the largest portion of overall EU-BRICs
trade. Trade in capital goods was close to 380bn USD in 2012, an increase of around 300bn
USD since 2002. This is largely due to increase in EU capital goods trade with China and Russia
alone as trade with India and Brazil has significantly underperformed. While EU-China trade in
capital goods grew by more than 200bn USD in the ten years from 2002, EU-India trade only
grew by 20bn USD in the same period.

If we put the bilateral trade expansion in capital goods in relation to GDP growth, we find a
similar pattern as in the aggregate volumes of bilateral trade for capital goods. The data suggest
two patterns: firstly, there has been a structural shift in trade between the EU and China and
Russia, accounting for the clear rise of bilateral trade as part of GDP. Secondly, trade growth
in relation to Brazil and India have been cyclical and followed the trend of an expansion in the
general trade-to-GDP pattern. It is noteworthy that EU trade in capital goods with India was
not bigger than 20bn USD in 2012, while EU-China capital goods trade stands at 255bn USD
after a recorded ten-year growth of 430%.
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FIGURE 9. EU-MINTS TRADE IN CAPITAL GOODS, 2002-2012, IN BN USD
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At around 85bn USD in 2012, EU-MINTs trade in capital good is significantly low when
compared to EU-BRICs data. The groups of MINTs comprises large economies with a relatively
high economic growth rate for the past decade. However, the data shows that there remains a
great potential for growth in EU-MINTs trade in capital goods, particularly for Indonesia and
Nigeria.

Put in relation to GDD, a declining trend can be observed for EU capital goods trade with
Nigeria and Indonesia between 2002 and 2012. While EU trade with Turkey and Mexico has
experienced a slight growth, the overall conclusion is that EU-MINTs trade in capital goods has
not grown in line with these countries’ advances in domestic economic activity.

2.3 Consumer goods trade

EU-BRICs TRADE IN CONSUMER GOODS has grown from 82bn USD in 2002 to around 370bn
USD in 2012. At the same time, trade in consumer goods has not grown as fast as expected
given the growth in consumer demand in those countries. Although trade in this category with
China and Russia has performed better over the last decade, there has been slow growth in EU
trade in consumer goods with India and Brazil. In 2012, EU consumer goods trade with China
exceeded 200bn USD, while EU-India and EU-Brazil trade remained below 30bn USD and
20bn USD respectively.

FIGURE 10. EU-BRICS TRADE IN CONSUMER GOODS, IN BN USD
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Brazil and India experienced an average GDP growth of around 3.5% and 7.5% between 2002
and 2012, while China had an average GDP growth of more than 10% in the same period.
While Russia and China, to a much lesser extent, have performed well, EU trade in consumer
goods with Brazil and India has not grown much given the growth in both GDP and consumer
demand in these countries. Again, trade expansion with Brazil and India show a cyclical pattern,
but not a structural rise, as can be observed in EU trade in consumer goods with China and
Russia.

FIGURE 11. EU-MINTS TRADE IN CONSUMER GOODS, IN BN USD
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At 95bn USD in 2012, EU-MINTs trade in consumer goods is low compared to BRICS coun-
tries. Looking at numbers alone, EU-Turkey trade in consumer goods is the highest in the group
of MINT countries. However, the same is not true when put in relation to GDP. When meas-
ured in terms of GDP, EU trade in consumer goods with Nigeria and Mexico have performed
comparatively better than Indonesia and Turkey. This figure demonstrates a declining trend in
EU trade with Indonesia in the past decade. This is not surprising given the EU’s meagre exports
increase in consumer goods to Indonesia from 685mn USD in 2002 to 1.58bn USD in 2012.

2.4 Intermediate goods trade

A SIMILAR PATTERN AS IN THE PREVIOUS categories of trade can also be found in trade in in-
termediary goods, i.e. trade in products comprising semi-finished goods that are used in the
production of other products. Intermediate goods trade has been growing in importance in
the past decade. Rising trade in intermediate goods is a direct consequence of the international
fragmentation of production and the rise of global supply chains. Figure 12 shows that EU trade
with BRICs in intermediate goods has increased from 43bn to 166bn USD in between 2002 to
2012. However, given the overall growth in trade, the above increase in intermediate goods trade
with BRIC:s is not that significant.

II
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FIGURE 12. EU-BRICS TRADE IN INTERMEDIATE GOODS, IN BN USD
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The underperformance of EU trade in intermediate goods with some BRICs countries can be
further illustrated when put in relation to GDP. Intermediate goods trade with Brazil, China and
India has significantly underperformed compared to Russia. This is despite the fact that Brazil,
China and India are significantly integrated into global production networks, and according to
the OECD (2009), each of them has a share of intermediates in total imports of more than 70%,
well above the OECD average of 56%.

FIGURE 13. EU-BRICS TRADE IN INTERMEDIATE GOODS, IN BN USD
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At around 50bn USD, EU-MINTs trade in intermediate goods is far below potential. Although
trade with Turkey, Mexico and Indonesia have experience growth in the past decade, there is a
general downward trend in EU-MINTs intermediate goods trade when put in relation to GDP.
When measured in terms of GDP, EU-MINTs trade in intermediate goods has not grown at
all in the years from 2002 to 2012. The BRICs have performed relatively better than MINTs.
This is probably due to regulatory barriers in these countries as intermediate goods, contrary to
consumer goods, depend less on market size and consumer preferences.

2.5 Concluding Comments

What is the overall picture of this analysis of the types of trade that has expanded between the

12
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EU and BRICs countries? Table 1 summarises the above findings. One distinguishing pattern is
that China and Russia are different from Brazil and India in growth in trade with the EU. For the
BRIGs, it turns out that “country” is a stronger determinant than type of trade. Moreover, the
expansion in bilateral trade with the EU has been stronger in countries with a faster expansion
of GDP. However, trade growth vis-3-vis the EU has expanded at a slower pace than GDP in
BRICs countries. This is striking since the general pattern for BRICs countries is that their over-
all trade has expanded faster than GDP. While there are differences between the countries based
on endowment and comparative advantages, many emerging markets have practised export-led
economic growth and thus seen a faster expansion of trade than domestic demand.

TABLE 1. EU-BRICS TRADE IN INTERMEDIATE GOODS, IN BN USD

Indicator/country Brazil Russia India China
GDP growth* 4.45 6.08 3.58 6.35
Trade growth** 2.3 4.66 2.6 6.03
Growth in capital goods 3.0 3.0 3.57 5.2
trade

Growfp in consumer goods 203 459 31 4.16
trade

Growth in intermediary 311 3.90 3.08 5.07

goods trade**

Note: *growth by factor, measured in current USD, **growth by factor.

3. TRADE WITH EMERGING ECONOMIES IN THE “IDEAS ECONOMY”

THE DEVELOPMENT OF THE ‘IDEAS ECONOMY has been closely associated with globalisation.
The concept of the “ideas economy” covers every aspect of modern economies where economic
success is progressively built on the effective use of intangible assets such as knowledge, skills and
innovative potential as the main sources of competitive advantages. However, the science of de-
scribing, understanding and measuring ideas and knowledge is unsatisfactory and gives neither
a single definition of what it represents nor a single explanation of its broader impact on trade,
output, and economic growth. As one report concludes, the “knowledge driven economy is not
just a description of high tech industries. It describes a set of new sources of competitiveness
advantage which can apply to all sectors, all companies and all regions, from agriculture and re-
tailing to software and biotechnology”. ? For this reason, we take a measurable definition of ideas
economy that is inclusive of all sectors, but divide it into idea-intensive goods and idea-intensive
services. Like the previous chapter, this chapter aims to provide an understanding of the trade
development between the EU and emerging markets.

