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EXECUTIVE SUMMARY 
 
As part of its commitment to ensuring that its policy choices are consistent with the 
overarching objective of sustainable development, the European Commission has since 1999 
been engaged in an ongoing programme of Sustainability Impact Assessment (SIA) studies of 
all EU trade negotiations.  Within this programme a series of SIAs has been commissioned for 
the current negotiations for a trade agreement between the EU and the Mercosur trade area 
composed of Argentina, Brazil, Paraguay and Uruguay.   
 
There will be three components of the SIA to be undertaken in this final phase of the EU-
Mercosur SIA programme: a sectoral study for Trade Facilitation; a sectoral study for 
Financial Services; and a Final Overview SIA.  The Final Overview SIA will update the 
Overview Preliminary SIA that was completed during the first phase of the programme, and 
draw this together with the sectoral studies for Trade Facilitation and Financial Services and 
with those for Agriculture, Automobiles and Forests that were carried out in the previous 
phase.   
 
The SIA study will assess the potential economic, social and environmental impacts of the 
proposed agreement in Mercosur and EU countries, and propose measures for avoiding, 
preventing or mitigating adverse impacts and enhancing beneficial ones. 
 
This Inception Report for the project provides background information that will be used in the 
study, identifies the key sustainability issues that will be investigated, and presents proposals 
for the methodology that will be used. 
 
There are eight sections in the report.  Section 1 provides a general introduction and overview.  
Section 2 describes the proposed methodology, including significant extensions to the 
methodology used in previous SIAs.  Section 3 summarises the current status of EU Mercosur 
negotiations, and gives an outline of the pattern of trade and investment in the Mercosur 
region, with particular reference to trade with the EU.    Section 4 provides information 
relating to the Final Overview study and summarises the findings of the Phase 1 Preliminary 
Overview  SIA and  the  sector studies for automobiles, agriculture and forests.  Sections 5 
and 6 provide specific information related to the two sector studies to be carried out for Trade 
Facilitation and Financial Services.  
 
Consultation with stakeholders in both the EU and its trading partners is a key component of 
the SIA methodology.  Section 7 of the report describes the strategy for stakeholder 
consultation and for dissemination of information and findings.  Finally, Section 8 
summarises the timetable and expected contents of the mid-term and final reports. 
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1. INTRODUCTION 
 
1.1 The EU – Mercosur Trade SIA Programme 
 
The objective of the EU-Mercosur SIA programme is to assess how the trade aspects of the 
Association Agreement could affect sustainable development in the EU and the partner 
regions. The aims of this phase of the programme are: 
 
1. to conduct a Final Overview EU Mercosur Trade SIA, including Flanking Measures and 

Policy Recommendations 
2. to conduct two sectoral Trade SIAs, for Trade Facilitation and for Financial Services 
 
The Final Overview SIA will draw together the results of the Overview Preliminary SIA and 
sectoral studies for Agriculture, Automobiles and Forests that were completed during the first 
phase of the programme.1 The Final Overview will make suggestions, based on the existing 
regulatory frameworks and domestic policies of the countries under review, on 
complementary measures that might be introduced to address the negative impacts and 
maximise the positive impact of further liberalisation and changes in rule-making.  The Final 
Overview SIA will also provide proposals for the ongoing monitoring of key sustainability 
indicators affected by trade liberalisation and for ex-post evaluation of the Final Overview 
SIA Report.  Finally, the Overview SIA will provide an evaluation of the Trade SIA 
methodology and identify areas for further development and refinement in future Trade SIAs.  
 
Sector studies will be undertaken for Financial Services and for Trade Facilitation. As in the 
case of the Overview SIA, the sector studies will provide an overview of the current trade 
situation in each sector, and an analysis of the expected significant economic, social and 
environmental impacts resulting from trade liberalisation and/or rules changes. The sector 
reports will propose preventive as well as flanking or other measures that would prove 
effective in tackling any adverse impacts of liberalisation and/or in promoting its positive 
impacts in these two sectors. A team of experienced local experts will be involved in the 
preparation of the sector studies, and will undertake detailed case studies, the results of which 
will be incorporated into the case studies. 
 
There will be three reports for each study: an Inception Report, a Mid-Term Report and a 
Final Report. The Inception and Mid Term Reports will describe the current progress in 
carrying out the studies and will contain proposals of the further development of the 
subsequent stages. The Final Report will contain the final results and recommendations.   
 
The Reports will give particular attention to the need for transparency in the presentation of 
the analysis,  and will include all references and sources of evidence used in the assessment of 
potential impacts to facilitate full understanding of the results of the studies.  Consultation 
with key stakeholders is an integral part of the Trade SIA methodology and there will be an  
opportunity for key stakeholders both in Mercosur and Europe to provide input into the 
negotiations by engaging in consultations on the results in the reports.  This process will also 
play an important role in formulating the possible flanking measures that can be taken to 
prevent and/or reduce any negative impacts, and enhance the positive impacts, resulting from 
trade liberalisation. More specifically, there will be an opportunity for stakeholders to 
comment on the draft Inception, Mid-Term and Final Reports. 
 

                                                 
1 The reports are available on the project website www.sia-trade.org and the DG Trade website 
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Engagement with stakeholders in the Mercosur countries is on particular importance, and for 
this purpose  a regional Consultation on the Inception Report will be held on 20-21 May 2008 
in Montevideo, Uruguay. 
 
1.2 The EC’s Trade SIA Programme 

 
The European Commission has been engaged in conducting Trade SIAs as part of its trade 
policy-making process since 1999. The purpose of the Trade SIA programme is to inform 
trade negotiators and other interested parties on the potential economic, social and 
environmental impacts of the EU’s trade negotiations, in both the EU and Europe’s trading 
partners.  
 
The European Commission has defined the objective of its SIA studies (European 
Commission, 2002) as a means of integrating sustainability into European trade policy: 

• by analysing the issues of a trade negotiation with respect to sustainable development; 
• by informing negotiators of the possible social, environmental, and economic 

consequences of a trade agreement; 
• by providing guidelines to help in the design of possible flanking measures, the sphere 

of activity of which can exceed the commercial field (internal policy, capacity 
building, international regulation), and which makes it possible to maximise the 
positive impact and to reduce the negative impact of the trade negotiations in question. 

 
The Trade SIA programme applies a standard approach in conducting the assessment. This 
framework has two complementary elements: 
 

� Trade sustainability impact assessment, comprising a balanced and integrated 
assessment of potential economic, social and environmental impacts.  

 
� Consultation process, whereby consultation with, and dissemination of results to, 

partners and key stakeholders is an integral part of the assessment process. 
Consultation and transparency are essential processes for ensuring the credibility 
and legitimacy of the Trade SIA.  

 
The EC’s Trade SIA Programme uses a standard methodological framework, which is can be 
adapted to meet the particular conditions and characteristics of the trade negotiations under 
review. This generic methodology is summarised in Section 2, where the particular 
modifications and adaptations made for carrying out the EC-Mercosur Trade SIA are also 
discussed.  
 
1.3 Structure of the Inception Report 
 
This Inception Report covers the three studies that will be undertaken during this phase of the 
EC - Mercosur Trade SIA: 
 

• Final Overview Trade SIA 
• Financial Services SIA 
• Trade Facilitation SIA 

 
Following the finalisation of this Inception Report, there will be two further reporting stages: 
Mid Term Reports (June) and Final Reports (October).  Separate mid term and final reports 
will be presented for the Overview, Financial Services and Trade Facilitation SIAs.  The Final 
Overview Report will incorporate both the findings of the financial services and trade 
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facilitation SIAs, and the results from the Preliminary Overview and sector studies (for 
forestry, automobiles and agriculture) that were completed during the first phase of the 
programme. 
 
The structure of this Inception Report is as follows: 

• Executive Summary 
• Introduction 
• Methodology 
• The EU-Mercosur Association Agreement  
• Baseline sustainability context 
• Preliminary overview SIA studies  
• Trade facilitation inception report 
• Financial services inception report 
• Consultation and dissemination strategy 
• Content and timetable of future reports 
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2. TRADE SUSTAINABILITY IMPACT ASSESSMENT (SIA): 
METHODOLOGY AND ANALYTICAL TOOLS 
 
2.1 Trade SIA: An Integrated Approach to Assessment 
 
Sustainability Impact Assessment is increasingly being used as a method of assessing the 
potential impact of policies, programmes and plans in terms of the goal of sustainable 
development. SIA is an integrated approach to assessment, which aims to provide a balanced 
assessment of potential economic, environmental and social impacts of public authority 
interventions.2 To provide an integrated assessment, SIA draws together various techniques 
that are deployed in economic analysis, environmental impact assessment, and poverty and 
social impact assessment.  
 
Trade SIA is the application of the SIA approach to trade policy interventions. The purpose of 
the  SIA is to support better policy making, by providing decision makers with an evidence-
based assessment of the potential positive and negative consequences of their policy choices. 
To achieve this, the analysis strives to be credible, evidence-based, and transparent. The 
results of the assessment also need to be provided to decision-makers at an early stage in the 
policy cycle, if they are to inform the decision-making process. 
 
The methodological framework for Trade SIA is described in the EC’s Handbook for Trade 
Sustainability Impact Assessment (EC, 2006). The cornerstone of the SIA methodology is 
causal chain analysis. Causal chain analysis (CCA) is used to identify the significant cause-
effect links between the proposed trade measure (scenario) and its eventual economic, social 
and environmental impacts. The aim of CCA is to distinguish the significant cause-effect 
links in the chain, where the analysis is undertaken in logical sequence, from ‘cause’ to 
‘effect’. The evidence that is used to explain the causal chain analysis is derived from 
theoretical reasoning, economic modelling, other quantitative techniques, existing studies, and 
expert opinion from key stakeholders. 
 
The causal chain analysis can be represented in the form of a causal chain diagram, which 
shows each of the main linkages in their logical order of causality (Figure 1). 
 

                                                 
2 See the Proceedings of the recent OECD Workshop on Sustainability Impact Assessment (OECD, 2008).  
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Figure 1: Causal Chain Analysis of Impact of a Trade Measure on Sustainable 
Development 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
A change in trade policy will alter the incentive structures and opportunities in the markets  
affected by the measure of trade liberalisation specified in the scenario. A rules change, for 
example, alters the market conditions for producers and consumers, and the new structure of 
incentives and market opportunities will induce a change in the economic behaviour of 
enterprises (producers) and households (consumers).  
 
Figure 1 illustrates, in its simplest form, the causal chain approach which is used in SIA to 
assess significant linkages and final impacts on the sustainable development indicators. It 
does not convey the full complexity of the linkages between each stage in the causal chain, 
nor does it convey the cross-linkages between the social, economic and environmental 
impacts. Further, the direct and indirect impacts from individual measures may have 
cumulative impacts, which need to be considered in the appraisal of the trade agreement as a 
whole.  The ‘routes’ through which these cause-effect relationships operate may be numerous 
and complex. 
 
Figure 1 also abstracts from the  dynamic nature of the causal links between the initial change 
in the trade measure and the final impact in terms of sustainable development. The changes 
represented in Figure 1 do not occur instantaneously or simultaneously and the speed of 
adjustment will vary in different parts and at different stages in the causal chains. There may 
also be feedback processes during the intermediate stages of the cause-effect relationships, 
before the final impacts on sustainable development occur. 
 
The next stage in the causal chain analysis is to assess the significance of the linkages from 
the changes in enterprise and household behaviour, to the economic, social and environmental  
indicators of sustainable development. For this purpose the SIA methodology uses a set of 
core indicators, complemented by second tier and process indicators ( Table 1).  
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Table1: Core Sustainability Indicators 
 

Sustainability dimension Core indicator 
Economic Real income 

Fixed capital formation 
Employment 

Environmental Biodiversity 
Environmental quality 
Natural resource stocks 

Social Poverty 
Equity 
Health and education 

 
In addition to the nine core indicators for sustainability outcomes, the methodology allows for 
two process indicators which influence the long term economic, social and environmental 
impacts of trade liberalisation: 
 

• Consistency with sustainable development principles 
• Institutional capacity for effective sustainable development strategies 

 
The core indicators are used to show the impact of the trade measures on sustainable 
development in its economic, environmental and social dimensions. The second tier indicators 
are intended to allow the presentation of results at a lower level of aggregation than the core 
indicators. The inclusion of process indicators allows for the assessment of impacts on the key 
procedures, processes and practices that are needed for longer-term advancement of 
sustainable development.  
 
The significance of the impact on sustainability indicators is defined in terms of greater or 
lesser significance: 
 

• lesser significant impact – marginally significant to the negotiation decision, and if 
negative, a potential candidate for mitigation 

• greater significant impact – significant to the negotiation decision, and if negative, 
merits serious consideration for mitigation. 

 
Distinctions between greater and lesser significance are based on the importance of an impact 
for the particular economic, social or environmental factor concerned. They give no indication 
of relative importance of different impacts. The following factors are taken into account in 
evaluating significance: 
 

• The extent of existing economic, social and environmental stress in affected areas; 
• The direction of changes to base-line conditions; 
• The nature, order of magnitude, geographic extent, duration and reversibility of 

changes; 
• The regulatory and institutional capacity to implement mitigation and enhancement 

measures. 
 