3.1 Idea-intensive goods

IDEA-INTENSIVE GOODS INCLUDE GOODs that have high innovation content and help transmit
knowledge and information across borders. Acknowledging the capacity of patents to encourage
innovation and technological change, and generally help transmitting knowledge and informa-
tion throughout the economy, this section examines trade in patent-intensive industries between

EU and BRICS/MINTs.4

13
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FIGURE 14. EU-BRICS TRADE IN TOP PATENT-INTENSIVE SECTORS, IN BN USD
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EU trade in patent-intensive industries (those that have a high average number of patents per
employees)® with some BRICS countries is clearly below potential. Figure 14 demonstrates trade
between the EU and BRICS in the top-20 patent-intense sectors between the years 2002 to
2012 (for a definition of patent-intensive sectors, see EPO 2013). Obviously, EU trade with
Brazil, South Africa and India in these goods have not evolved much. EU-India trade in top-20
patent-intense sectors grew by only around 15bn USD between 2002 to 2012, while EU-China
and EU-Russia trade in the same sectors increased by around 100bn USD and 200bn USD
respectively. Put in relation to GDP, growth in EU patent-intensive goods trade with Russia is
even more impressive compared to the rest of the BRICS.

FIGURE 15. EU-MINT TRADE IN TOP PATENT-INTENSIVE SECTORS, IN BN USD
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EU trade with India in patent-intensive goods is even lower than trade with other MINTs coun-
tries as shown by Figure 15. Compared to India, even Nigeria and Turkey are more important
partners to the EU. Another underperformer in patent-intensive trade with the EU is Indonesia
with a trade value of less than 7bn USD in 2012.
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FIGURE 16. EU EXPORT TO BRICS IN TOP 3 PATENT-INTENSIVE SECTORS, IN BN USD
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Figure 16 illustrates EU exports to BRICS countries in top 3 patent-intensive goods. The de-
velopment of exports indicates: the more patent-intense the good, the smaller the expansion of
bilateral trade with the EU, in this case imports form the EU, for Brazil and India. EU exports
to China and Russia, however, expanded faster than trade expansion in other categories. The
groups of goods in question are machine tools, basic pharmaceutical products, and other chem-
ical products. EU exports to China and Russia are at the same level, at above 16bn USD each
in 2012. There has been a slower increase in EU trade with Brazil over the same period from
around 2.5bn USD in 2002 to 6.5bn USD in 2012. However, India and South Africa exhibit
the slowest expansion as EU exports in most patent-intensive goods to both countries combined
remained below 3bn USD in 2012.

3.2 Idea-intensive services

LIKE IDEA-INTENSIVE GOODS, idea-intensive services transmit knowledge and information across
borders. The diffusion of knowledge and information is highest in services that utilise highly
skilled labour such as insurance, financial, communication, computer and information and oth-
er business services. In order to measure EU-BRICS trade in idea-intensive services, this section
provides data for services that utilise highly skilled labour. Data on trade in services, however, is
much poorer than data on trade in goods, which is why this section only covers a limited number
of years.

FIGURE 17. EU EXPORT TO BRICS IN TOP 3 PATENT-INTENSIVE SECTORS, IN BN USD
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In idea-intensive services, EU trade expansion with BRICS has generally been stronger than for
trade in idea-intensive goods. Even Brazil and India have recorded a distinct expansion, with In-
dia recording 14bn USD in 2008, which is higher compared to Brazil and South Africa, but still
far behind China and Russia. The UN Services Database provides data only for the years 2004 to
2008, but it would be interesting to see the data for the years following the global financial crisis
as the decline is likely to have been sharp since 2009. Today, idea-intensive services are growing
faster than capital and labour-intensive services. Countries such as India have become major
global services providers mainly because of idea-intensive industries.

FIGURE 18. EU EXPORT TO BRICS IN TOP 3 PATENT-INTENSIVE SECTORS, IN BN USD
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Looking at EU-MINTs trade in ideas-intensive services, there seems to be a steady increase in
the years between 2004 and 2008. However, given the fact that idea-intensive services today are
growing faster than traditional capital and labour-intensive services around the world, there also
remains great potential for further growth. It should be noted that idea-intensive services can
trigger innovation in both their own services categories and in the production of services that are
generally known as labour or capital-intensive services. Ideas or knowledge-intensive services are
now an important input for labour and capital-intensive services. Examples are multiple delivery
and retail services, but also a wide range of financial and business services.

FIGURE 19. EU-BRICS TRADE IN IDEA-INTENSIVE SERVICES, 2004-2008, IN BN USD
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Source: UN Services Database, McKinsey, own calculations.
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Figure 19 disaggregates idea-intensive services and shows growth of EU-BRICS trade in individ-
ual services from 2004 to 2008. Trade in computer and information services has grown much
faster than trade in insurance services, for instance. In the four years following 2004, insurance
services trade has barely doubled from around 1bn to 2bn USD (100%), while computer and
information services trade grew from around 2bn to almost 10bn USD (500%). Financial servic-
es have generally grown faster than insurance services. The chart also shows that other business
services are the dominant category in EU-BRICS services trade.

3.3 Concluding comments
Let us now return to the table summary of trade expansion — and trade expansion in idea inten-
sive goods and services. The general pattern does not change much as far as trade in goods are

concerned. The significant difference is that for Brazil and India, the rate of expansion declines
when trade gets a higher “ideas” content.

TABLE 2. GROWTH IN TRADE, 2002-2012, BETWEEN EU-BRICS COUNTRIES

Indicator/country Brazil Russia India China
GDP growth* 4.45 6.075 3.58 6.35
Trade growth** 2.3 4.66 2.6 6.03
Growﬂw in capital goods 3.06 3.09 3.57 5.2
trade

Growf? in consumer goods 203 4.59 3.1 4.16
trade

Growth in inLermediary 3.11 3.99 3.98 5.07
goods trade

_Growt!w in top-20 ideai- 3.01 4.96 3.83 4.97
intensive goods trade

_Growt_h in top-3 ideas- . 2.86 6.38 2.91 6.46
intensive goods exports

Grov.vth ':1 i*t«!?as-intensive 3.0 2.96 3.45 2.82
services

Note: *growth by factor, measured in current USD, **growth by factor.

4. TRADE AND IP REFORMS

IN IDEAS ECONOMIES, intangible goods and services are increasingly important. Investment in
intangibles is growing heavily around the world. However, there remains a huge gap in the stock
of intangibles between the BRICS and advanced economies. Given the lag in economic devel-
opment in the BRICS, the gap is not surprising. However, they need to find a way to expand
intangibles and one factor to spur such a development is the performance of intellectual property
rights. There is a general positive relationship between economic performance and the strength
of IP rights, and between the level and dynamics of domestic innovation and patent rights, for
instance.® In general, sound intellectual property rights regimes provide incentives to innovate
and allow the developers of intangibles to commercialise products and services.

Following the TRIPS agreement in 1995, the average protection of IP rights has strengthened in
both OECD and non-OECD economies. However, many countries have undertaken unilateral
reforms. BRICS have all had IP reforms in recent decades, but there remains great difference in
the IP environments in these countries. In light of the scale of IP reform efforts and variation
in IP policies between BRICS, it is essential to see how this difference affects EU trade with the
BRICs.
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FIGURE 20. INTERNATIONAL IP ENVIRONMENT INDEX
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Source: The U.S. Chamber of Commerce Global IP Centre.

Of all BRICS/MINT countries, India provides the weakest intellectual property protection en-
vironment as measured by the Global IP Index. The U.S. Chamber of Commerce’s Global IP
Centre maps the IP environment in 25 countries using 30 indicators of IP environment that
nurture economic growth and modernisation. Each indicator is scored between 0 and 1 and the
maximum achievable score for a country is 30. According the GIPC index, China has the highest
score of all middle-income countries. India, on the other hand, is moving backwards with the
weakest IP environment of all 25 countries. Compulsory licensing, patent revocation and weak
legislative and enforcement mechanisms are the main reasons for India’s poor score.

TABLE 3: TIMELINE OF INDIAN AND CHINESE PATENT LAWS

India China
1970: The Patents Act 1984: The Patent Law
1970: Signatory of the 1883 Paris Convention and the 1970 | 1985: Accession to Paris Convention for the
Patent Cooperation Treaty Protection of Industrial Property
1994: GATT agreement and TRIPS 1992: The Patent (Amendment) Law
1999: Patents (Amendment) Act 1994: Patent Cooperation Treaty
2002: Patents (Amendment) Act 2000: The Patent (Amendment) Law
2005: TRIPS requirements met 2001: WTO and TRIPS
2005: Patents (Amendment) Act 2008: The Patent (Amendment) Law

Source: The U.S. Chamber of Commerce Global IP Centre.
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Both China and India have undertaken patent reforms since the early 1990s. However, there
is a striking difference between the two countries. In patent and related rights, China scores
above 4 while India scores 1 out of 7 with 0 marks for: patentability requirements, patentability
of computer-implemented inventions, pharmaceutical-related patent enforcement mechanism,
legislative criteria and use of compulsory licensing of patented products and technologies, patent
term restoration for pharmaceutical products, and regulatory data protection term. This is also
reflected in EU trade with these two countries in the past decade.

FIGURE 21. EU TRADE IN TOP 3 PATENT-INTENSIVE SECTORS, IN BN USD
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Figure 21 shows trade after patent reforms in India and China in top 3 patent-intense sectors.
There has been an increase of around 3bn USD in EU-India trade in patent-intense sectors
following India meeting its TRIPS requirement in 2005 and passing a patent (amendment) act
in the same year. However, the change in EU-China trade is much more significant following
Chinese patent (amendment) laws in 2000 and 2008. As of 2012, EU-Indjia trade in top 3 pat-
ent-intensive sectors remains below 6bn USD while EU-China trade in the same sectors stands
at more than 26bn USD.

FIGURE 22. EU EXPORTS IN TOP 3 PATENT-INTENSE SECTORS, IN BN USD
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Similarly, the increase in EU export to India and China in top 3 patent-intensive sectors, fol-
lowing reforms, is reflected above. The top 3 patent-intense sectors consist of machine tools,
pharmaceutical products and other chemical products. While there is a significant rise in EU
exports following China’s 2008 patent amendment act, there is no discernable shift in the trend
in EU exports to India. If this category is disaggregated, there is no significant trade change in
EU export of pharmaceutical goods to neither China nor India. There is a slightly different trend
in inward pharmaceutical FDI for India. It is far more volatile and there has been years when in-
ward pharmaceutical FDI represented a significant share of total inward FDI. These observations
are all from the period after the latest patent amendment act.

5. A SHIFT-SHARE ANALYSIS OF EU TRADE WITH EMERGING ECONOMIES

THE PREVIOUS CHAPTERS HAVE SHOWN EU trade with emerging economies and disaggregated
trade flows in order to understand whether trade growth has been weaker or stronger given
the growth of the general economy. In this chapter, we will deepen the analysis of EU trade
performance with selected emerging markets, the BRICS-MINT countries, and study if trade
performance follows expectations given a number of other factors, including the expansion of
the EU’s general trade, the industrial structure, and regional patterns of trade in the EU and
BRICS-MINT countries. In order to detect trend shifts in the composition of trade, we will
compare the trade development between two periods of time. While the analysis focuses on the
period 2003-2013, we will separately study the sub-period 2011 to 2013 in order to account for
recent shifts in global trade patterns and trade volumes as reported in the WTO’s World Trade
Report (WTO 2014).

Distinguishing between patent-intensive and less patent-intensive sectors, we start with an over-
view of descriptive statistics of EU exports to and EU imports from BRICS-MINT countries. In
a second step, we apply a shift-share methodology in order to identify the components account-
ing for sector-specific changes in EU exports to and EU imports from BRICS-MINT countries
(see Box 1 for technical details).

The same methodology is applied to both exports and imports. Following the shift-share logic,
for EU imports, for example, we assume that the EU’s growth in sectoral imports from BRICS-
MINT countries is explained by three factors:

Growth in total EU imports (national shift, NS): This number shows how the EU’s sectoral
imports from a specific country would have grown if they had increased at the same rate as EU
total imports for a given period.

Commodity composition (industry mix, IM): The industry mix effect reflects how the EU’s
sectoral imports from a specific country would have grown if import growth in each industry
would have increased at the same rate as growth in EU total imports in that industry. The dif-
ference between import growth calculated this way and import growth that would have been
experienced if the EU’s imports from a specific country had grown at the same rate as total EU
imports is the commodity composition effect.

Change in competitiveness (regional shift, RS): This number shows the difference between the
actual change in EU imports from a specific country in a given industry and the change that
would have occurred if each industry’s imports from a specific country had grown at the same
rate as total EU imports growth in that industry. This number shows whether specific sectors
have over or under-performed relative to EU total imports in a specific industry.
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We distinguish between patent-intensive sectors and less patent-intensive sectors (see Box 2).
Our categorisation roughly follows the European Commission’s and the European Patent Of-
fice’s industry-level analysis for intellectual property rights-intensive industries (EPO 2013).
For less patent-intensive sectors, we choose those sectors that show comparatively high shares in

EU-BRICS-MINT trade volumes.
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5.1 PATTERNS IN EU-BRICS-MINT TRADE

EU trADE wiTH BRICS-MINT counTriEs increased considerably between 2003 and 2011, but
trade volumes stagnated in the period 2011 and 2013. While total EU exports to BRICS-MINT
countries continued to grow from 2011 to 2013, total EU imports from BRICS-MINT coun-
tries decreased after 2011. EU exports to India and South Africa decreased after 2011. Similarly,
the EU shows a negative growth in imports from Brazil, Russia, India, China, South Africa and
Indonesia after 2011.

In the overall period 2003 to 2013, total EU trade with BRICS-MINT countries increased from
455bn USD to 1,379bn USD. EU exports to BRICS-MINT countries increased by 227% to
600bn USD (see Table 4). EU imports from BRICS-MINT countries increased by 209% to
778bn USD, leaving the EU with a total trade in goods deficit of 178bn USD vis-a-vis BRICS-
MINT countries (see Table 5).

While BRICS-MINT countries account for 30% of the EU’s total exports in goods, 40% of the
EU’s total imports in goods originate from BRICS-MINT countries. China is by far the EU’s
most important trading partner among BRICS-MINT countries, accounting for 38% of total
trade in goods, followed by Russia (25%) and Turkey (11%).

TABLE 4. DEVELOPMENT OF TOTAL EU EXPORTS TO BRICS-MINT COUNTRIES

iEnUUEsx[')mﬂs © 2003 | 2011 2013 ;/:)o%h;g?g ;/:)ﬁhgg$§ 2353?201 3 Qéﬁrfzm 3
RoW 8981 | 1,927.9 | 2,0515 | 115% 6% 9% 3%
Brazil 127 | 445 478 251% 7% 14% 4%
Russia 386 | 1423 | 150.8 | 269% 6% 15% 3%
India 153 | 520 446 241% 14% 11% 7%
China 430 | 1785 | 1849 | 315% 4% 16% 2%
South Africa 142 | 320 20.4 125% 8% 8% 4%
Indonesia 43 9.1 11.4 110% 26% 10% 12%
Mexico 154 | 283 31.7 84% 12% 7% 6%
Nigeria 5.0 9.3 9.2 87% -1% 6% 0%
Turkey 31.0 | 908 91.0 193% 0% 1% 0%
BRICS & MINT 179.3 | 5868 | 6008 | 227% 2% 13% 1%
$3ﬁfWM'NT vs. 20.0% | 30.4% | 29.3%

Source: WITS, own calculations.
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TABLE 5. DEVELOPMENT OF TOTAL EU IMPORTS FROM BRICS-MINT COUNTRIES

EUJTBZ'BS from 2003 | 2011 2013 ;/‘(’)o%hgggg Zt,)ﬂ:gg?; ggg:zm 3 23161?201 3
RoW 971.7 | 21203 | 1,966.1 | 119% 8% 7% -4%
Brazil 21.0 | 526 39.2 151% -25% 6% 14%
Russia 53.1 2111 | 1986 | 297% 6% 14% 3%
India 152 | 46.4 41.1 205% 1% 10% 6%
China 1161 | 8722 [3383 | 221% 9% 1% 5%
South Africa 16.4 28.5 18.7 74% -34% 1% -19%
Indonesia 11.5 22.0 18.3 92% 17% 5% -9%
Mexico 7.1 21.1 21.3 196% 1% 12% 0%
Nigeria 7.0 33.9 37.9 386% 12% 18% 6%
Turkey 289 | 65.0 64.5 125% 1% 8% 0%
BRICS & MINT 276.2 | 8527 | 777.9 | 209% -9% 1% -4%
$§5§:WM'NT vs. 28.4% | 40.0% | 39.6%

Source: WITS, own calculations.
5.2 DEVELOPMENT OF EU-BRICS-MINT TRADE

EU TrRADE wiTH BRICS-MINT COUNTRIES is particularly strong in patent-intensive industries
(see Figure 23). Based on our classification of patent-intensive and less patent-intensive sectors
(see Box 2), total EU-BRICS-MINT trade in patent-intensive goods is about seven times higher
than trade in less patent-intensive goods. While the EU shows a trade deficit in less patent-in-
tensive industries of 28bn USD in 2013, it shows a trade surplus in patent-intensive goods
amounting to 62bn USD.