Two scenarios are used in assessing the potential impact of the EU-Mercosur negotiations on 
sustainable development: 
 

• Base scenario: no change in the current negotiated trade measures affecting EU and 
Mercosur trade, including no agreement on the trade liberalisation measures being 
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discussed within the WTO Doha Development Agenda negotiations. The baseline 
scenario assumes, therefore, a continuation of existing trends in trade flows and current 
levels of tariff and non-tariff measures. 

 
• Further liberalisation scenario: this represents the strongest probable implementation of 

the EU – Mercosur trade negotiations., including economic modelling of full tariff 
removal.  Negotiating options for the actual trade agreement cover a range of 
intermediate scenarios, involving different degrees of liberalisation for each type of 
product or service, differing for each form of trade measure.  

 
The main focus of the SIA is on the potential impacts in the EU and Mercosur as a whole. 
However, the SIA will also provide information on potential impacts at the individual country 
level, where it appears that a particular country may be disproportionately affected (positively 
or negatively), or where countries are likely to respond in different ways, e.g. depending on 
their competitive position. Equally, social and environmental impacts may vary significantly 
at the country or intra-country level. 
 
The SIA methodology allows for the assessment of possible preventative, mitigation or 
enhancement measures, subsequent to the assessment of potential impacts. These measures 
can be categorised as follows: 
 

• Trade-related measures, which can be integrated into the trade agreement  
• International and regional measures to improve the policy environment and strengthen 

national regulatory capacity  
• National sectoral policy measures to remedy or regulate market imperfections 
• National policy measures to mitigate adjustment costs. 

 
2.2 Analytical Methods 

 
Economic Modelling 
 
The EU – Mercosur Trade SIA utilises the results obtained from an integrated CGE model. 
This provides a quantitative framework for identifying major economic impacts and linking 
these to the analysis of social and environmental impacts (Figure 2).  This analytical 
framework  enables the subsequent stages of the SIA to have a strong quantitative foundation.   
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Figure 2: The Integrated Framework 
 

 
 

 
The core of the quantitative framework is the Copenhagen Economics Trade Model (CETM), 
a global computable general equilibrium (CGE) model incorporating environmental and 
social parameters.  The CETM captures all linkages between the different sectors and regions 
of the world economy, and allows for an economy-wide assessment at both the national and 
global level.  
 
Table 2 shows the impacts that can be modelled directly in the CETM, in relation to the 
corresponding core indicators of the SIA methodology. Generally, the main use of the general 
equilibrium model is to provide estimates of the economic effects of the trade agreement, but 
there are social and environmental indicators included as well in the output of the model.  
 
An important part of the output from the model is the information on which sectors are 
expected to contract or expand (for each country/region), and the relative magnitude of these 
sectoral shifts. Combined with information on sector characteristics from a social and 
environmental perspective, this information provides the  starting point for the social and 
environmental analysis.  
 
Table 2: Indicators Modelled in the CETM 
 
Core Indicator Output from the CETM 
Economic indicators 
Real Income Savings, Consumption, Expenditure 
Fixed capital formation Indication of the incentives to invest and build up capital stock 
Employment General and per sector 
Social indicators 
General General information on sectoral and country-level effects 

(expansions and declines) 
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Scenario 
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Model 
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e economi
c result
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s 

Quantitativ
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s 

Screening of sustainability 
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c analysi
s 
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d socia
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s 
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Quantitative 
social results 
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economic 
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Focused 
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analysis 

Copenhagen Economics Trade Model 

Trade reforms 

Macroeconomic and 
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Quantitative 
environmental 

results 

Focused 
environmental 

analysis 
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Equity Wage effect for skilled and unskilled labour 
Environmental indicators 
General General information on sectoral and country-level effects 

(expansions and declines) 
Environmental quality Energy usage and CO2 emissions 
 
The model calculates impacts on a wide range of economic variables for each individual 
country, including:  
 

• Economic welfare (measured as equivalent variation) 
• Real income 
• Total employment 
• Employment by sector and skill-level 
• Real wages 
• Return on capital 
• Economy-wide value added (GDP) 
• Value added by sector 
• Real prices for both domestic and imported goods and services 
• Output and market sizes for goods and services 
• Imports and exports by sector 
• Tariff revenues 
• Energy usage 
• CO2 emissions 

 
The CETM can also analyse the distributional effects of macroeconomic and sectoral effects 
following trade reforms. The outputs include quantitative changes in real wages and sectoral 
employment for skilled and unskilled labour. The results will show in which sectors jobs will 
be lost, in which sectors employment will increase, and the aggregate effect on wage levels 
for skilled and unskilled workers in each country.  The model will therefore provide a direct 
first insight into where the most crucial social effects can be found, giving focus for the 
subsequent social impact analysis.  
 
The focus of the environmental modules in the CETM is energy usage (electricity, oil, coal, 
gas) and greenhouse gas emissions (CO2).  The GTAP energy data set (EDS) is used, which 
covers among other variables the quantity of energy usage by energy commodity and energy 
use class.  The energy and CO2 impacts of international transport are also included in the 
model.  
 
The GTAP6 database provides the majority of the data for the empirical implementation of 
the model. The database is the most recently updated source for internally consistent data on 
production, consumption and international trade by country and sector on a global level. It is 
based on detailed national accounts and balance of payments data from both national sources 
and international organisations. Compared to previous versions of the GTAP database, 
version 6 includes several important improvements with respect the EU-Mercosur context, all 
of which are incorporated in the CETM:  
 

• improved domestic databases for Argentina and Brazil 
• improved treatment of data on services trade 
• improved tariff coverage using MAcMaps data on preferential rates  
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The GTAP6 database originally consists of 57 different sectors and 87 regions; however, a 
practical maximum of sectors and regions in a general equilibrium analysis is less.  As a 
minimum, each of the four Mercosur countries will be modelled separately, along with the 
EU15, the new member states, the USA, Canada, the rest of the Free Trade Area of the 
Americas (FTAA), and the rest of the world.  Paraguay is not incorporated directly in the 
GTAP database. As a proxy for Paraguay we use the GTAP region “Rest of South America”, 
a group of countries consisting of Paraguay, Guyana and Surinam. The two latter countries 
together account for 20 % of total GDP in this group, while Paraguay accounts for 80% of 
total GDP in these three countries. Hence, we think that using this group of countries will 
provide a good approximation for the effects on Paraguay, but we will keep the 
approximation in mind when analysing the results.  
 
Table 3 shows the sector aggregation in the CETM model.  The 57 sectors from the GTAP 
database have been aggregated into 25 sectors reflecting the most common goods traded in 
the Mercosur region. For instance, agricultural products are among the most exported goods 
from Mercosur to the EU, while motor vehicles and transport equipment are important import 
goods. Besides the agricultural and manufacturing sectors, the service sectors are important. 
For all four Mercosur countries more than 50% of total value added stems from the service 
sectors and the main part of the labour force works in these sectors as well.  
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Table 3: Sector aggregation in the CETM model 
 
Sector GTAP sector  Corresponding ISIC/CPC 

codes 
Vegetables, Fruits, 
Nuts 

Vegetables, fruit, nuts; CPC 012-013 

Oil Seeds Oil Seeds CPC 014 
Other Agriculture Oil seeds; Sugar cane, sugar beet; Plant-

based fibres; Crops nec Paddy rice; 
Wheat; Cereal grains nec. Bovine cattle, 
sheep and goats, horses; Animal 
products nec; Raw milk 

CPC 015-017, 019, CPC  0111-
0116, 0119, CPC 0211-0212, 
0291-0295, 0297-0299 

Forestry Forestry CPC 03 
Fishing Fishing ISIC 015 
Energy, minerals  Coal; Oil; Gas; Minerals nec ISIC 101-103, 111-112, 12-14 
Meat Products  Bovine meat products; Meat products 

nec; 
CPC 21611-21620, 21132-
21260 

Sugar Sugar CPC 1542 
Food Products Vegetable oils and fats; Dairy products; 

Processed rice; Sugar; Food products 
nec; Beverages and tobacco products 

CPC 216-218, 22-25  

Textiles and wearing Wool, silk-worm cocoons; Textiles; 
Wearing apparel; Leather products 

CPC 0296, ISIC 17-19, 243 

Wood and paper Wood products; Paper products, 
publishing 

ISIC 20-22 

Petroleum, coal 
products 

Petroleum, coal products; ISIC 23 

Motor vehicles and 
parts 

Motor vehicles and parts ISIC 34 

Transport equipment Transport equipment nec ISIC 35 
Electronic equipment Electronic Equipment ISIC 32 
Machinery  Machinery and equipment nec;  ISIC 29-31, 33,  
Other Manufacturing 
products 

Chemical, rubber, plastic products; 
Mineral products nec; Ferrous metals; 
Metals nec; Metal products; 
Manufactures nec 

ISIC 24-25, ISIC 26-28, 36-37 

Electricity, gas, water Electricity; Gas manufacture, 
distribution; Water 

ISIC 40-41 

Construction Construction ISIC 45 
Distribution services Trade ISIC 50-55,  
Communication Communication ISIC 64 
Transport service Transport nec; Water transport; Air 

transport 
ISIC 60-63 

Financial services Financial services nec; Insurance ISIC 65-67 
Business services Business services nec;  ISIC 70-74 
Other services  Recreational and other services; Public 

Administration, Defence, Education, 
Health; Dwellings 

ISIC 75, 80, 85, 90-99 

Source: Copenhagen Economics and GTAP database ver. 6 
 
 
For tariffs on agricultural and non-agricultural goods, the CETM includes a set of consistent 
and exhaustive ad valorem equivalents (AVEs) of applied border protection across the world. 
The data originates from the MAcMap database, which is the result of a joint effort by the 
International Trade Centre (governed by UNCTAD and WTO) and CEPII. The source 
information concerns various instruments, such as specific tariffs, mixed tariffs and quotas, 
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which cannot be directly compared or summed, and which are not readily usable in a CGE 
model. Therefore, each instrument is converted into an AVE.  Importantly, the model replaces 
the standard tariff information in GTAP. In the standard information the detailed tariffs for 
individual products are aggregated into GTAP sector level with a simple import-weighted 
average, which gives insufficient weight to high tariffs, due to their distorting nature. For 
example, an extremely high tariff reduces imports to zero, which results in a weight of zero in 
a simple import-weighted average. We will therefore use a tariff data set based on region-
group clustering aggregation (for more information, see Bouët et al, 2006).  The welfare 
effects of agricultural and non-agricultural liberalisation will be identified separately. 
 
Although the GTAP6 database provides improved data on services trade, the data remain 
burdened with considerably more uncertainty than for trade in goods, and the modelling of 
services barriers entails a particularly high degree of approximation.  For this reason, the 
CETM model will be used only to give a broad indication of the possible magnitude of the 
economic impacts of the agreement on services, for comparison with other estimates available 
in the literature. 
 
Econometric Estimation 
 
Whereas CGE models assume a interdependent system of economic relationships which are 
used to simulate market responses to a policy simulation (‘shock’), econometric  analysis uses 
observed data to identify causal relationships.  By assuming these relationships remain 
constant over time, they can be used to predict the impact of a policy intervention.  
  
The gravity model has been widely used in trade policy analysis. Despite early criticism of the 
original application of the gravity model in terms of its lack of theoretical underpinning, 
recent developments in trade theory have strengthened the theoretical basis for the gravity 
model, confirming its usefulness in empirical testing of bilateral trade flows (Baldwin and 
Taglioni, 2006). Standard gravity models assume that the volume of trade between two 
countries is positively related to the size of these economies as measured by GDP and 
negatively related to the trade costs between them. A number of variables are normally used 
to capture trade costs. These include whether a country is landlocked or an island economy, 
the distance between the exporter and importer, as well as various ‘dummy’ variables that 
indicate whether the country pair belongs to a regional trade agreement, or shares a common 
language, border or colonial heritage with its trade partner. The gravity model approach can 
be used to estimate the impact of policy variables on trade flows. These policy variables can 
include both standard market access variables such as tariffs and non-tariff trade measures, 
and also  ‘behind-the-border’ variables such as regulatory barriers on investment or trade 
facilitation costs. 
 
Econometric   estimation, and the use of the gravity model approach in particular, will be used 
in the Trade SIA to strengthen the assessment of services trade and also issues of trade 
facilitation, investment and public procurement, where CGE modelling has limited 
applicability. 
 
Strategic Environmental Impact Assessment 
 
Strategic Environment Assessment (SEA) provides a methodology for assessing the 
environmental impact of plans, programmes and policies. Rather than a single, fixed 
prescriptive technique, SEA can be thought of as a family of approaches ‘that aim to integrate 
environmental considerations into policies, plans and programmes and evaluate the 
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interlinkages with economic and social considerations’. 3 Originally developed for application 
in advanced OECD economies, SEA is increasingly being used in the context of developing 
countries and development cooperation. 
 
Poverty and Social Impact Assessment 
 
Poverty and social impact assessment refers to the analysis of the distributional impact of 
policy reforms on the well–being or welfare of different stakeholder groups, with a particular 
focus on the poor and on gender issues.  PSIA is used in ex ante assessment of potential 
impacts and is also used to monitor poverty and social outcomes and impacts of policy 
changes.4  PSIA involves using a range of tools and techniques which are selected on the 
basis of the nature of the policy change, the timeframe for the analysis, the information and 
data availability, and the resources available. 
 
The results of PSIA analysis are particularly valuable in informing the discussion of potential 
mitigation measures and the identification of practical and feasible policy options. 
 