Between 2003 and 2013, EU exports in patent-intensive goods to BRICS-MINT countries
increased by 253% to 253bn USD. The EU’s imports in patent-intensive industries increased
by 187% to 191bn USD. In general terms, these aggregate figures confirm that EU trade with
emerging economies has followed expectations of a composition of trade reflecting a gradual
climb in the value-added chain. The EU has exported more of patent-intensive goods and im-
ported more of less patent-intensive goods.
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FIGURE 23. EU-BRICS/MINT TRADE IN PATENT-INTENSIVE AND LESS PATENT-INTENSIVE SECTORS
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Trade in patent-intensive sectors has gained importance in the EU’s commercial relationships
with BRICS-MINT countries, both in relative and absolute terms. EU exports in less patent-in-
tensive sectors to BRICS-MINT countries accounted for 15% of the EU’s total exports in less
patent-intensive sectors in 2003 and 23% in 2013 (see Figure 24). The share of EU exports
in patent-intensive to BRICS-MINT countries in total EU exports in patent-intensive sectors
increased from 20% in 2003 to 32% in 2013. Similarly, overall EU imports in less patent-in-
tensive sectors from BRICS-MINT countries accounted for 36% of the EU’s total imports in
less patent-intensive sectors in 2003 and slightly increased to 38% in 2013. The share of EU
imports in patent-intensive sectors from BRICS-MINT countries in total EU imports in pat-
ent-intensive sectors increased from 23% in 2003 to almost 40% in 2013.

FIGURE 24. SHARE OF EU-BRICS/MINT TRADE VOLUMES IN PER CENT OF EU TOTAL TRADE VOLUMES
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Source: WITS, own calculations. Development of EU sectoral trade with BRICS-MINT countries relative to EU total trade.
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Imports from Brazil, India, China, Indonesia and Turkey show considerable growth in absolute
trade volumes for the period 2003 to 2011. Between 2011 and 2013, however, the EU’s aggre-
gate imports in less patent-intensive sectors from Brazil, India, China, Indonesia and Nigeria
decreased (see Figure 25).

FIGURE 25. DEVELOPMENT OF EU IMPORTS IN LESS-PATENT-INTENSIVE INDUSTRIES, IN MN USD
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Source: WITS, own calculations.

For EU imports in patent-intensive industries, the picture is different (see Figure 26). China
is by far the strongest outperformer in terms of absolute exports in patent-intensive goods to
the EU. Between 2003 and 2013, China’s patent-intensive goods exports to the EU increased
by 200%, reflecting its catch-up in competitiveness in patent-intensive industries. China alone
accounts for EU imports in patent-intensive goods of 136bn USD in 2013, which equals 71%
of total BRICS-MINT exports in patent-intensive goods to the EU. Office machinery, television
and communication apparatuses, basic chemicals and machinery products are among the top
categories in China’s patent-intensive exports to the EU. Turkey and India rank second and third
among BRICS-MINT countries in exports in patent-intensive sectors to the EU, accounting for
export values of 16bn and 12bn USD respectively. Between 2011 and 2013, total EU imports in
patent-intensive industries from BRICS-MINT countries stagnated, except for China. China’s
patent-intensive exports to the EU further increased by about 3bn USD.

EU exports in less patent-intensive sectors to BRICS-MINT countries are low compared to EU
exports in patent-intensive industries. Less patent-intensive exports to BRICS-MINT countries
account for only 7% of the EU’s exports in patent-intensive sectors to BRICS-MINT countries.
Russia, China and Turkey are the top destinations among BRICS-MINT countries for less pat-
ent-intensive goods exports from the EU, amounting to 8bn, 4bn and 2bn USD, respectively
(see Figure 27). With the exception of Turkey, the volume of less patent-intensive EU exports to
BRICS-MINT countries continued to rise in the period 2011 to 2013.

EU exports of patent-intensive goods to BRICS-MINT countries amount to 32% of total EU

patent-intensive exports. The value of EU patent-intensive sectors’ exports to BRICS-MINT
countries is 14 times higher than the value of EU exports in less patent-intensive sectors. Brazil,
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Russia, China and Turkey are the top destinations for the EU’s patent-intensive goods exports
to the group of BRICS-MINT countries (see Figure 28). Exports in patent-intensive sectors
amount to 21bn USD for Brazil, 62bn USD for Russia, 81bn USD for China and 40bn USD
for Turkey. With the exception of India, South Africa and Nigeria, EU exports in patent-inten-
sive industries to BRICS-MINT countries continued to rise after 2011.

FIGURE 26. DEVELOPMENT OF EU IMPORTS IN PATENT-INTENSIVE INDUSTRIES, IN MN USD
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FIGURE 27. DEVELOPMENT OF EU EXPORTS IN LESS PATENT-INTENSIVE INDUSTRIES, IN MN USD
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FIGURE 28. DEVELOPMENT OF EU EXPORTS IN PATENT-INTENSIVE INDUSTRIES, IN MN USD
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Figures 29 and 30 show the EU’s relative performance in trade in patent-intensive and less pat-
ent-intensive sectors. Negative/positive values indicate that EU exports/import to/from BRICS-
MINT countries in a given industry had grown at a lower/higher rate than total EU exports/
imports in a given industry. Accordingly, negative values indicate under-performance whereas
positive values indicate over-performance in imports to or exports from the EU. The difference
in growth rates has been multiplied by the 2003 import/export base value.

Between 2003 and 2013, total EU exports in patent-intensive sectors increased by 120%. At the
same time, total EU imports in patent-intensive sectors grew by 71%. By comparison, patent-in-
tensive EU exports to China increased by 390% while less patent-intensive EU exports to China
increased by 1,184%. As a consequence, China shows a substantial over-performance in both
patent-intensive exports to and patent-intensive imports from the EU. The over-performance in
China’s patent-intensive exports to and patent-intensive imports from the EU amounts to 68bn
USD and 43bn USD, respectively. Similarly, China’s over-performance in less patent-intensive
exports to and imports from the EU amounts to 2.6bn USD and 3.2bn USD, respectively.
These numbers reflect China’s outstanding position in the EU’s trade relations within the group
of BRICS-MINT economies and the strong momentum that EU-China trade has experienced
in the 10-year period under study.

EU trade with Russia and India shows similar characteristics. For both patent-intensive and less
patent-intensive sectors, EU trade with these countries grew faster then EU total trade in these
sectors. Similarly, EU-Brazil and EU-Turkey trade in patent-intensive sectors grew at a faster rate
than total EU trade in patent-intensive sectors. For less patent-intensive sectors, on the other
hand, Brazil’s and Turkey’s exports to the EU grew at a lower rate than total EU imports in less
patent-intensive exports.
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FIGURE 29. BRICS-MINT TRADE PERFORMANCE IN PATENT-INTENSIVE SECTORS, IN BN USD, 2003 - 2013

Brazil Russia India China i?r'i'ég Indonesia Mexico Nigeria Turkey
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6.808 9.873
: 6.095 7.601
156 2.903 4508 805 199071  2:308 18
-351 -773 -688

B EU Imports less patent-intensive industries
EU Exports less patent-intensive industries

Source: WITS, own calculations. Period: 2003 to 2013. The difference in growth rates is multiplied by the 2003 base value.
Negative values indicate that BRICS-MINT exports/import to/from the EU in a given industry had grown at a lower rate than
EU imports/exports from/to the rest of the world in a given industry.

FIGURE 30. EU TRADE PERFORMANCE IN LESS PATENT-INTENSIVE, IN BN USD, 2003 - 2013

Brazil Russia India China i?rlilég Indonesia Mexico Nigeria Turkey
3.156
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2.108 2.083
548 - 816
I I 386 045 317
|
79 - 96 - 86 I
-326 214 397
-811

B EU Imports less patent-intensive industries
EU Exports less patent-intensive industries
-2.462

Source: WITS, own calculations. Period: 2003 to 2013. Negative values indicate that BRICS-MINT exports/import to/from the
EU in a given industry had grown at a lower rate than EU imports/exports from/to the rest of the world in a given industry. The
difference in growth rates is multiplied by the 2003 base value.

The following tables provide a more detailed sectoral break down for both patent-intensive and
less patent-intensive sectors. For the period 2003 to 2013, Tables 6 and 7 show sectors for
which trade has under- and over-performed in terms of EU exports/imports to/from the BRICS-
MINT countries relative to total EU exports/imports. The data show that there are only a few
general patterns in EU trade with BRICS-MINT countries — and we will come back to an inter-
pretation of these patterns after we have performed the shift-share analysis.
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TABLE 6. BRICS-MINT EXPORT OVER AND UNDER-PERFORMANCE, IN BN USD, 2003 - 2013

EU Imports from Brazil Russia India China i::‘:g Indonesia  Mexico Nigeria Turkey
Growing of crops; market gardening -839 -237 412 323 -118 682 74 -341 -160
Farming of animals -14 113 -9 263 -54 -15 38 0 -36
Fruits and vegetables -146 -1 99 -74 -100 -48 108 0 276
Vegetable and animal oils and fats -1,419 943 256 55 -8 1,611 -4 -15 -196
Other food products 93 132 196 420 -35 -103 57 29 151
Made-up textile articles -137 -15 -138 1,588 -1 -44 -28 0 -846
Basic chemicals 514 2,998 1,815 4,229 40 305 -199 50 594
Pharmaceuticals 79 35 1,404 1,284 -49 -130 224 0 147
Other chemical products 87 -14 -38 426 7 528 3 -1 20
Machinery for production 110 -43 808 5,666 -48 -4 284 19 477
Other general purpose machinery -43 -1 296 3,315 -338 30 116 -8 391
Office machinery and computers 4 10 44 29,021 -14 -542 -382 2 16
Electric motors, generators 33 -26 163 3,040 -24 59 22 -4 -19
Electricity distribution and control 11 -20 224 2,215 -9 103 176 0 210
Electrical equipment n. e. c. -59 57 53 2,498 -144 15 221 2 336
TV, and radio transmitters, apparatus -120 -24 171 11,601 -62 -19 469 -10 -51
TV, radio and recording apparatus -45 -5 -27 4,000 -65 -138 285 -2 -257
Motor vehicles -366 -43 1,178 459 345 -4 1,087 0 5,732
Bodies for motor vehicles, trailers -49 -19 13 299 0 -5 1 0 4
Less patent-intensive sectors -2,462 925 816 2,575 -326 2,083 245 -327 -811
Patent-intensive sectors 156 2,905 6,095 68,053 -351 199 2,308 48 7,601

Source: WITS, own calculations. Period: 2003 to 2013. Negative values indicate that BRICS-MINT exports to the EU in a given

industry had grown at a lower rate than EU imports from the rest of the world in a given industry. The difference in growth
rates is multiplied by the 2003 base value.

29



TABLE 7. EU EXPORT OVER AND UNDER-PERFORMANCE, IN BN USD, 2003 - 2013

ECIPE OCCASIONAL PAPER — 01/2016

EU Exports to Brazil Russia India  China i:_:’:g Indonesia Mexico Nigeria Turkey
Growing of crops; market gardening 36 1,196 -164 -111 -43 51 50 39 -85
Farming of animals -14 90 -19 1,120 -8 -9 -20 -2 31
Fruits and vegetables 166 -30 15 100 25 17 -1 -77 27
Vegetable and animal oils and fats 190 -191 25 606 236 7 -12 -35 -63
Other food products 165 948 53 1,395 164 -163 -216 -13 359
Made-up textile articles 6 95 1 46 12 1 -6 2 39
Basic chemicals 1,722 2,907 1,710 5,510 417 -102 -225 -28 2,526
Pharmaceuticals 1,901 7,183 113 5,551 -69 -168 133 -22 -624
Other chemical products 328 1,088 293 1,664 35 28 83 112 68
Machinery for production 1,085 3,285 696 5,139 -18 212 316 -306 648
Other general purpose machinery 1,637 3,692 868 1,436 -15 315 -309 -46 1,151
Office machinery and computers 117 1,397 180 354 -70 -44 -23 85 923
Electric motors, generators 399 1,397 310 -272 482 10 32 -56 684
Electricity distribution and control 358 1,093 288 1,571 -88 3 19 -35 491
Electrical equipment n. e. c. 143 756 165 1,260 -137 3 28 -1 345
TV, and radio transmitters, apparatus -57 12 -251 167 -29 -133 -305 -152 316
TV, radio and recording apparatus -115 1,672 -248  -363 -565 -68 -111 -109 843
Motor vehicles 1,350 7,021 340 21,947 393 183 -407 -112 2,583
Bodies for motor vehicles, trailers 40 1,794 43 -343 -39 21 -2 -8 -82
Less patent-intensive sectors 548 2,108 -79 3,156 386 -96 -214 -86 317
Patent-intensive sectors 8,808 33,198 4,508 43,621 805 271 -773 -688 9,873

Source: WITS, own calculations. Period: 2003 to 2013. Negative values indicate that EU exports to a specific country in a
given industry had grown at a lower rate than EU exports to the rest of the world in a given industry. The difference in growth

rates is multiplied by the 2003 base value.
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5.3 SHIFT-SHARE ANALYSIS:
IDENTIFICATION OF LEADING AND LAGGING SECTORS

THE RESULTS OF THE SHIFT-SHARE ANALYSIS are set out below. National shares, industry mix
shares and regional shares were calculated on industry level and have been aggregated to obtain
the groups comprising less patent-intensive sectors and patent-intensive sectors.

The national share (NS) and industry mix (IM) components reflect the proportion of EU export/
import growth that is attributable to either the EU’s total export/import growth or the EU’s ex-
port/import commodity composition.

NS measures how much the EU’s imports/exports from/to a specific country increased because
of total growth in EU imports/exports during the period of analysis. For example, all else being
equal, if total EU exports grew by 10% during the period of analysis, then total EU exports to a
specific country would have grown at the same rate.

IS identifies fast growing and slow growing import and export sectors based on the EU’s growth
rates in total exports and total imports in that sectors. For EU imports, a country with an
above-average export share in the EU’s high-import-growth industries would show higher total
export growth rates than a country with an above average export share in the EU’s low-import-
growth industries. For EU exports, a country with an above-average import share in the EU’s
high-export-growth industries would show higher total import growth rates than a country with
a high import share in the EU’s low-export-growth industries.

The regional share (RS) component shows the proportion of growth that cannot be attributed
to either NS or IM. The RS component is frequently read as competitive effect component in a
country’s trade profile. Accordingly, the numbers can be read as follows:

For EU imports from BRICS-MINT countries, the RS component highlights the EU’s leading
and lagging import industries in trade with a specific country. The RS component compares a
country’s export growth rate in a given industry with the total import growth rate for that same
sector at the EU level. Following this reasoning, a leading industry is one where the EU’s import
growth in trade with a specific country is greater than EU total import growth in that same in-
dustry. A lagging industry is one where the EU’s import growth in trade with a specific country
is less than EU total import growth in that same industry.

For EU exports to BRICS-MINT countries, the RS component highlights the EU’s leading and
lagging export industries. The RS component compares a country’s import growth rate in a given
industry with the EU’s total export growth rate for that same sector. Accordingly, a leading indus-
try is one where the EU’s export growth in trade with a specific country is greater than EU total
export growth in that same industry. A lagging industry is one where the EU’s export growth in
trade with a specific country is less than EU total export growth in that same industry.