�

                                                 
3 See (OECD, 2006) for a detailed guidance on the application of SEA in developing countries. 
4 See World Bank (2003) for a discussion on the techniques used in PSIA 
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���� THE   EC – MERCOSUR ASSOCIATION AGREEMENT  
 
3.1 The EU - Mercosur Association Agreement Trade Negotiations 
 
The European Union has long established cultural, political and economic links with countries 
in Latin America and has, ever since the 1960’s, launched a series of political and trade 
initiatives as well as cooperation agreements with countries in the region. Furthermore, the 
EU has sought to support newly established democracies and has favoured the strengthening 
of regional integration schemes.  One year after the establishment of Mercosur in 1992, the 
European Commission signed an Inter-institutional Agreement with Mercosur to provide 
technical and institutional support to the fledging structures of Mercosur (Giordano, 2003).  A 
major step towards the beginning of official trade negotiations occurred in December 1995. 
On the same day, when Mercosur officially converted itself from a free trade area to a 
customs union, EU and Mercosur signed the EU-Mercosur Interregional Framework for 
Cooperation Agreement.  The agreement was based on three pillars: political dialogue, 
cooperation and trade issues. Its objective was to create a framework for negotiations on an 
Interregional Association Agreement which should include full liberalization of trade in 
goods and services in conformity with WTO rules, enhanced form of co-operation and 
strengthened political dialogue.  
 
Negotiations for an EU-Mercosur Association Agreement were launched at the Rio Summit, 
in June 1999 and cover the full range of trade-related areas: trade in goods and services; 
sanitary and phytosanitary measures; the liberalization of capital movements; opening up 
government procurement markets for goods, services, and public works; competition policies; 
intellectual property rights; and dispute settlement (IADB, 2006). 
 
The trade chapter negotiations  are governed by three main principles (EC, 2006b): 

1) A region to region approach, which constitutes the basis of discussions on all 
regulatory areas; 

2) The agreement should be comprehensive and balanced, going beyond the respective 
obligations in WTO. No sector should be excluded, while taking account of product 
sensitivities; 

3) The agreement should constitute a single undertaking, implemented by the parties as 
an indivisible whole. 

 
The EU – Mercosur Bi-regional Negotiation comity (BNC) is the main forum for negotiation, 
and its work is complemented by other institutional mechanisms such as the sub-committee 
on Cooperation and three Technical groups on trade. The first round was held in April, 2000. 
Since than, seventeen negotiation rounds have taken place. 
 
By the time of the thirteenth round in May 2004 there was agreement on the whole text of the 
cooperation chapter. Cooperation is to cover a wide range of topics, including standards, 
services, investment, energy, transport, science and technology, customs, competition, 
agriculture, and fisheries (IADB, 2006).  During that ministerial meeting substantial progress 
was made also with the trade chapters which allowed both parties to realistically envisage 
conclusion of negotiations by October 2004. In that month, however, a trade negotiators’ 
meeting at ministerial level decided that the offers on the table were insufficiently ambitious, 
especially in agricultural and service sectors, and negotiations entered something of an 
impasse.  
 
Following a number of technical contacts in 2005 to discuss the ways to re-engage the 
process, both sides exchanged in early 2006 non-papers with proposals for further 
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negotiations. They also regularly met, for instance at the EU-Mercosur Ministerial meeting in 
Vienna, Austria, in May 2006, and during a trade coordinators' meeting in Rio, Brazil, in 
November 2006.  In conclusion, since 2004, discussions have continued mostly at the 
technical level, but no new negotiating offers have been exchanged and the discussions are 
currently at a standstill.  
 
The EU and Mercosur negotiators will take stock of the negotiations at the EU-Latin America 
Summit that will take place in April 2008 in Lima, Peru.  Both sides, however, agree that 
concluding EU-Mercosur Association Agreement negotiations is very difficult, if not 
undesirable, before the outcomes of the Doha Round are known.  
 
Nevertheless, there is a continued interest in both parties in reaching agreement on the trade 
negotiations. The EU’s recently published trade strategy (EC, 2006a) identifies Mercosur as 
one of the priority areas for Europe’s regional trade negotiations, based on the size of the 
Mercosur market and the potential for stimulating inter-regional trade flows by removing 
market access obstacles.  
 
Negotiations in the Agricultural Sector 
 
The agriculture sector is one of the sources of the current stalemate in EU – Mercosur 
negotiations. The EU is a net importer of agricultural products from Mercosur, which has a 
clear comparative advantage in exporting low priced agricultural products to the EU market. 
The main points of divergence between the two parties are related to market access. (Kutas, 
2005). Mercosur requests faster and more comprehensive tariff reduction and higher in-quota 
quantities as it wishes to increases production and exports to the EU. Table 4 shows the last 
official agriculture sector liberalization offer proposed by the EU, in September 2004. The EU 
offered full tariff reduction on 60% of EU agricultural tariff lines implemented over a 10 year 
period. 31% of the tariff lines would be liberalized immediately after the signing of the 
agreement, however the majority of products included in this category already enjoy duty free 
access to the EU market. Progressive liberalization is foreseen for about 29% of the tariff 
lines, with implementation periods of 4, 7, and 10 years, corresponding to categories B, C, 
and D, respectively.  A high proportion of fruit, plants and food preparation products are 
included in the last category. The remaining 40% of the agricultural tariff will, either be 
excluded from the agreement (Category E – 20% of agricultural tariff lines), or a scheme of 
preferential TRQ will be imposed or extended. The excluded products include  sugar, live 
animals,  wines, some fresh and prepared fruits and vegetables and  diary products.  
 
Table 4: Latest EU agricultural offer – September 2004 
 
 Number of tariff 

lines 
% of tariff line 

Category A 
Category B (full liberalization after 4 years) 
Category C (full liberalization after 7 years) 
Category D (full liberalization after 10 years) 
Tariff Rate Quotas 
Preferential Tariff (between 20%-25%) 
Preferential Tariff (between 20%-25%) 
Category E (excluded from the Agreement) 

665 
121 
188 
311 
231 
106 
94 
429 

31 
6 
9 
14 
11 
5 
4 
20 

Source: Kutas, 2005 
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Divergent proposals on the quantities of TRQ are some of the biggest obstacles in the 
successful closure of the agriculture chapter in the Interregional Association Agreement. 
Mercosur requests enhancement of quotas offered for selected products, implementation of 
quotas in the first year of the agreement, elimination of in-quota tariffs and a reduction of 
over-quota tariffs. The EU has proposed a gradual implementation of TRQ over a 10 year 
period. 
 
Negotiations on Service Sector Liberalization  
 
The service sector is the EU’s main offensive interest within the EU-Mercosur bilateral 
negotiations. The EU is the main exporter of services in the world with export value at US$ 
823 billion. The competitiveness of EU in services is greater than that of Mercosur along 
almost the entire range of sectors. The EU-Mercosur bilateral negotiation on reciprocal 
liberalization of trade in services began when the EU presented, in July 2001, the first draft of 
the proposal on Services Chapters (Pena, 2005). By 2003, both parties had agreed on the 
methods and modalities of the agreement. The objective of the agreement was to achieve a 
‘comprehensive and balanced level of liberalization in service with substantial sectoral 
coverage that strengthens transparency between stakeholders and is in concordance with the 
existing GATS commitments’. Both parties have adopted GATS commitments as a starting 
point for bilateral discussions, hence only service liberalization that goes beyond the existing 
GATS framework would constitute preferential access at the bilateral level.  
 
Table 5 compares GATS commitments of EU and Mercosur with those offered in the 
framework of bilateral negotiations. The latest proposals on services sector liberalization do 
not include a significant number of GATS-plus sectors.  The EU offered liberalization of 20 
sub-sectors that were not included in initial offer presented at the WTO. 
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Table 5: Comparison of specific commitments in different Service Liberalization scenarios 
 
  

Argentina Brazil Paraguay Uruguay  EU 
Sector 

UR Doha M/EU UR Doha M/EU UR Doha M/EU UR Doha M/EU UR Doha M/EU 
1. BUSINESS SERVICE 16 16 25 10 19 20 0 1 7 14 19 30 43 43 43 

A. Professional Service 4 4 7 4 5 6  1 1   11 11 10 10 
B. Computer Related S. 5 5 5   1   1 5 5 1 5 5 5 
C. Research and 

Development Serv. 
            3 3 3 

D. Real Estate Serv.          1 1  2 2 2 
E. Rental/Leasing Serv.          3 3  4 4 5 
F. Other Business Serv 7 7 13 6 14 13   5 5 10 18 18 19 20 

2. COMMUNICATION S. 15* 15* 15* 1 1 9   13 1 1 13 12* 14* 14* 
3. CONSTRUCTION AND 
RELATED ENGENEERING 

4 4 5 4 5 5      5 5 5 5 

4. DISTRIBUTION SERV. 3 3 3 3 4 4   3   4 4 4 4 
5. EDUCATIONAL SERV.         1    4 4 5 
6. ENVIRONMENTAL S.   1   4   4   4 4* 7* 7* 
7. FINANCIAL SERVICES 20 20 21 11* 11* 35* 5 5 10 3* 3* 26* 22 22 22 
8. HEALTH RELATED AND 
SOCIAL SERVICES 

        1    3 3 4 

9.TOURSIM & RELATED S. 3 3 4 1 3 3  3 3 3 3 3 3 3 4 
10. RECREATION AND 
CULTURE RELATED S.  

  1  1 1    1 1 1 4 4 4 

11. TRANSPORT SERV.   10 5* 5* 12*   3 1 1 10 11 20 35 
12. OTHER SERVICES nes             4 4 4 
SECTORAL COVEREGE 61 61 85 35 49 93 5 9 45 23 28 96 119 133 153 
UR: Uruguay Round Doha: Initial offers presented in Doha Negotiations M/EU: offers presented at the bilateral process 
* Aware that the countries did not undertake their commitments according to the classification of W/120, thus comparison can not be made between commitments  of various 
countries.  
Source: Pena, 2005
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Of these sectors 15 belong to the transport service sectors and the rest are spread out among 
health services, tourism services, educational and business services. All of these sector offers 
have been undertaken with limitations (Pena, 2005). Mercosur’s offer in the service sector has 
incorporated more ‘new’ sectors compared with GATS commitments but given the fact that 
there is no free provision of services between Mercosur member countries this offer is less 
attractive that it would have been with the free circulation of services in place (Pena, 2005). 
Argentina offered a limited number of additional subsectors corresponding to professional 
services, environmental services, tourism services, greater coverage of construction services, 
the establishment, without limitation of insurance companies and commitments for news 
agency services and air transport services. Brazil, in addition to Uruguay Round 
commitments, has offered some new services in professional sector, environmental services, 
telecommunication, financial services and transport services. The offer presented by Paraguay 
contains a significant amount of ‘new’ service subsectors. These belong to business services, 
distribution services, computer services, environmental services and tourism services. Finally, 
Uruguay has presented a broad offer in relation to coverage with 10 sectors at bilateral 
negotiations as opposed to 6 at Doha (Pena, 2005).5 
 
In terms of conflicting areas in service liberalization, there were particular differences in 
maritime, financial and telecommunication, investment, government procurement. The EU 
requested agreement to take part in maritime transport, and to take part in tenders for 
government procurement. With regards to the last point, Mercosur only accepted to grant this 
facility to companies that were already installed in the region (INTAL, 2004).  Furthermore, 
the EU requested the possibility of selling cross-border service without the need for the 
company to be established in the country in which it would be providing the service.  The EU  
also argued for the inclusion of ‘profession services’ in the agreement, which would allow the 
transfer of skilled labour from Europe to the affiliates of European companies located in 
Mercosur. The EU also focused on sectors considered sensitive by Mercosur, such as mining 
(including the extraction of oil and gas), financial services, telecommunications, 
environmental services (including water and sewage) cabotage and fisheries (INTAL, 2004).    
 
Non-Agriculture Market Access (NAMA) Negotiation 
 
There are sectoral imbalances with regards to export composition with  over 50% of Mercosur 
exports in ‘food and raw agricultural products’, whereas EU exports are concentrated on 
manufactured goods. These sharp asymmetries give rise to significant differences in 
negotiation positions. Successful completion of negotiations on non-agricultural market 
access will be heavily dependent on the progress in negotiations on agricultural issues. 
Furthermore, the EU calls for free circulation of goods within the two blocks which imposes a 
series of challenges for the consolidation of Mercosur’s regional integration (Rios and Doctor, 
2004).  
 
The offers on trade liberalization in manufactured goods, from both the EU and Mercosur, 
have included over 90% of tariff lines. The main conflicting issues were: tariff liberalization 
timetables, the inclusion/exclusion of some sensitive sectors, degree of special and differential 

                                                 
5 Summarizing the proposals, Pena (2005) argues  that the value of the Mercosur offer is concentrated in the 
value of the Brazilian contribution, especially in telecommunications and financial services. The Brazilian offer, 
however, presents significant shortcomings due to the fact that liberalization in the telecommunication sector is 
still conditioned by principles and disciplines that would be negotiated for the sector whereas financial sector 
liberalization is subject to (discretional) presidential authorization.  
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treatment, the extent of reciprocity, protection for infant industries and a possibility of 
applying drawbacks and safeguard. The inclusion of these trade restriction mechanisms in the 
bilateral agreement is opposed by the EU side.  
 
The EU offered immediate tariff reduction on 58% of Mercosur exports (which have already 
been liberalized as a result of the multilateral negotiations), 35% at ten years, 1.2% through 
fixed preferences and 5% thought quotas (in the latter two it included many agricultural 
products and foodstuffs) (INTAL, 2006). The Mercosur proposal offered immediate 
liberalization of European imports 11% of EU exports and on 61.3% at 10 year, with 
preferences and quotas for another 18% of goods.  10% of imports from the EU would be left 
out of the agreement (INTAL, 2006).  
   
In the case of specific industries, the EU expected Mercosur to make a significant 
improvement in its offer especially on industrialized good such as footwear, textiles, vehicle 
parts and ferrous and non-ferrous metals.  Mercosur, on its part, insisted on adoption of a 
system of quotas for imports of products from the industrial sector such: automobiles, and 
vehicle parts, wines, information technology and telecommunication products and capital 
goods (INTAL, 2005).    
 
Furthermore, the EU proposal anticipated the possibility that some sectors – pharmaceutical, 
steel, construction equipment, agricultural machinery, furniture, toys would have tariffs 
eliminated immediately on both sides. Mercosur rejected this on the grounds that many of 
these sectors are considered sensitive, especially for Brazil (INTAL, 2005).  
 
Other Measures/Singapore Issues 
 
The “bloc to bloc” negotiations for the EU-Mercosur Association Agreement require the 
consolidation of an internal consensus prior to an external one. There are, however, a number 
of difficulties related to the incomplete nature of the Mercosur customs union, including, non 
– harmonized intra-regional customs clearing procedures, double incidence and exceptions to 
the CET and differing rules of origin. The most recent EU negotiation position underscores 
adequate trade facilitation and regional integration in Mercosur, to guarantee free circulation 
to EU operators or products of EU origin, as one of the key priorities in the negotiations. This 
position has 5 different facets: (1) No double imposition of duties for products of EU origin; 
(2) Minimum customs requirements which includes  harmonisation of customs procedures for 
EU goods; (3) Industrial products’ regulations which includes free circulation for industrial 
goods and elimination of non-tariff barriers, (4) Intra-Mercosur harmonization of sanitary and 
phytosanitary standards (5) Intra-Mercosur free circulation of services. 
 
On government procurement, the EU seeks an offer providing clear indications on the scope 
of procurement open to EU bidders at the end of a given period, remaining preferences and 
proposed excluded contracts. According to the EU negotiators the offer should cover the main 
government contracts of interest to the EU, including the utilities sectors of water, transport 
and energy. The EU acknowledges that price preference can be applied for Mercosur 
suppliers but such price preference should progressively decrease over a specified number of 
years. 
 
On the issue of national treatment of investment, the key outstanding issues refer to Brazilian 
horizontal restrictions on incentives, regional policy, technological development, and sectoral 
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restrictions to agrarian reform. The EU expects national treatment for pre-and post-
investment.  
 
The parties should award protection to geographical names of quality products of the other 
party. The EU would expect a further reinforcement of existing legislation in Mercosur 
countries so as to ensure protection of EU geographical indications against any commercial 
use which exploits the name and reputation of a protected name, including the gradual 
phasing-out of the use in common customary language (generic use) of a protected name. The 
EU pressures for greater protection of geographical indications which reflects the concern that 
many of the protected names, such as Bordeaux, Champagne or Porto, originating from EU, 
have been used by Mercosur producers. The EU proposal suggests eliminating the exceptions 
(generic, semi-generic, homonyms and trademarks) made by the TRIPS agreement on wines 
and spirits and to extend this level of protection to other products such as cheese and ham 
(Jank, 2004). These exceptions in TRIPS allow applying names that have become common 
(or “generic”) terms and also allow terms that have already been registered as a trademark. 
However, TRIPS agreement has been incorporated into the legislation of the four Mercosur 
countries. The exceptions constitute, therefore a property right granted by law. The 
cancellation of trademarks will create a legal problem in Mercosur because trademark holders 
have a private right granted by law (Jank, 2004). 
 
3.2 EU – Mercosur Trade and Investment Flows 
 
Trade Flows  
 
In recent years Mercosur’s trade flows recorded record levels for both exports and imports 
and a positive trade balance. In 2006, the most recent year for which full year data are 
available, Mercosur’s total exports and imports stood at $190 billion and $135 billion, 
respectively. This represented a 16% increase from the previous year with regards to exports 
and 23% increase of imports. 2006 was, however, the first year for the past 6 years that the 
trade balance has decrease but still remains large at $60 billion. This is attributed to an 
increased import demand as GDP growth of the Mercosur in 2006 was almost 5%.   
 
An analysis of Mercosur countries’ trade flows with external partners (Table 6) shows that the 
EU is Mercosur’s largest trade partner but trade growth dynamism is much greater with other 
partners especially from South America and the Asia and Pacific Region. These changes in 
composition of Mercosur’s exports reflect the steep GDP growth rate of Latin American and 
Asian Partners, whereas the demand from most traditional markets such as European Union 
and NAFTA has developed more slowly than the rest of the world. Although EU’s share of 
Mercosur’s extra-bloc exports has declined over the last decade, European Union remains 
Mercosur’s main trading partner, accounting for nearly 25% of total exports in 2006, followed 
by the NAFTA, and in particular the USA which represents 20% of exports.  In terms of 
Mercosur’s imports (bottom part of Table 6) EU remains the largest sole exporter to the 
region but as in the case of export, import show greater dynamism with countries with Latin 
America and Asia and the Pacific. As the result the share of EU imports in Mercosur’s total 
imports have declined from 34% in 1998 to 24% in 2006. In 2006, there was a 4% increase in 
the share of Mercosur imports coming from the Asia and the Pacific as that region became the 
main supplier of exports to Mercosur. This can be attributed to an incremental leap in imports 
coming from China as demand for imports coming from this country increased by 40% over 
the previous year (INTAL, 2007).       
 



SIA of Mercosur Negotiations – Inception Report page  21 

Table 6: Mercosur’s Extra Block Trade (Import and Export)   
 

Exports 1998 1999 2000 2001 2002 2003 2004 2005 2006 
Asia & Pacific* 16.5 16.5 15.7 16.5 17.7 20.3 19.2 19.6 19.4 

EU25 33.3 33.0 30.6 28.0 26.9 27.1 26.6 24.4 24.6 
LAC (exc. Mercosur and Mexico) 15.8 13.8 14.9 15.3 14.4 13.3 14.7 16.0 17.4 

MENA 6.0 5.4 4.8 6.0 6.1 5.7 6.3 6.0 6.4 
NAFTA 22.8 26.3 29.1 28.3 28.7 27.1 26.5 25.4 23.3 

Non EU Europe and CIS 3.4 3.2 2.9 3.6 3.6 4.0 4.0 4.9 5.4 
Sub Saharan Africa 2.2 2.0 1.9 2.4 2.7 2.4 2.8 3.6 3.5 

Imports 1998 1999 2000 2001 2002 2003 2004 2005 2006 
Asia & Pacific 18.8 17.7 20.1 20.4 20.5 23.0 24.3 26.9 30.9 

EU 35.5 36.1 30.9 31.9 32.4 30.5 28.2 27.4 24.4 
LAC (exc. Mercosur and Mexico) 6.6 6.9 7.9 6.7 6.4 6.3 6.6 7.5 8.6 

MENA 2.5 3.2 4.4 3.8 4.8 5.2 6.0 6.1 5.2 
NAFTA 31.6 30.7 30.6 29.9 28.3 26.0 24.3 23.4 21.8 

Non EU Europe and CIS 3.2 3.2 3.6 3.7 4.5 5.3 5.1 4.3 3.9 
Sub Saharan Africa 1.8 2.1 2.5 3.6 3.1 3.7 5.5 4.3 5.2 

Source: Comtrade; *- Excludes Middle East and Commonwealth of Independent States 
 
The EU-Mercosur trade relations are characterized by sharp asymmetries. Although the EU 
continues to be a strategic trade partner for the Mercosur economies, the Southern Cone 
countries exports constitute only 2.4 % of EU imports and 1.7 of EU imports in 2006.     
 
As in the case of Mercosur’s total trade, Mercosur trade with the EU has reached record levels 
in the past years (Figure 3). In 2006, bilateral trade was $66.3 billion, with exports being 
$39.5 billion, up by 14.9% from 2005 and imports were $26.7 billion, up by 13.1% from the 
previous year. Historically, Mercosur economies have experience trade deficits with the EU. 
This trend has, however, been reversed in 2002, since when Mercosur has had increasing 
trade surpluses with the EU. In 2006, this surplus exceeded  $12 billion.  Much of this trade 
surplus is accounted for by agricultural sector trade. In 2006, Mercosur’s agricultural exports 
to the EU were worth $19.5 billion and imports amounted to only $1.05 billion. In contrast, 
Mercosur’s exports of manufactured goods were nearly $13 billion with imports of 
manufactured goods from Europe amounting to $24.4 billion.  
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Figure 3: EU – Mercosur Total Trade (1996–2006) 
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Table 7 shows the top ten EU exporters to and importer from Mercosur, in 2006. Netherlands 
and Germany are main countries of destination of Mercosur exports with both accounting for 
around 18% of total EU exports from the region. Top 8 European countries comprise nearly 
90% of total imports from Mercosur among which are all big EU countries such as Italy, 
Spain, UK and France. With regards to European Union’s exports to Mercosur (right part of 
Table 7) German exports comprised nearly a third of EU’s total exports to the region.  As in 
the case of imports top 8 European exporters comprise nearly 90% of total EU exports to 
Mercosur. In 2006, Brazil accounted for  74% of Mercosur trade with the EU, while 
Argentina accounts for 22%, Uruguay for 2.3% and Paraguay for 1%. 
 
Table 7: Top ten EU exporters and importers form Mercosur (2006) 
 

  Country  Exports % share Country  Imports  
% 

share 
1 Netherlands 7,293,852 18.4 Germany 8,286,390 31.0 
2 Germany 7,174,409 18.1 France 3,877,484 14.5 
3 Italy 5,063,465 12.8 Italy 3,584,110 13.4 
4 Spain 4,374,210 11.1 Spain 2,120,916 7.9 

5 
United 
Kingdom 3,389,220 8.6 United Kingdom 1,882,234 7.0 

6 France 3,339,592 8.4 Sweden 1,261,698 4.7 
7 Belgium 3,319,335 8.4 Belgium 1,205,800 4.5 
8 Portugal 1,561,785 3.9 Netherlands 1,025,269 3.8 
9 Poland 645,163 1.6 Finland 629,745 2.4 
10 Finland 611,419 1.5 Austria 601,353 2.2 
Source: Comtrade 

 
The composition of Mercosur exports to the EU are different from the composition of exports 
to the rest of the world. Agricultural Commodities and Crude Materials  comprise 57.6% of 
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exports to the EU but only 38.4% of exports to the rest of the world. In contrast, Mercosur’s 
main exports to the world fall in the Manufactures and Machinery category which, in 2006, 
amounted to 40.2% of total exports (Table 8).   
 
Table 8: Composition of Mercosur exports, 2000–2006 (%) 
 

  
Agricultural 

& Food 
Crude 

Materials 
Material 

Fuels 
Oils Chemicals Manufactures 

  2000 2006 2000 2006 2000 2006 2000 2006 2000 2006 2000 2006 
World 23.9 23.7 13.0 14.7 6.6 9.2 2.6 2.8 6.6 6.9 45.1 40.2 
Asia & 
Pacific 22.6 20.8 30.7 39.6 1.0 8.8 11.5 7.6 4.6 3.3 29.6 20.0 
EU25 37.7 35.8 22.0 21.8 0.5 3.6 0.7 2.4 3.8 5.0 34.7 31.2 
LAC* 15.5 13.6 3.7 3.0 18.3 15.8 3.0 2.4 12.2 11.3 47.1 53.8 
MENA 57.0 57.4 12.4 11.9 0.7 0.3 16.2 9.0 1.3 0.8 12.5 20.6 
NAFTA 11.6 11.0 6.5 6.5 7.9 11.0 0.3 0.3 5.0 7.5 66.9 61.8 
Europe & 
CIS 43.0 62.8 20.2 11.8 0.0 0.1 2.7 2.2 2.9 1.9 28.9 15.1 
SSA 37.8 36.7 5.3 2.8 2.1 13.2 6.9 5.1 8.2 5.9 37.4 36.3 

Source: Comtrade; *- Excludes Middle East and Commonwealth of Independent States; ** - excludes Mexico 
and Mercosur 
 
Mercosur’s export portfolio is fairly diversified, but with wide variation across countries. 
More than 50% of Brazil’s exports are composed of industrial goods, but this percentage 
decreases to 14.6% for Paraguay. Crude materials and fuels account for 34% of Paraguay’s 
exports, while this sector only represents 11.6% of Uruguay sales to the world. Agricultural 
raw materials and food account for 48.4% of Uruguay’s exports, 42.9% for Argentina, 34% 
for Paraguay and 22.7% for Brazil.6 
 
In 2006, Mercosur’s imports from the EU consisted mostly of Machinery and Manufactured 
Goods with 68.5% of total imports and of Chemicals & Pharmaceuticals with 24.8% of total 
imports (Table 9). Together these two categories comprised 93.3% of Mercosur’s total 
imports from EU. This pattern is fairly constant over time and is similar to the one with 
NAFTA or the Asia and the Pacific Region.      
 