Note that the shift-share analysis does not account for the impact of business cycles, the factors
underlying comparative advantages, and differences caused by levels of industrial specialisation.
The analysis offers a view of a country’s trade performance at two points in time. Therefore, the
results are sensitive to the time period chosen. On the other hand, the shift share methodology
provides a straightforward approach to identify country-specific industrial contributions from
trade volume growth. It is also useful for the identification of industries that might offer future
trade growth opportunities.

5.3.1 Regional Industrial Contribution to EU Trade Performance

TABLES 8 AND 9 ILLUSTRATE THOSE SECTORS, in which trade with BRICS-MINT countries in a

31



ECIPE OCCASIONAL PAPER — 01/2016

certain industry under- or over-performed relative to EU total trade in that same industry.

For the period 2003 to 2011, the majority of EU sectoral exports to BRICS countries and
Turkey outperformed EU total exports in those sectors. Most EU sectoral exports to Indonesia,
Mexico and Nigeria, on the other hand, grew at slower rate than EU total sectoral exports. For
EU sectoral imports over the period 2003 to 2011, the trade patterns vis-a-vis BRICS-MINT
countries are much more diverse. One exception is China, whose sectoral exports to the EU
generally grew at a faster rate than EU total imports in those sectors.

TABLE 8. REGIONAL SHARE CONTRIBUTION TO EU SECTORAL TRADE PERFORMANCE, 2003 - 2011

RS Contribution, EU Exports
2003 to 2011 Brazil Russia India China South Africa  Indonesia Mexico  Nigeria Turkey

Growing of crops; market gardening 54% 157% 4% 4% 145%

Farming of animals - 471% 1393%

Fruits and vegetables 447% 1% 358% 491% 195%

Vegetable and animal oils and fats 208% - 154%  1410%  1764%

Other food products 123%  102% 226% 827% 181% 147%

Made-up textile articles 60% 116% 332% 217% 102% 168%

Basic chemicals 125%  259% 224%  267% 112% 71%

Pharmaceuticals 150%  430% 72% 534% 9% 6%

Other chemical products 89% 88% 96% 240% 35% 22%

Machinery for production 99% 285% 265%  276% 4% 48% 56%

Other general purpose machinery 266%  184% 409% 86% 9% 87%

Office machinery and computers 65% 70% 116% 63% 18% 129%

Electric motors, generators 586%  378% 237%  43% 17% 186%

Electricity distribution and control 110% 215% 252%  102% 86%

Electrical equipment n. e. c. 86% 231% 195% 125%

TV, and radio transmitters, apparatus 8% 139%

TV, radio and recording apparatus 296% 432%

Motor vehicles 428%  297% 316% 95%
2520

Bodies for motor vehicles, trailers 899% 1716% % 1274%
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RS Contribution, EU Imports
2003 to 2011

Brazil Russia India China South Africa  Indonesia Mexico  Nigeria Turkey

Growing of crops; market gardening
Farming of animals

Fruits and vegetables

Vegetable and animal oils and fats
Other food products

Made-up textile articles

Basic chemicals

Pharmaceuticals

Other chemical products
Machinery for production

Other general purpose machinery
Office machinery and computers
Electric motors, generators
Electricity distribution and control

Electrical equipment n. e. c.

TV, and radio transmitters, apparatus
TV, radio and recording apparatus
Motor vehicles

Bodies for motor vehicles, trailers

36%

303% 132% 113%

79%

2% 91% 33%

1104% 209%

139%

258% 216% 133%  144%

136% 122% 150%  223%

397% 57% 376% 110%

20%

42% 2898%

42% 428% 170%
177% 198%
153% 262%
153% 10%
219% 168%

104% 282% 230% 98%

188% 262%

51% 114%

2539% 84% 229% 184% 189%

381% 199% 109% 43%

Source: WITS, own calculations. Period: 2003 to 201 1. Numbers represent the difference in the growth rate of EU imports/
exports vis-a-vis a given country in a given industry and total EU import/export growth in the same industry.

There are only a few general patterns for the period 2011 to 2013 (see Table 9). EU sectoral
export performance has somewhat deteriorated relative to what the EU experienced between
2003 and 2011. EU sectoral exports to BRICS countries and Turkey grew at a lower rate than
EU total exports in many sectors. India is somewhat outstanding among the group of BRICS
countries. With the exception of ‘basic chemicals’, all EU patent-intensive exports to India grew
at a lower rate than the EU’s total exports in these sectors. On the other hand, the majority of
the EU’s less patent-intensive and patent-intensive sector exports to Indonesia grew at a higher
rate than EU total sectoral exports.

The patterns in EU sectoral imports from BRICS-MINT countries more diverse for the period
2011 to 2013 compared to the period 2003 to 2011. The numbers indicate that Brazil and Chi-
na have lost in competitiveness for exports to the EU. On the other hand, Russia has gained in
competitiveness in its exports to the EU.
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TABLE 9. REGIONAL SHIFT CONTRIBUTION TO EU SECTORAL TRADE PERFORMANCE, 2011 - 2013

RS Contribution, EU Exports
2011 to 2013

Growing of crops; market gardening
Farming of animals

Fruits and vegetables

Vegetable and animal oils and fats
Other food products

Made-up textile articles

Basic chemicals

Pharmaceuticals

Other chemical products

Machinery for production

Other general purpose machinery
Office machinery and computers
Electric motors, generators
Electricity distribution and control
Electrical equipment n. e. c.

TV, and radio transmitters, apparatus
TV, radio and recording apparatus
Motor vehicles

Bodies for motor vehicles, trailers

Brazil Russia India China South Africa Indonesia Mexico Nigeria  Turkey
14% 57% 93%

70% 113% 35% 163%

44% 5% 47% 3%

14% 237% 10%

28% 5% 0% 56% 3% 7%

5% 3% - 26% 20% 19%

12% 18% 5% 5% 0%

9% 4% 28% 28%

7% 6% 5% 13%

13% 9% 28%

29% 7%

15% 1% 10%

=

3% 0%

5%
6%

18%

54%

RS Contribution, EU Imports
2011 to 2013

Brazil Russia India China South Africa Indonesia

Mexico Nigeria  Turkey

Growing of crops; market gardening
Farming of animals

Fruits and vegetables

Vegetable and animal oils and fats
Other food products

Made-up textile articles

Basic chemicals

Pharmaceuticals

Other chemical products

Machinery for production

Other general purpose machinery
Office machinery and computers
Electric motors, generators
Electricity distribution and control
Electrical equipment n. e. c.

TV, and radio transmitters, apparatus
TV, radio and recording apparatus
Motor vehicles

Bodies for motor vehicles, trailers

25%

2%

26% 37%

1%

22% 4%

5% 117% 3% 163%

37% 3%

14% 2%

8% 12%

96% 1%
23% 6% 15%

8% 9% 45% 2% 34% 19% 7%

59% 4%

29%

32%

24% 4%

10%

Source: WITS, own calculations. Period: 2011 to 2013. Numbers represent the difference in the growth rate of EU imports/
exports vis-a-vis a given country in a given industry and total EU import/export growth in the same industry.
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5.3.2 Trends EU Trade in Less Patent-intensive and Patent-intensive Industries

For aggregates of less patent-intensive sectors and patent-intensive sectors, Table 10 provides and
overview of both the industrial mix and the regional shift contributions to EU-BRICS-MINT
trade performance for the periods 2003 to 2011 and 2011 to 2013.

TABLE 10. REGIONAL SHIFT CONTRIBUTION TO EU SECTORAL TRADE PERFORMANCE, 2011 - 2013

Industrial Mix Components, ~
in mn USD Africa nesia

Brazil Russia India China S0uth Indo-

1)

2)

3)

4)

5)

6)

8)

EU Imports patent-intensive sectors, *

2003 - 2011 45

EU Exports less patent-intensive sectors, ”
2003 - 2011

EU Imports less patent-intensive sectors, ” o8 15
2003 - 2011
4

EU Exports patent-intensive sectors, ”

Mexico Nigeria Turkey

25

EU Imports less patent-intensive sectors, ”

2011 - 2013 267 32 41 75 3 168 12 0

EU Imports patent-intensive sectors, ”

2011 -2018 % 40 2 eo%e - 2 1 -

EU Exports less patent-intensive sectors, ”

2011 - 2013 48 435 12 130 49 12 26 22

EU Exports patent-intensive sectors, ”
2011 - 2013

149

2011 - 2013

Source: WITS, own calculations. Periods: 2003 to 2011 and 2011 to 2013. Trade volumes in mn USD. Numbers represent
absolute industry mix and regional shift components based on 2003 and 2011 base values in EU trade volumes with BRICS-
MINT countries.