Table 9: Composition of Mercosur imports, 2000–2006 (%) 
 

  
Agricultural 

& Food 
Crude 

Materials 
Material 

Fuels 
Oils Chemicals 

& Pharmac. 
Manufactures 

  2000 2006 2000 2006 2000 2006 2000 2006 2000 2006 2000 2006 

World 6.0 3.8 3.1 3.7 11.7 15.4 0.3 0.3 17.7 17.7 60.9 58.9 
Asia & 
Pacific*  1.0 0.7 1.9 2.1 5.5 8.0 0.3 0.3 9.8 9.5 81.5 79.4 
EU25 3.0 2.4 1.3 1.4 2.5 2.3 0.4 0.6 22.0 24.8 70.5 68.5 

LAC** 16.6 8.7 8.1 16.4 34.7 32.6 0.3 0.1 9.3 8.6 30.9 33.6 
MENA 0.4 0.7 1.3 2.0 92.6 88.5 0.3 0.0 4.3 7.5 1.1 1.4 
NAFTA 1.7 1.0 2.9 2.9 2.7 6.8 0.1 0.0 23.6 27.3 69.0 61.8 

Europe & 
CIS 6.4 5.3 2.3 1.5 9.7 9.9 0.5 0.0 50.1 49.2 31.0 34.2 

                                                 
6 Source INTAL, 2005: Data for 2004 
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SSA 3.4 0.9 7.4 1.4 74.2 89.8 0.0 0.0 4.2 1.7 10.8 6.2 
Source: Comtrade; *- Excludes Middle East and Commonwealth of Independent States; ** - excludes Mexico 
and Mercosur 
 
 
Mercosur countries are major producers and net-exporters of agro-food products. In 2003, 
Brazil ranked third in the top-10 list of agro-exporters and Argentina ranked seventh. Both 
countries are also the second and third EU providers of agricultural products, behind the US. 
The agricultural sector is a key component of Mercosur economies. In all the member states, 
agriculture accounts for more than 10% of GDP. Mercosur exports of agricultural products 
are diversified. Table 10 shows that the most important products exported by Mercosur are: 
soybeans and soy products, bovine and poultry meats and preparations, sugar, fruits juices, 
coffee, corn, wheat, tobacco, fruits and vegetables (fresh and prepared). 
 
Table 10: Value and destination of Mercosur agricultural exports (2004) 
 World 

($USm) 
Share of 

Mercosur  
total 

agricultural 
exports (%) 

Asia 
(%) 

EU 15 
(%) 

Mercosur 
(%) 

North 
America 

(%) 

Other 
(%) 

Beverages/Spirits 824 1.8 27 23 8 20 22 
Bovine Meat/Preparations 4343 9.3 14 35 2 17 32 
Coffee 1759 3.8 12 56 2 20 10 
Corn 1825 3.9 42 19 3 0 36 
Dairy products/Bird’s eggs/natural honey 1014 2.2 12 16 10 9 53 
Poultry meat/preparation 2875 6.2 58 7 8 6 21 
Soybeans/soya products 18665 40 49 24 0 1 25 
Sugar 2707 5.8 1 1 80 1 17 
Swine meat/preparation 745 1.6 44 37 3 1 15 
Tobacco 1666 3.6 33 2 1 7 58 
Vegetables/fruits (fresh and preparation) 1456 3.1 15 4 7 0 74 
Fruit juices 1657 3.5 23 33 4 16 24 
Wheat 1613 3.5 2 44 21 16 17 
Other agricultural products 5565 11.9 11 63 0 20 5 
TOTAL AGRICULTURE 46714 100      
Source: COMTRADE 

 
Foreign Direct Investments in Mercosur  
 
2006 marked a significant shift in the pattern of FDI in Mercosur economies. Due to record 
levels of outward FDI, for the first time Mercosur saw a positive net balance of foreign 
investments which accounted to $5.1 billion (Table 11). The increase in outward FDI in 
recent years is largely attributable to a small number of large transactions originating in 
particular sectors and enterprises in Brazil. In 2006, significant transactions included the 
acquisition of the Canadian mining company Inco by the Brazilian firm CVRD which itself 
accounted for $16.7 billion of the $28.2 billion of total Brazilian investments abroad.  
Furthermore it should be stressed that Argentina and Uruguay have, in recent years, become 
two of the main destinations of Brazilian FDI flows (INTAL, 2008).   
 
In 2006, inward foreign investments in Mercosur stood at $25.1 billion, which was the highest 
level since 2000 (Table 11). The inflows of FDI to Mercosur have fallen since 2001 for two 
main reasons: firstly, privatisation plans were largely completed, and secondly, the economic 
crisis in Argentina provoked uncertainty among investors. The liberalisation process of the 
Mercosur economies during the 1990s fostered the adoption of measures to promote the 
attraction of foreign direct investment (FDI). During this period, many public enterprises have 
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been privatised and foreign firms have invested heavily in the region. Between 1997 and the 
year 2001, inward FDI in Mercosur averaged $38.1 billion which then declined  to just over 
$10 billion in 2003-04.  
 
Table 11: Mercosur FDI 
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The EU is the biggest investor in Mercosur. In 2006, EU’s net FDI to the region amounted to 
just over $9 billion7 (Table 12). Due to strong cultural and historic links with South America, 
the main EU investor in the region is Spain which in 2006 had a positive net balance of 
foreign direct investments with Mercosur of over $3.5 billion. In recent years the UK emerged 
as the second biggest EU investor in the region with net FDI of nearly $2 billion. Other big 
EU economies such as France, Germany or Netherlands had net FDI to Mercosur, exceeding 
$1 billion.     
 
Table 12: EU net FDI in Mercosur, Selected Countries, 2006 
 
  Mercosur Argentina Brazil Uruguay  

EU 9167.6* 2003.3 6579.3 585  

Belgium  219.7** 41.6 178.1 C***  

Denmark 55.9** 78 -22.1 C***  

France 1110.2* -9.1 1097.2 22.1  

Germany  1518.4* 204.1 1294.8 19.5  

Italy  226.2* 53.3 163.8 9.1  

Luxembourg  197.6* 0 196.3 1.3  

Netherlands  1016.6** 0 1016.6 C***  

Spain 3556.8* 1114.1 2364.7 78  

Sweden  -11.7* 57.2 -110.5 41.6  

UK 1994.2** 1315.6 678.6 C***  
      

                                                 
7 Excluding Paraguay 
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Source: Eurostat; * - Excludes Paraguay; **- Excludes Uruguay and Paraguay; ***- Confidential 
(undisclosed)  

 
Looking at the composition of EU’s FDI to Mercosur indicates that it is located in  areas as 
diverse as telecoms, energy, financial services, the automotive industry, the agro industry and 
the retailing sector.  
 
The concentration of FDI in services is particularly strong in the Mercosur region. In Brazil, 
between 1997 and 2000, over 81 percent of all FDI inflows were to the services sector. A 
large part of these investments were made by European firms, and in particular, Spanish 
investors. However, with the deterioration in the global economic situation and the corporate 
credit retrenchment, this pattern changed: in the early years of the new decade, less than 60 
percent of FDI inflows were undertaken in services, while the share of FDI in manufacturing 
rose to 35 percent in the same period. In fact by 2005, net EU’s FDI in manufacturing were 
$2.9 billion and $2.75 billion in services. The share of FDI in other areas of economic activity 
is negligible. In agricultural and fishing net EU’s FDI in Mercosur was only 4 million and in 
extraction of petroleum and gas the net FDI was actually negative and stood at - $98 million.    
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4. FINAL OVERVIEW INCEPTION REPORT  
 
4.1   The Phase 1 Preliminary Overview SIA and Sector Studies 
 
The first phase of the EU-Mercosur Trade SIA was completed in November 2007. This phase 
had two components: 

� an updated Overall Preliminary Trade SIA  
� Three Trade SIA sector studies for Automobiles, Agriculture and Forests 

 
The aim of the preliminary overview study was to provide a first identification of the key 
sustainability issues and most potentially affected social groups and geographical areas  and to 
propose a set of sector studies for study in the next phase of the contract, to be agreed in  
consultation with the Commission and Civil Society. 
 
The aim of each of the three sector studies was to provide an analysis of the expected 
significance of the social, economic and environmental impacts for the sector, and to propose 
preventive as well as flanking measures or other adjustments that would prove effective in 
tackling any adverse impacts of liberalisation and/or promoting it positive impacts in these 
three sectors. 
 
In Phase 2, the findings of both the preliminary Overall SIA and the three sector studies will 
be incorporated into the Final Overview EC-Mercosur Trade SIA. Similarly, the key 
sustainability issues and potentially affected social groups and geographical areas identified in 
the Phase 1 preliminary Overall SIA will be studied in depth in Phase 2. 
 
4.2  Key Findings and Recommendations8 
 
The preliminary overall SIA analysed the impacts of a postulated trade liberalisation scenario 
for four components of an EU-Mercosur trade agreement: agriculture sector, industrial goods 
sector, services and rules related measures (investment, trade facilitation and government 
procurement). 
 
The assessment was based on a range of evidence, including the results of CGE modelling of 
EU- Mercosur trade liberalisation, econometric analysis, literature analysis and case studies, 
expert opinion and the views of key stakeholders.  
 
For the Mercosur countries, the CGE model predicts that full liberalisation would  lead to 
static economic welfare gains of the order of 0.5% GDP in Argentina, 1.5% in Brazil and 
2.1% in Uruguay and perhaps up to 10% of GDP in Paraguay. Most of the static welfare gains 
in each of the Mercosur countries comes from goods liberalisation, with a smaller 
contribution from liberalising cross-border trade in services. There are also significant 
potential gains from trade facilitation measures, but these cannot be modelled with any 
certainty. The sectoral changes indicated by the model are generally in the opposite direction 
to those in the EU, and again are larger. The agriculture and processed foods sectors are 
expected to expand, while textiles and clothing, wood, pulp and paper, chemicals, metals, 
motor vehicles, transport equipment (except for Argentina) and machinery are all expected to 

                                                 
8 This section summarises the key findings and recommendations from the phase 1 Preliminary Overall Trade 
SIA.  The findings and proposed flanking measures for the three sector studies (automobiles, forests and 
agriculture) are presented in Annex 1. 
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decline. Output is also predicted to decline for financial services, utilities (except Uruguay) 
and business services.  
 
Economic gains are expected to increase in the long term in the Mercosur countries.  The 
exposure to competition is expected to induce efficiency and productivity gains, and the 
opportunities for new investment and prospects of higher rates of return is likely to attract 
foreign and domestic investment, depending on the other factors which affect the investment 
climate. However, the pace of liberalisation and the adoption of complementary supply side 
measures will affect the size of the gains associated with investment and productivity growth.  
 
The study identifies  social impacts in Mercosur that are beneficial in the short term as well as 
the long term, and others that may be adverse unless effective mitigating action is taken. The 
potential negative impacts include potential employment losses in parts of the manufacturing 
sector and deterioration in decent work standards in some parts of the rural agricultural sector. 
Gender impacts are expected to be mixed and relatively small. 
 
Both positive and negative environmental impacts are expected. The main impacts that have 
been identified are (i) opportunities for improved environmental services, subject to continued 
state support and effective regulation (ii) risk of  increased water pollution, requiring stronger 
regulation (iii) a potentially significant adverse impact on biodiversity, exacerbated by 
increased demand in Europe for biofuels, particularly from Brazil.  Less significant impacts 
that are identified include potential degradation of resource stocks of water and soils, air 
pollution, spread of plant diseases and threats to animal welfare. 
 
The expected impacts of the proposed trade agreement on climate change are mixed. The 
economic modelling studies indicate a small reduction in greenhouse gas emissions from the 
re-allocation of production between Mercosur and the EU, countered by a larger increase due 
to increased international transport. Efforts to reduce EU emissions through the use of 
biofuels to replace fossil fuels are expected to benefit significantly from a reduction of 
barriers to imports of Mercosur ethanol.  
 
For the EU, the assessment found that the economic impacts are likely to be positive overall. 
The CGE model estimates that full liberalisation would give an economic welfare gain of the 
order of 0.1% of GDP. Additional gains can be expected from dynamic effects whereby 
productivity is enhanced through greater competition and economies of scale. The gains in 
economic welfare are associated with increases in output in some sectors and decreases in 
others. Output of services and manufacturing goods is predicted to increase, while the 
agricultural sector in general and processed foods in particular would contract.  Anticipated 
effects in the EU10 are similar to those in the EU15 but somewhat smaller.  
 
The decrease in production in agriculture and food processing will reduce employment in 
these sectors. If not mitigated by appropriate support programmes or other policy measures, 
this adjustment process may lead to adverse social impacts in particular localities. Both 
positive and negative environmental impacts will arise, associated with the production 
changes. These will be localised and are expected to be small, and not significant in the 
context of an effective regulatory regime. 
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Mitigation and Enhancement Proposals 
 
The aim of flanking measures is to define a package of initiatives to yield the best possible 
outcome, not just in terms of trade liberalisation and economic growth but also of other 
components of sustainable development. Flanking measures are intended to maximise the 
positive impacts of the trade negotiations in question, and to prevent or  reduce any potential 
negative impacts. 
 
A number of proposals for flanking measures are put forward in the report, Recommendations 
are developed for three types of actions: those actions that may be taken within the proposed 
trade agreement; actions by other policy-makers in the EU and Mercosur; actions as part of 
EU development assistance to Mercosur countries. The proposed flanking initiatives are: 
 

• Design a sequenced and differentiated programme of trade liberalisation which will  
mitigate  the potential adjustment costs. 

 
• Consider the establishment of an EU-Mercosur trade adjustment assistance 

programme to mitigate the labour market adjustment effects of EU-Mercosur trade 
liberalisation in Mercosur. 

 
• Prepare a  Regulatory Impact Assessment (RIA) report  on the ‘on-the-border’ and 

‘behind-the-border’ regulations affecting EU-Mercosur trade and investment flows.  
 

• Establish a permanent institutional body with responsibility for monitoring the 
economic, social and environmental impacts of the EU Mercosur agreement.  

 
• The EC and Mercosur countries should seek to incorporate resourcing implications of 

the flanking measures within the 2007-2013 programme of EU-Mercosur development 
cooperation.  

 
• The flanking measures should be agreed as part of the trade agreement, to ensure that 

they function as effective and timely preventative and mitigation measures. 
 
4.3  Priority Issues for Phase 2 Study 
 
The results of the Phase 1 preliminary overall report are intended to help identify the issues 
for further study in Phase 2. This relates to the detailed content and coverage of the Overview 
SIA and the two sector studies that will be completed during the second phase of the 
programme. 
 
The identification of priority areas is based on the likely significance of the sustainability 
impacts as assessed in the Phase 1 report.  Consideration is given to economic, environmental 
and social impacts, both positive and negative.  The greater the likely significance, the more 
necessary a detailed assessment is likely to be.  This is especially so where more than one of 
the three types of impact are likely to be significant, and where these include potentially 
significant negative impacts. 
 
The methodology for identifying priority areas for the Phase 2 studies involved combining 
information from the following sources:  
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• the expected sustainability outcomes based on their relative importance from an 
economic, social and environmental perspective9 

• the direction of changes to base-line conditions; 
• the nature, order of magnitude, geographic extent, duration and reversibility of 

changes; 
• the extent of existing economic, social and environmental stress in affected areas; 
• the extent to which each sector may be impacted on by the EU - Mercosur trade 

negotiations10 
• consultations with civil society and the European Commission11 
• priority areas for cooperation identified in the EC- Mercosur Regional Strategy Paper 

2007-2013.12  
 
The prioritisation of cross cutting issues and sectors was made qualitatively, supported by 
quantitative evidence where available. In the criteria for the prioritisation of sectors, it is 
appropriate to include a relative scale dimension, for comparative purposes.  For individual 
sub-sectors consideration has been given to the magnitude of the expected change in trade 
volume in the sub-sector, as well as the potential impacts in each of the three sustainable 
development spheres.  Broad estimates of these factors have been derived from the Phase 1 
assessment.  As a result of this prioritisation exercise, the following cross cutting issues and 
sectors were selected for recommendation to the Commission for detailed study in Phase 2. 

 
Significant Impacts Identified in Phase 1 Report 
 

• Services sector liberalisation, including financial services, environmental services and 
business services 

• Trade facilitation 
• Bio-fuels 
• Rural livelihoods, including impact on decent work standards and gender impacts 
• Threats to animal welfare 

 
Significant Issues Identified in the Consultation Process 
 

• Animal welfare, including poultry sector 
• Food standards and safety 

 
Priorities Identified in the EC-Mercosur Regional Strategy Paper 2007 – 2013 
 
The strategy paper identifies support for the deepening of Mercosur in all aspects as a 
complementary measure to the EU-Mercosur Association Agreement and as a priority area for 
EC support.  Action areas include: 
 

• Fostering integration of the Mercosur market and production, including through the 
lifting of non-tariff barriers 

                                                 
9 Based on the findings of the Phase 1 reports 
10 The Phase 1 reports provide tabular  indicators  of the significant of the expected social, economic and 
environmental impacts of trade liberalisation on a sector by sector basis. 
11 The results of the Phase 1 consultations with civil society are available on the project website www.sia-
trade.org and on the DG Trade website. 
12 EC, Mercosur: Regional Strategy Paper 2007-2013. 16th February 2007 
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• Food safety/food hygiene 
• Environmental protection. 

 
The results of the prioritisation exercise are summarised in Table 13 
 
Table 13: Priority areas for detailed SIA studies 
 

Sector Significance Comments 
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Bio-fuels xx xx xx xx Key issue identified in Phase 1 Agriculture SIA and 
Overall SIA 

Trade facilitation xx x x xx Potentially large beneficial impacts dependent on 
complex factors 

Financial services x xx x x Potentially significant impacts identified in Phase 1 
SIA 

Business services x x x x Potentially significant impacts identified in Phase 1 
SIA 

Environmental services     Potentially significant impacts identified in Phase 1 
SIA 

Rural livelihoods (including 
decent work and gender impacts) x xx x xx Key issue identified in Phase 1 SIA 

Mercosur integration xx x x xx Priority area of EC-Mercosur Regional Strategy 
Paper 

Animal welfare, including poultry x x x x Significant concern for the EU poultry sector 
Food standards and safety x x x x Concern for some EU agricultural sub-sectors and 

consumer groups 
Environmental protection  

x xx x x 

Relates particularly to the implementation of the 
environmental provisions of the EU Mercosur 
Association Agreement and the flanking measure 
recommendations in the Trade SIA 

xx: high significance 
x: medium significance 
 
Impacts in the biofuels sector were examined in depth in the Phase 1 study.  Trade Facilitation 
and Financial Services have been selected for separate sector studies in Phase 2.  The other 
sectors and issues identified in Table 13 will be given particular attention in the overview SIA 
of Phase 2. 
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5. TRADE FACILITATION INCEPTION REPORT 
 

5.1 Introduction13 
 
The reductions of tariff barriers in successive rounds of international trade negotiations, the 
continued expansion of world trade, and the growth in global supply chain management 
practices have resulted in a heightened concern with the impact of on-the-border and inside-
the-border trade transaction costs on international trade. It has been argued that trade 
transaction costs are a major factor in explaining the pattern of international trade and 
investment flows (Deardorff, 2001). Estimates of the share of directly incurred trade 
transaction costs range from 2 to 15 percent of total trade (OECD, 2005). As the pace of 
global integration continues, developing countries’ ability to link with global and regional 
markets is increasingly affected by the costs that the private sector incurs in trade transactions.   
 
Trade facilitation is generally understood to involve reducing the transaction costs associated 
with the enforcement, regulation and administration of trade policies, and reforms in this area 
are designed to reduce the costs involved in the cross border movement of goods and services 
(Staples, 2002).  In a narrow sense, the definition of trade facilitation reform measures is 
limited to the logistics of moving goods through ports or more efficiently moving 
documentation associated with cross border trade. A broader definition includes the 
environment in which transactions take place, transparency and professionalism of customs 
and regulatory environments, as well as the harmonisation of standards and conformance with 
international or regional regulations (Wilson et. al. 2004).  This broader definition will be 
used in the study. 
 
Several research studies have confirmed that a better trade facilitation environment increases 
export volumes. Wilson et al. (2004) estimated the impact of trade facilitation on trade flows 
within a gravity model methodology.14 Their results indicate large potential increases in trade 
and growth rates  from  trade facilitation reform in countries that have above average trade 
transaction costs.  Djankov et al. (2006) find that on average, each additional day that a 
product is delayed prior to being shipped reduces trade by at least 1 percent. Nordas et al. 
(2006) analyse the relation between time for exports and imports, logistics services and 
international trade and find that time delays result in lower trade volumes and reduce the 
probability that firms will enter export markets for time sensitive products.  Clarke (2005) has 
studied factors that affect the export performance of manufacturing enterprises in African 
countries using a cross country manufacturing survey and finds that manufacturing enterprises 
are less likely to export in countries with poor customs administrations and restrictive trade 
and customs regulations.   
 
 
5.2 Overview of Trade Facilitation Environment in EU and Mercosur  
 
The CETM model includes trade facilitation as part of the full liberalisation scenario, by 
modelling the impact of a 1% reduction in trade costs. For the EU, trade facilitation was 
shown to be the single most important trade liberalisation measure, accounting for 
approximately half the increase in real income for EU25. Other modelling studies of trade 

                                                 
13 This chapter has been prepared with the assistance of Estudio López Dardaine, Buenos Aires 
14 The authors use a broad definition of trade facilitation which covers port efficiency, the customs environment, 
regulatory harmonization and internet access and use. 
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facilitation as part of trade liberalisation also indicate significant gains (Engman, 2005). For 
Mercosur, trade facilitation accounted for approximately 30% of the aggregate welfare gains 
from full trade liberalisation Trade liberalisation accounted for a further 60% of the total real 
income gains.  
 
In recent years the World Bank has undertaken several research initiatives that were aimed at 
benchmarking countries’ trade facilitation environment. The Doing Business project has 
assessed the trade facilitation environment in terms the following areas: (1) number of all 
documents required to export/import goods, (2) time necessary to comply with all procedures 
required to export/import goods, and (3) cost associated with all the procedures required to 
export/import goods. 
 
Tables 14 and 15 show the Doing Business estimates for trade facilitation indicators, for EU 
countries and for Mercosur countries. 
 
Table 14: Trade Facilitation Environment – in selected EU Economies (Doing Business 
Data) 
 

  
Documents 
for export 
(number) 

Time for 
export 
(days) 

Cost to 
export 

(US$ per 
container) 

Documents 
for import 
(number) 

Time for 
import 
(days) 

Cost to 
import (US$ 

per 
container) 

Austria 4 8 843 5 8 843 
Belgium 4 8 1600 5 9 1600 
Bulgaria 5 23 1329 7 21 1377 

Czech Republic 5 16 775 7 18 860 
Denmark 4 5 540 3 5 540 
Estonia 3 5 675 4 5 675 
Finland 4 8 420 5 8 420 
France 4 11 1028 5 12 1148 

Germany 4 7 740 5 7 765 
Greece 5 20 998 6 25 1245 

Hungary 5 18 975 7 17 975 
Ireland 4 7 1090 4 12 1139 
Italy 5 20 1291 5 18 1291 

Latvia 6 13 800 6 12 800 
Lithuania 6 10 820 6 13 980 

Luxembourg 5 6 1250 4 6 1250 
Netherlands 4 6 880 5 6 1005 

Poland 5 17 834 5 27 834 
Portugal 6 16 580 7 16 994 
Romania 5 12 1075 6 13 1075 
Slovakia 6 25 1015 8 25 1050 
Slovenia 6 20 971 8 21 1019 

Spain 6 9 1000 8 10 1000 
Sweden 4 8 561 3 6 619 

United Kingdom 4 13 940 4 13 1267 
  
Source: World Bank, 2003-2006 
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Table 15: Trade Facilitation Environment - Doing Business Data 
 

Source: World Bank, 2003-2006 
 
Table 14 shows that trade facilitation costs vary widely within the European Union. The cost 
to import  a container ranges from $420 in Finland to $1600 in Belgium. In thirteen EU 
member states the cost exceeds $1000 per container. These thirteen countries include 
Belgium, France, Ireland, Italy, The Netherlands and the UK. 
 
Table 15 shows that the cost of importing a container in Mercosur ranges from $900 in 
Paraguay to $1825 in Argentina. 
 
A more recent World Bank research project (Arvis, 2007) has compiled a Logistics 
Performance Index which gives a more detailed picture of cross country differences in the 
trade facilitation environment by analyzing the quality of particular sub-components of the 
logistics supply chain.  It assessed this environment in seven areas of performance: (1) 
Efficiency of the clearance process by customs and other border agencies; (2) Quality of 
transport and information technology infrastructure for logistics; (3) Ease and affordability of 
arranging international shipments; (4) Competence of the local logistics industry; (5) Ability 
to track and trace international shipments; (6) Domestic logistics costs; (7) Timeliness of 
shipments in reaching destination.   
 
Tables 16 and 17 show the estimated logistics performance indices for EU member states and 
Mercosur.  
 