For EU imports, positive industry mix values indicate that a country has an above-average ex-
port share in the EU’s high- import-growth industries. For EU imports, negative industry mix
values indicate that a country has an above-average export share in the EU’s slow-import-growth
industries. For EU exports, positive industry mix values indicate that a country has an above-av-
erage import share in the EU’s high-export-growth industries. For EU exports, negative industry
mix values indicate that a country has an above-average import share in the EU’s slow-export-
growth industries. For EU imports, positive regional shift components indicate that a country’s

35

883

Regional Shift Components,” . . . . South Indonesi . P
in mn USD Brazil Russia India  China Africa a Mexico Nigeria Turkey
EU Imports less patent-intensive sectors, ”
1) 2003 - 2011 - 32 106 340 336
EU Imports patent-intensive sectors, ”
2) 2003 - 2011 99 304 876 8,228 77 90 404 2
EU Exports less patent-intensive sectors, ”
3) 2003 - 2011 43 312 . 196 63
EU Exports patent-intensive sectors, ”
4) 2003 - 2011 3,990 951 5,216 241
5 EU Imports less patent-intensive sectors, ” 319
) 2011 -2013
6 EU Imports patent-intensive sectors, ”
) 2011 -2013
7 EU Exports less patent-intensive sectors, ”
) 2011 - 2013
8) EU Exports patent-intensive sectors, ”

102

1,443
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exports to the EU in a given group show over-performance relative to total EU import growth
in the same group. For EU imports, negative regional shift components indicate that a country’s
exports to the EU in a given group show under-performance relative to total EU import growth
in the same group. For EU exports, positive regional shift components indicate that a country’s
imports from the EU in a given group show over-performance relative to total EU export growth
in the same group. For EU exports, negative regional shift components indicate that a country’s
imports from the EU in a given group show under-performance relative to total EU export
growth in the same group. For regional shift components, a change from negative to positive
reflects a gain in competitive- ness over time. Similarly, for regional shift components, a change
from positive to negative re- flects a loss in competitiveness over time.

Country-specific trends are given in Tables 11 to 19below. They show great variety between
countries, and conclusions about trade performance are country-specific rather than general.

Brazil generally shows a good amount of trade under-performance. The EU has seen deteriora-
tions in its export performance with Brazil in its key patent-intensive sectors — chemicals and
pharmaceuticals, and motor vehicles. Notably, EU exports perform generally better in less- pat-
ent intensive sectors than in patent-intensive sectors.

TABLE 11. SECTORAL TRADE PERFORMANCE BRAZIL, IN MN USD, ANNUALISED

EU Imports EU Exports

Brazil M M RS RS M M RS RS
2003-  2011-  2003-  2011- 2003-  2011-  2003-  2011-
2011 2013 2011 2013 2011 2013 2011 2013

Growing of crops; market gardening
Farming of animals

Fruits and vegetables

Vegetable and animal oils and fats
Other food products

Made-up textile articles

Basic chemicals

Pharmaceuticals

Other chemical products

Machinery for production

Other general purpose machinery
Office machinery and computers
Electric motors, generators
Electricity distribution and control
Electrical equipment n. e. c.

TV, and radio transmitters, apparatus
TV, radio and recording apparatus
Motor vehicles

Bodies for motor vehicles, trailers
Less patent-intensive sectors

Patent-intensive sectors

Source: WITS, own calculations.
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Russia shows a similar pattern in that the EU’s export performance over time has deteriorated in
major patent-intensive sectors, both from the viewpoint of the industrial mix and competitive-
ness. There is significant EU export under-performance in patent-intensive sectors.

TABLE 12. SECTORAL TRADE PERFORMANCE RUSSIA, IN MN USD, ANNUALISED

EU Imports EU Exports

Russia M M RS RS M M RS RS
2003 - 2011 - 2003 - 2011 - 2003 - 2011 - 2003 - 2011 -
2011 2013 2011 2013 2011 2013 2011 2013

Growing of crops; market gardening 48 254

Farming of animals 7 37

Fruits and vegetables - 21

Vegetable and animal oils and fats 3 27

Other food products 11 88

Made-up textile articles

Basic chemicals 288 374

r
-
o
N

Pharmaceuticals 58 0 802 179

Other chemical products 108 90

48 332

Machinery for production

Other general purpose machinery 44 93 416

Office machinery and computers
Electric motors, generators
Electricity distribution and control
Electrical equipment n. e. c.

TV, and radio transmitters, apparatus

TV, radio and recording apparatus
Motor vehicles
Bodies for motor vehicles, trailers

Less patent-intensive sectors -

Patent-intensive sectors 45 40 304 323

Source: WITS, own calculations.

India is not much different in terms of general trade patterns. The EU’s export performance
has been deteriorating, and more so in patent-intensive sectors than in less patent-intensive
sectors. It is notable that export over-performance in sectors like pharmaceuticals, machinery,
and electrical goods, and vehicles have become export under-performance, and that they show
strong changes in the competitiveness factor (RS), which also points deteriorating conditions
for market access.

37



ECIPE OCCASIONAL PAPER — 01/2016

TABLE 13. SECTORAL TRADE PERFORMANCE INDIA, IN MN USD, ANNUALISED

EU Imports EU Exports

India M M RS RS ™ M RS RS
2003-  2011-  2003-  2011- 2003-  2011-  2003-  2011-
2011 2013 2011 2013 2011 2013 2011 2013

Growing of crops; market gardening
Farming of animals

Fruits and vegetables

Vegetable and animal oils and fats
Other food products

Made-up textile articles

Basic chemicals

Pharmaceuticals

Other chemical products

Machinery for production

Other general purpose machinery
Office machinery and computers
Electric motors, generators
Electricity distribution and control
Electrical equipment n. e. c.

TV, and radio transmitters, apparatus
TV, radio and recording apparatus
Motor vehicles

Bodies for motor vehicles, trailers
Less patent-intensive sectors

Patent-intensive sectors

Source: WITS, own calculations.

China, which is the dominant country in the BRICS-MINT group as far as trade volumes are
concerned, shows a similar direction of EU’s export performance, also with regard to the two
different sector groupings.

TABLE 14. SECTORAL TRADE PERFORMANCE CHINA, IN MN USD, ANNUALISED

EU Imports EU Exports
China M M RS RS M IM RS RS

2003 - 2011 - 2003 - 2011 - 2003 - 2011 - 2003 - 2011 -

2011 2013 2011 2013 2011 2013 2011 2013
Growing of crops; market gardening 56 8 26 1 -
Farming of animals 4 51 68 231
Fruits and vegetables - 4 10 3
Vegetable and animal oils and fats 30 0 11 19 212
Other food products 55 1 36 94 267
Made-up textile articles 16 2 4 6
Basic chemicals 672 239
Pharmaceuticals 32 199 166 27 [ 469 780
Other chemical products _ 39 80 181 73

Machinery for production 37 662 364 112 746

Other general purpose machinery 15 386 226 66 105 288

Im
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Office machinery and computers
Electric motors, generators
Electricity distribution and control
Electrical equipment n. e. c.

TV, and radio transmitters, apparatus
TV, radio and recording apparatus
Motor vehicles

Bodies for motor vehicles, trailers
Less patent-intensive sectors

Patent-intensive sectors

64

49 36

Source: WITS, own calculations.
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69

6

13 130 196

78

For South Africa, EU exports also exhibit a sharp under-performance, which is most striking for
the EU’s major patent-intensive sectors.