Table 16: Logistics Performance in  EU Economies  
 

 LPI Customs Infrastructure  Shipment  Competence Tacking Timeliness 

  rank Score Rank Score Rank Score Rank Score Rank Score Rank Score Rank Score 

Netherlands 2 4.2 1 3.99 1 4.29 1 4.05 1 4.25 4 4.14 5 4.38 

Germany 3 4.1 4 3.88 3 4.19 4 3.91 3 4.21 5 4.12 8 4.33 

Sweden 4 4.1 5 3.85 5 4.11 5 3.9 6 4.06 3 4.15 4 4.43 

Austria 5 4.1 8 3.83 9 4.06 3 3.97 4 4.13 12 3.97 3 4.44 

UK 9 4 13 3.74 10 4.05 6 3.85 7 4.02 6 4.1 11 4.25 

Ireland 11 3.9 10 3.82 19 3.72 11 3.76 11 3.93 15 3.96 9 4.32 

Belgium 12 3.9 16 3.61 11 4 16 3.65 10 3.95 14 3.96 10 4.25 

Denmark 13 3.9 2 3.97 14 3.82 15 3.67 15 3.83 17 3.76 18 4.11 

Finland 15 3.8 14 3.68 17 3.81 30 3.3 14 3.85 2 4.17 15 4.18 

France 18 3.8 21 3.51 16 3.82 18 3.63 19 3.76 16 3.87 23 4.02 

  
Documents for 

export 
(number) 

Time for 
export (days) 

Cost to 
export (US$ 

per 
container) 

Documents for 
import 

(number) 

Time for 
import (days) 

Cost to 
import (US$ 

per 
container) 

Argentina 9 16 1,325 7 20 1,825 
Brazil 8 18 1,090 7 22 1,240 

Paraguay 9 35 720 10 33 900 
Uruguay 10 24 925 10 23 1,180 
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Italy 22 3.6 29 3.19 23 3.52 21 3.57 21 3.63 21 3.66 27 3.93 

Luxembourg 23 3.5 15 3.67 13 3.86 45 3 33 3.22 26 3.56 25 4 

Spain 26 3.5 30 3.17 24 3.51 23 3.45 24 3.55 22 3.63 29 3.86 

Portugal 28 3.4 26 3.24 31 3.16 33 3.23 34 3.19 30 3.44 21 4.06 

Greece 29 3.4 31 3.06 35 3.05 37 3.11 28 3.33 27 3.53 16 4.13 

Hungary 35 3.2 34 3 33 3.12 41 3.07 37 3.07 44 3 34 3.69 

Slovenia 37 3.1 40 2.79 29 3.22 36 3.14 36 3.09 52 2.91 33 3.73 

Czech Rep 38 3.1 36 2.95 36 3 43 3.06 42 3 35 3.27 42 3.56 

Poland 40 3 38 2.88 51 2.69 52 2.92 38 3.04 40 3.12 40 3.59 

Latvia 42 3 58 2.53 58 2.56 29 3.31 48 2.94 41 3.06 35 3.69 

Estonia 47 3 42 2.75 41 2.91 56 2.85 45 3 58 2.84 53 3.35 

Slovakia 50 2.9 55 2.61 52 2.68 38 3.09 40 3 55 2.87 60 3.26 

Romania 51 2.9 56 2.6 50 2.73 35 3.2 52 2.86 56 2.86 66 3.18 

Bulgaria 55 2.9 66 2.47 63 2.47 59 2.79 53 2.86 39 3.14 43 3.56 
 
Source: Arvis et al, 2007 

 
 
Table 17: Logistics Performance in Mercosur  

 
Source: Arvis, 2007 
 
As might be expected, the results show that the quality of the trade facilitation environment is 
closely correlated with a country’s income level, with higher rankings being achieved in the 
EU countries than in Mercosur. However, on a  comparative basis, Mercosur countries’ trade 
facilitation scores places Argentina and Brazil in the top ten performers in their income 
group.. Paraguay and Uruguay have lower logistic performance index figures and are ranked 
at 71 and 79 respectively. Analyzing particular subcomponents of logistics quality indicates 
that  Mercosur economies  under-perform in the area of the customs environment but are 
better than average on the quality of transport and information technology infrastructure for 
logistics.   
 
 
5.3 Progress in Implementing the Mercosur Customs Union 
 
The above analysis of trade facilitation of Argentina, Brazil, Uruguay and Paraguay does not 
take into account of problems related to integration of each Mercosur member into a single 
trade entity. The treaty of Asuncion of 1991 envisaged a creation of a custom union with a 
Common External Tariff (CET) and Common Customs Code. Progress on these has so far 
been limited as many exceptions to the CET were accepted, and presently the four countries 
still apply different external tariffs to some goods (INTAL, 2006). 

 LPI Customs Infrastructure  Shipment  Competence Tacking Timeliness 

  Rank Score Rank Score Rank Score Rank Score Rank Score Rank Score Rank Score 

Argentina 45 3 51 2.65 47 2.81 49 2.97 44 3 46 3 46 3.5 

Brazil 61 2.8 74 2.39 49 2.75 74 2.61 49 2.94 65 2.8 72 3.1 

Paraguay 71 2.6 100 2.2 64 2.47 113 2.29 73 2.63 68 2.7 63 3.23 

Uruguay 79 2.5 86 2.29 70 2.38 100 2.4 84 2.45 77 2.6 82 3 
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Exporters to Mercosur often pay double tariffs: once on entry into Mercosur and again at the 
border with the destination country within Mercosur. Indeed, Mercosur can be characterised 
as an imperfect custom union where four different custom territories coexist instead of a 
single one. This situation creates significant additional costs on exporters to and within 
Mercosur.  Also, the Common External Tariff has several hundred exceptions, when the four 
countries are jointly considered.  Paraguay leads in this respect, followed by Uruguay. 
Argentina and Brazil have lists of exceptions to the CET that have been successively reduced 
in number during the last eight years. 
 
Due to both internal and external pressure, the core issues concerning Mercosur’s customs 
union and facilitation of trade within Mercosur have recently become an important topic in 
the Mercosur internal agenda.  However, progress on these issues has to date been limited.  
 
Aware of the need to fine tune the Mercosur Common Tariff Policy the Common Market 
Council  has highlighted 3 tasks in the framework of the 2004-2006 Work Program: (1) 
Defining a proposal to remove double levying of the CET that should bring a solution to the 
problem of custom revenue distribution between member countries; (2) Identifying priority 
sectors for establishing special common import regimes including Capital Goods and 
information technology and telecommunication goods (ITTG); (3) analyzing further the 
dispersion and consistencies of the CET. 
 
These policy priorities sparked Decision 54/04 of December 2004 of the Mercosur Ministerial 
Council, on the free circulation of goods and the elimination of double collection of the 
Common External Tariff on imported goods.  The subsequent decision 37/05, which ruled the 
first stage of elimination of double levying of the CET, only applies to two categories of 
goods: (1) those whose CET was zero in all States Parties; and (2) those for which the four 
Mercosur members had granted a 100% tariff preference to the advantage of the third country.  
Excluded were tariff items under (1), included in national CET exception lists, and also 
excluded were such products under conditions (1) and (2) to which some trade protection 
measure such as antidumping, countervailing duties or safeguard measures were applied in 
one of the state parties (INTAL, 2007). 
 
For 2006-07, studies were planned to define how to implement the second stage envisaged in 
Decision 54/04 regarding the removal of double levying of the CET for other goods. Three 
requirements were established for compliance with this stage: the entry into force the 
Common Customs Code, the online interconnection of the computer system of the four 
partners’ customs administration, and the adoption of a customs revenue distribution 
mechanism (Intal, 2008).  
 
Some of the phases of implementing Decision 54/04 have already been completed:  
 

• Digital interconnection among Mercosur custom houses 
• Free circulation of goods with an External Common Tariff of zero 
• Free circulation of goods from third countries with trade agreements with Mercosur 

that give 100 percent tariff preference, if this preference has been granted at the same 
level of rebate by each of four countries within the trade block.  

 
The key remaining stages on which Mercosur countries are currently working are: 
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• Customs revenue  distribution among the four countries 
• Common customs code for the Mercosur Block 

 
In terms of the Customs Code, although a text had been approved in 1994 it was never 
incorporated in the members’ countries legislation.  In July 2006, an Ad Hoc Group was set 
up to submit proposals on the issue. Some progress has been made but no consensus has yet 
been reached over several articles (Intal, 2008).    
 
Another problem related to facilitation of trade between Mercosur members is the customs 
revenue distribution mechanism which is a prerequisite of full harmonisation of the CET.  
The main difficulty rests with the position of Paraguay.  Paraguay is concerned with the need 
to guarantee a minimum customs revenue, since import duties represent approximately 18% 
of Paraguay’s total tax revenue (INTAL 2006). This share is much lower in other Mercosur 
members as import duties represent approximately 2% of tax revenue in Brazil, 3% in 
Argentina and 5% in Uruguay.  
 
With regards to interconnection of customs houses this work is now completed. The Trade 
Commission has created a single web page for each State Party to access the other partners’ 
foreign trade operations (INTAL 2007).  Finally, a special group reporting to the CCM was 
formed to carry out technical analysis in this area.  By mid 2007, the group reached consensus 
over national houses being responsible for carrying out collection, distribution and the 
destination of funds (INTAL, 2008).  By early 2008 the text of a Mercosur Code had been 
agreed among members to a very large extent.  The present goal aims at implementation by 
late 2008. An issue that will require negotiating and legal ingenuity is that of Argentina’s 
taxes on exports.  If an answer to this issue can be negotiated, the target may actually be 
reached. 
 
As highlighted by Mercosur Report no. 12 (INTAL, 2008), despite increased focus on 
harmonization of the CET, it seems unlikely that Mercosur will attain free circulation of a 
sample of goods by 2008, given both the existing technical difficulties in implementation, and 
the legal changes it would require in each of the Mercosur members (possibly even including 
constitutional amendments for some countries).  In this respect it should be borne in mind that 
for Argentina the Mercosur Treaty has constitutional status, whereas in Brazil the highest  
level of Mercosur legislation cannot oppose the Brazilian Constitution if the ruling is to be 
applied within the country. 
 
Further issues related to trade facilitation arise with technical barriers to trade, which are not 
fully harmonised between the four Mercosur countries, such that multiple certification may be 
required.  From the Mercosur perspective many EU standards (such as for the chemicals 
industry) impose heavy compliance costs on Mercosur exporters, which may be interpreted as 
technical barriers to trade. 
 
5.4 Issues to be Addressed in the Phase 2 Study 
 
The overall preliminary trade SIA of the Phase 1 study concluded that measures for trade 
facilitation offer significant potential economic benefits to the Mercosur countries, 
particularly in the longer term, but would also incur significant costs.  Effective technical 
assistance was expected to make an important contribution to ensuring that the benefits 
outweigh the costs.  
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The Phase 2 study will investigate the extent to which trade facilitation costs in the EU act as 
a constraint on Mercosur exports. It will also investigate  the potential costs and benefits of 
the following trade facilitation measures in Mercosur: 

 
• Simplification of customs procedures and clearance procedures 
• EU-Mercosur and intra-Mercosur legislative harmonisation 
• Measures to improve efficiency and transparency 
• Development of appropriate administrative capacity and procedures 
 

 
The Phase 1 study concluded that social and environmental impacts of trade facilitation 
measures were unlikely to be significant.  These aspects will be examined in more depth in 
Phase 2.   
 
On the basis of this analysis the study will identify areas in which EU technical assistance 
may be particularly beneficial. 
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6. FINANCIAL SERVICES INCEPTION REPORT 
 

6.1 Overview of the Financial Services Environment in the EU 
 
Since 1999 the EU has pursued a strategy for increased coherence and consistency between 
Member States in the regulation and supervision of financial services.  In December 2005 the 
EC published a White Paper on Financial Services, setting out the Commission’s objectives in 
financial services policy for the period to 201015.  Strengthening the convergence of 
supervisory practices is its overarching objective.  A review of progress towards achieving 
this objective of financial integration was undertaken in 200716. 
 
Integration of EU financial services markets is progressing across the board, but at a very 
different pace for different products and end-users.  Wholesale markets are generally 
characterised by a high level of integration, while retail financial markets remain nationally 
fragmented.  The financial integration review report recognises that greater integration can 
strengthen competition and offer better opportunities for financing and risk diversification, 
but identifies risks associated with corresponding structural changes in the financial system.  
In parallel with measures for increased convergence within the EU, it therefore calls for the 
development of adequate safeguards to ensure financial stability. 
 
The EU policy also recognises ways in which financial instability can be transmitted 
internationally, and seeks to strengthen regulatory and related dialogue with the EU’s main 
trading partners.  These include the United States, Japan, and emerging financial services 
markets in China, India, Russia and elsewhere.  This dialogue is expected to be a significant 
factor in the negotiation of a joint EU-Mercosur agreement on liberalisation of financial 
services.   
 
In relation to the US sub-prime crisis and other recent instabilities, the 2007 integration report 
confirmed the importance of the ongoing revision of prudential frameworks, and stressed the 
importance of dialogues on financial services regulation between the EU and its major 
financial partners. 
 

6.2 Overview of the Financial Services Environment in Mercosur 
 
The following review summarises the situation in each of the Mercosur countries at the 
beginning of 2008.  It is intended to the serve as the platform from which to focus on specific 
financial services which are relevant to trade within Mercosur and trade vis-à-vis third 
countries, especially the EU countries17.  
 
Particular consideration is given to the financial services needs of Mercosur exporters.  If the 
agreement between the EU and Mercosur is to result in an improved scenario from the point 
of view of Mercosur exporters, by means of the further opening of the EU markets, these 
exporters will then require a financial system oriented towards trade, both ways, but 
especially regarding exports by small and medium sized enterprises (SMEs). 

                                                 
15 Commission of the European Communities (2005) 
16 Commission of the European Communities (2007) 
17 The country review presented in this chapter has been prepared by Rogelio Olivieri Acosta, Estudio López 
Dardaine, Buenos Aires 
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The nineties saw an important change regarding credit evaluation by the banks in the sub-
region. The control organisms – the central banks - incorporated the Basle Rules that take into 
consideration, essentially, the actual repayment capacity regarding the loan applied for, 
instead of the collateral offered by the clients. These collaterals had created a series of 
problems for the financial institutions when the time came to execute these guarantees, such 
as delays in the decision making process, decrease in value owing to the time elapsed up to 
the moment of selling, etc.  These measures had a significant favourable impact within the 
SME sector. Within this sector, balances and financial statements do not always accurately 
reflect the actual level of activity of the firm, especially as far as profits are concerned, which 
in turn prevents the banks from being able to be of assistance to SMEs. 
 
During the last ten years the Mercosur Member Countries suffered different financial crises. 
These crises had varying consequences as far as the respective financial systems are 
concerned, which may now be considered country by country. 
 
Argentina 
 
The crisis that affected Argentina between 2001 and 2002 ended a period of liberalisation in 
certain sectors of the economy. Regarding the financial sector, the advantages, inter alia, that 
were lost may be mentioned here: the elimination of exchange control; exporters had no 
longer the obligation of sending the convertible currency  back to Argentina; firms were able 
to have access to medium term loans both through  local and  foreign financial markets, and 
could thus equip and modernise their production lines; Argentine banks had access, through 
their correspondents, to credit facilities at very competitive interest rates. 
 