TABLE 15. SECTORAL TRADE PERFORMANCE SOUTH AFRICA, IN MN USD, ANNUALISED

South Africa

EU Imports

M IM RS

EU Exports

RS IM IM RS RS

2003 - 2011 - 2003 - 2011 - 2003 - 2011 - 2003 - 2011 -
2011 2013 2011 2013 2011 2013 2011 2013

Growing of crops; market gardening
Farming of animals

Fruits and vegetables

Vegetable and animal oils and fats
Other food products

Made-up textile articles

Basic chemicals

Pharmaceuticals

Other chemical products

Machinery for production

Other general purpose machinery
Office machinery and computers
Electric motors, generators
Electricity distribution and control
Electrical equipment n. e. c.

TV, and radio transmitters, apparatus
TV, radio and recording apparatus
Motor vehicles

Bodies for motor vehicles, trailers
Less patent-intensive sectors

Patent-intensive sectors

162

13

22

10

152

11

112

204

376

Source: WITS, own calculations.
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Indonesia is a country where the EU’s export performance has improved when measured in
terms of competitiveness (RS) — and that trend also includes some of the EU’s major patent-in-
tensive sectors.

TABLE 16. SECTORAL TRADE PERFORMANCE INDONESIA, IN MN USD, ANNUALISED

EU Imports EU Exports
Indonesia IM IM RS RS M M RS RS
2003 - 2011 - 2003 - 2011 - 2003 - 2011 - 2003 - 2011 -
2011 2013 2011 2013 2011 2013 2011 2013
Growing of crops; market gardening 1 6 6
Farming of animals 1 1 4
Fruits and vegetables

Vegetable and animal oils and fats 163

Other food products 6 18

Made-up textile articles 1

Basic chemicals

H
9 15

4
[ 1

1

0

Pharmaceuticals

Other chemical products

o

Machinery for production

Other general purpose machinery
Office machinery and computers
Electric motors, generators
Electricity distribution and control
Electrical equipment n. e. c.

TV, and radio transmitters, apparatus
TV, radio and recording apparatus
Motor vehicles

Bodies for motor vehicles, trailers
Less patent-intensive sectors

Patent-intensive sectors

Source: WITS, own calculations.

Mexico shows a similar pattern in aggregate numbers, with positive trends for pharmaceuticals,
machinery and motor vehicles.
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TABLE 17. SECTORAL TRADE PERFORMANCE MEXICO, IN MN USD, ANNUALISED

Mexico

Growing of crops; market gardening
Farming of animals

Fruits and vegetables

Vegetable and animal oils and fats
Other food products

Made-up textile articles

Basic chemicals

Pharmaceuticals

Other chemical products

Machinery for production

Other general purpose machinery
Office machinery and computers
Electric motors, generators
Electricity distribution and control
Electrical equipment n. e. c.

TV, and radio transmitters, apparatus
TV, radio and recording apparatus
Motor vehicles

Bodies for motor vehicles, trailers
Less patent-intensive sectors

Patent-intensive sectors

Source: WITS, own calculations.

EU Imports

M
2003 -
2011

M
2011 -
2013

RS
2003 -
2011

RS
2011 -
2013

EU Exports

M IM RS RS
2003 - 2011 - 2003 - 2011 -
2011 2013 2011 2013

Nigeria shows a deteriorating trend for EU export performance, which is stronger in patent-in-
tensive sectors. However, in some of the the EU’s major patent-intensive sectors the trend is

positive.

TABLE 18. SECTORAL TRADE PERFORMANCE NIGERIA, IN MN USD, ANNUALISED

Nigeria

Growing of crops; market gardening
Farming of animals

Fruits and vegetables

Vegetable and animal oils and fats
Other food products

Made-up textile articles

Basic chemicals

Pharmaceuticals

EU Imports

IM
2003 -
2011

IM
2011 -
2013

RS
2003 -
2011

41

RS
2011 -
2013

EU Exports

M IM RS RS
2003 - 2011 - 2003 - 2011 -
2011 2013 2011 2013




Other chemical products
Machinery for production

Other general purpose machinery
Office machinery and computers
Electric motors, generators
Electricity distribution and control
Electrical equipment n. e. c.

TV, and radio transmitters, apparatus
TV, radio and recording apparatus
Motor vehicles

Bodies for motor vehicles, trailers
Less patent-intensive sectors

Patent-intensive sectors

Source: WITS, own calculations.
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Turkey follows the trend of BRICS countries rather than other MINT countries in that the
deterioration in the EU’s export performance has been comparatively sharp, especially in major
patent-intensive sectors like pharmaceuticals and motor vehicles.

TABLE 19. SECTORAL TRADE PERFORMANCE TURKEY, IN MN USD, ANNUALISED

Turkey

Growing of crops; market gardening
Farming of animals

Fruits and vegetables

Vegetable and animal oils and fats
Other food products

Made-up textile articles

Basic chemicals

Pharmaceuticals

Other chemical products

Machinery for production

Other general purpose machinery
Office machinery and computers
Electric motors, generators
Electricity distribution and control
Electrical equipment n. e. c.

TV, and radio transmitters, apparatus
TV, radio and recording apparatus
Motor vehicles

Bodies for motor vehicles, trailers
Less patent-intensive sectors

Patent-intensive sectors

Source: WITS, own calculations.

EU Imports

M
2003 -
2011

IM
2011 -
2013

EU Exports
RS RS IM IM RS RS
2003 - 2011 - 2003 - 2011 - 2003 - 2011 -
2011 2013 2011 2013 2011 2013
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6. CONCLUDING COMMENTS

Trade with emerging markets is increasingly important for the European Union. As many of
these economies continue to grow faster than Europe and the rest of the world, their role for
the EU’s general trade performance will only increase. A growing part of economic growth and
welfare in Europe is dependent on trade with these economies.

The general trend is positive for the EU. Its trade with these economies has been growing. In the
aggregate, there has also been a trend where the EU has seen stronger growth in patent-intensive
sector exports. On the import side, the growth of imports in less patent-intensive sectors has been
more significant. Generally, these results suggest that Europe’s aggregate trade performance with
key emerging economies has confirmed the expectation about the composition trade between
an advanced economy and an emerging economy. Consequently, the EU has by a high degree
of certainty been able to climb the value-added chain through trade with emerging economies.

However, the pattern of trade is not always as expected, or predicted by theories of comparative
advantage, and it shows that there are countries and sectors where there are distortions in Eu-
rope’s trade performance. Expectedly, the differences between sectors and countries seem to be
dependent on country. Worryingly, these distortions have generally become more pronounced
in recent years and, in several sectors, turned EU export over-performance into under-perfor-
mance. Importantly, the deterioration is stronger in EU exports to BRICS countries compared
to others. As these countries have larger economies and still a high volumes of trade with the
EU, the economic impact of a deterioration in market access on European industries tends to
be significant

Trade in the EU’s major patent-intensive sectors — chemicals, pharmaceuticals, and motor ve-
hicles — has generally evolved in a positive fashion in the period studied. However, recent years
have witnessed a deterioration of EU exports in theses sectors — in terms of trade below poten-
tial. In many instances, these deteriorations are not the result of the EU’s industrial mix. The
under-performance in EU exports can be ascribed to local factors that artificially depress EU
corporate competitiveness in those markets. In countries like Brazil, India and South Africa,
these factors tend to be very strong and show a clear upward potential for the EU in improving
the gains it can reap from trade in patent-intensive sectors.

Given the varied picture between countries, and between sectors, it is important for the EU to
tailor a trade policy that targets specific problems related to trade in those sectors where the EU’s
industrial structure shows comparative advantages. In other words, EU trade policy should focus
on those sectors that show a strong potential export and import performance, but where other
factors than economic competitiveness have caused trade under-performance in the past.
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NOTES

1 Erixon (2015a).

2 Hansakul and Levinger (2014).

3 Leadbeater (1999).

4 For a review of the literature on the contributing role of patents to innovation, see Erixon (2015b).
5 Patent-intensive industries in the EU have an average number of patents per 1,000 employees that

exceeds the overall average of 0.69. IPR-intensive industries contribute 26% of employment and
39% of GDP in the EU. Patent-intensive industries, primarily manufacturing and research and
engineering industries, account for 14% of EU-GDP (EPO 2013).

6 Park and Lippoldt (2008).
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