The strong devaluation that became inevitable when the crisis exploded brought very 
traumatic consequences, both social and economic. Here we shall only refer to those related to 
the financial system. 
 

1) Dollar deposits were confiscated, and were later restored in (devaluated) Argentine 
pesos by means of an interest rate established by the government, for those who 
accepted this option. Other clients decided to legally demand that their deposits were 
restored in the original currency (dollars). 

2) On the other hand, firms and individuals with loans in US dollars were able to cancel 
these obligations in Argentine pesos, by means of an index established by the 
government. This situation, called asymmetric devaluation, created serious problems 
regarding banks’ book values and annual balance of assets, a state of affairs that still 
exists. 

3) In view of the fact that the State had declared the non payment of the external debt, 
followed by its renegotiation, a number of banks stopped complying with their 
obligations vis-à-vis banks and financial institutions abroad. Within the foreign trade 
sector, this was the first time that Argentine banks did not repay loans made by their 
foreign correspondents regarding export pre-financing or did not cancel letters of 
credit. 

4) The Central Bank again enforced the rule that exporters had to send their convertible 
currency back to Argentina; in case of non compliance exporters are subjected to the 
exchange penal system. 

5) There also exists a reserve ratio of 30 percent for all financial loans coming from 
abroad. 
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6) Regarding Argentine exports of capital goods, there are no mechanisms that allow the 
exporter to give long term credit facilities to their clients, as occurs in other countries 
(Eximbank in the US, Hermes in Germany, Coface in France, etc.). 

 
In view of the foregoing, added to the legal insecurity thus created, we can briefly state the 
following: 
 

1) At present there are exporting and importing sectors that have ready access to credit 
facilities either directly from abroad or from their own suppliers. These are the big 
firms such as grain exporters, automobile companies, oil firms, etc. 

2) Exporting SMES, however,  face huge difficulties in order to obtain credit facilities 
locally for their working capital needs (pre-financing) or post-shipment invoice 
discounts (international factoring), when they are not covered by financial instruments 
that in turn cover the risk related to the foreign buyer, such as letters of credit, bank 
letters, etc. 

3) Within the Argentine financial system there are no possibilities of obtaining financing 
in order to support medium or long range plans with a view to increasing production 
capacity, infrastructure, logistics, etc. 

 
Brazil 
 
Even if in the late nineties Brazil had been unable to maintain its rate of exchange (January 
2001), the consequences of its devaluation were not as traumatic as those in Argentina (in 
2002).  It should be borne in mind that the background of Brazil as an exporting country is 
essentially different vis-à-vis Argentina, its most important Mercosur partner. We may here 
mention some of the differences between the two countries in this respect: 
 

1) Brazil has adhered to a coherent policy regarding foreign affairs.  It has maintained 
clear trade rules with those countries that constitute its traditional export markets, 
especially as far as the US is concerned.  This differs from the situation in Argentina, 
where the relationship with the US was given top priority during the nineties, while 
today two trade partners have established very close ties with Argentina: Bolivia and 
Venezuela.  

2) In Brazil there exists lasting cooperation between the business community and the 
public sector in order to develop and carry out the country’s export policies, and even 
to carry out business operations. 

3) Argentina, as has been already mentioned, has limited financial instruments 
supporting capital goods exports. Brazil has the National Development Bank 
(BNDES18) that shows an active participation side by side with exporters. 

4) Brazil has also a law dealing with Trading Companies. Through these export engines, 
small and medium sized producers – of Brazil’s internal regional economies - are 
allowed to sell their own products benefiting from the same tax advantages as if they 
were themselves actually exporting. These trading companies are important firms with 
access to credit facilities in both the local and the foreign financial market. 

5) Apart from being among the world’s leading exporters, Brazil has the advantage of 
having a significant domestic market. Both these markets – domestic and foreign - 
create a level of demand that allows business to operate at competitive production 
levels, which is in turn a dynamic factor associated with business opportunities for 

                                                 
18 BNDES = Banco Nacional de Desenvolvimento Econômico e Social  
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their industries and one that offers a more attractive scenario for banks when it comes 
to evaluating credit requirements. 

 
These factors give an indication of the importance Brazil grants to those financial services 
related to foreign trade. 
 
Even if in the late nineties devaluation had its negative consequences – some banks simply 
disappeared and others were forced to reposition themselves.  Today the following positive 
aspects may be mentioned: 
 

1) Most banks are already beyond the emergency state and actively take part in foreign 
trade financing. 

2) However, it is fair to point out here that there also are difficulties when it comes to 
evaluating credit risk regarding SMEs, owing (as is the case in Argentina) to their 
inability to show their repayment capability. 

3) With a positive interest rate - 11 percent against a 3 percent rate of inflation - there is a 
considerable flow of foreign capital for both commercial and financing loans; in Brazil 
there is no such thing as a 30 percent reserve ratio as in Argentina, where the interest 
rate is negative. According to non-official figures, in 2007 there were over 30 billion 
US dollars of foreign capital flowing into Brazil. 

4) There is a policy geared towards supporting first level Brazilian companies seeking to 
acquire firms in Argentina, Paraguay and Uruguay, in sectors such as steel, cement, 
meat, oil and other significant sectors of the other three Mercosur Member Countries. 
This is also true in the banking sector, such as the case of Brazil’s Itaú, which acquired 
an Argentine bank (Banco del Buen Ayre) and is actively participating in the 
Argentine domestic market. 

5) There is a flow of banks and funding institutions coming into Brazil. These institutions 
too, have an active participation as far as Brazilian foreign trade is concerned. 

 
Uruguay 
 
Being quite a small country both in square miles and in number of inhabitants, when 
compared with neighbours such as Brazil and Argentina, and having also suffered political, 
economic and financial difficulties, Uruguay is to be credited with having solved the above 
problems without the traumatic consequences that afflicted Argentina. 
 
The financial system has always held a relevant position within the Uruguayan economic 
scenario, and the administrations that successively led the country were always very careful 
when it came to announcing their programmes regarding the financial system. The signals 
sent – always clear - spoke of trust and seriousness, the basic elements as far as financial 
services are concerned. 
 
Some of the following characteristics confirm the above: 
 

1) As from 1974 there are no restrictions regarding the flow of capital, either inbound or 
outbound. 

2) Maintenance of bank secrecy is sacred. 
3) Income tax: if a company operating in foreign trade has its domicile in Uruguay, but 

actually trades with other countries (except Uruguay), they pay no income tax. This 
rule allows the functioning of financial investment corporations. This has been a legal 
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form very much in use by foreign companies to this date, but which will be legally 
discontinued as from 2010. 

4) Local Free Trade Zones: this has been an extremely important instrument used by 
Uruguay and Brazil as far as foreign trade is concerned; the possibility of importing 
goods from abroad, adding value to them and re-exporting the product with costs well 
bellow those that would result from operating in the national territory, or the 
opportunity to store merchandise that can be warranted in favour of a financial 
institution, thus obtaining financing, are some of the advantages the local free trade 
zones in Uruguay offer, and which turn them into very competitive trade platforms.   

 
In view of the foregoing, we consider the Uruguayan financial system to be firmly 
established, and benefiting from a considerable flow of capital, especially coming from 
Argentina and Brazil. All this said, it is important to point out that in Uruguay banks – as far 
as foreign trade is concerned - are oriented to supporting the big firms, especially those 
multinational companies that operate in Argentina and Brazil, but which have an operational 
office in the Uruguay. These firms, however, have access to credit facilities through other 
banks or funds abroad. These circumstances turn the Uruguayan financial marketplace into a 
rather competitive scenario.  
 
And here again, exporting SMEs are afflicted by their own balances and financial statements, 
which render assistance by banks always a difficult endeavour. 
 
Paraguay 
 
Traditionally, Paraguay has been an agricultural and cattle-raising country, plus one involved 
in the production of wood products; the extent of their forest area is a measure of the 
country’s commitment to this particular field. Regarding agriculture, in recent years, soybean 
has become a significant component of its exports.   
 
Paraguay suffered two crises – in 1995 and in 1998 - which had a significant effect on its 
economic activity, owing to the plunge in deposits and the tardiness regarding loan 
repayment. The Central Bank had to actively intervene in the case of a number of banks, 
exchange companies, credit cooperatives, etc., and not a few of these institutions had to stop 
operating altogether. The consequences of both these crises were felt during the following 
years. However, little by little, the financial system grew stronger owing to the participation 
of foreign banks plus the controlling activity brought to bear by the Central Bank. 
 
But in 2002 the crisis that shook Argentina also had its impact upon the Paraguayan financial 
system. The economy deteriorated, inflation grew, the guaraní (Paraguay’s local currency) 
was devaluated and fiscal unbalance increased. These were all factors which triggered 
massive withdrawal of deposits by the public, created a flight of capital to other countries and 
were responsible for the fall of one of their most important institutions, the German Bank. 
 
The Government turned to the IMF, requesting a stand-by loan of 200,000,000 US dollars. 
The loan was granted on condition that a certain law was enforced (Law Nº 2334); which was 
in fact enforced in December 2003, and deals with two key issues: deposits guarantee and 
financial agents’ regulations.  This law gave Paraguay’s Central Bank the legal support 
needed in order to apply a more firm control over the financial system’s institutions. This in 
turn contributed to restoring the financial system’s solidness. Today the system is normalised. 
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It is worth expressing that also in Paraguay multinational exporting firms have access to 
foreign credit facilities. 
 
6.3 Other Issues Related to Mercosur Financial Systems 
 
The situation regarding foreign investment as of March 2008 is as described in the Phase 1 
Overall Update SIA report.  The foreign investment regimes have been significantly 
liberalised in the last 15 years, in each member of Mercosur, and are now considered to be 
conductive to attracting large foreign investment.  Significant constraints do however remain 
in place, for instance in Brazil, where restrictions to foreign investment apply in a number of 
areas including mining and exploitation of mineral resources and refining or transportation of 
hydrocarbons, which remain under a state monopoly.  Also, commercial presence of foreign 
entities or individuals is restricted in financial services, where the establishment of new 
financial institutions is subject to case-by-case approval. 
 
In Argentina, in the setting of a steadily growing economy, a degree of political interference 
has to some extent  conspired against foreign investment flows during 2007. 
 
Other significant financial services issues include: 
 

• Lack of financing for project development; 
• Lack of private sector banking owing to a number of causes 
• Bureaucratic inefficiency associated with the leading role of public banking 

institutions in agreements  
• Lack of management and management training 

 
In addressing these issues, the experience in the EU of cooperation between regions, 
provinces or municipalities may hold useful lessons for Mercosur. 
 
6.4 Status of Financial Services Liberalisation 
 
The EU-Mercosur negotiations aim for additional commitments for services trade 
liberalisation beyond those that have been made through the WTO under the General 
Agreement on Trade in Services (GATS).   Table 18 presents the GATS commitments made 
by Argentina, Paraguay and Uruguay as summarised in WTO Trade Policy Reviews (TPR). 
 
Table 18: Summary of specific commitments under the GATS 
 

 Market access National treatment 

Modes of supply:         

 Cross-border supply 1    1    

 Consumption abroad  2    2   

 Commercial presence   3    3  

 Presence of natural persons    4    4 

Commitments (�  full;  ◨ partial;  �  no commitment;  - does not appear in the Schedule) 

Argentina         

 A.  All insurance and insurance-related services    �     �  

  (a) Life insurance services �  �  ◨ �  �  �  �  �  

  (b) Non-life insurance services �  �  ◨ �  �  �  �  �  

  Maritime transport insurance services �  �  ◨ �  �  �  �  �  

  (c) Reinsurance and retrocession �  �  ◨ �  �  �  �  �  
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 Market access National treatment 

Modes of supply:         

 Cross-border supply 1    1    

 Consumption abroad  2    2   

 Commercial presence   3    3  

 Presence of natural persons    4    4 

 B. Banking and other financial services    �     �  

(a) Acceptance of deposits and other repayable funds 
 from the public 

�  �  �  �  �  �  �  �  

(b) Lending of all types by financial institutions, and 
 financing of commercial transactions 

�  �  �  �  �  �  �  �  

  (c) Financial leasing services �  �  �  �  �  �  �  �  

  (d) All payment and money transmission services �  �  �  �  �  �  �  �  

  (e) Guarantees and commitments �  �  �  �  �  �  �  �  

 (f) Trading for own account or for account of 
 customers, whether on an exchange, in an over-the-
 counter market or otherwise, the following:  money 
 market instruments;  foreign exchange;  derivative 
 products;  exchange rate and interest rate 
 instruments;  transferable securities;  other 

�  �  �  �  �  �  �  �  

  (g) Participation in issues of all kinds of securities and 
 provision of services related to such issues 

�  �  �  �  �  �  �  �  

  (h) Money broking �  �  �  �  �  �  �  �  

  (i) Asset management �  �  �  �  �  �  �  �  

  (j) Settlement and clearing services for financial assets �  �  �  �  �  �  �  �  

  (k) Advisory and other auxiliary financial services �  �  �  �  �  �  �  �  

  (l) Provision and transfer of financial information �  �  �  �  �  �  �  �  

  New financial services �  �  �  �  �  �  �  �  

Paraguay         
       A.  Insurance         
                  (Excluding reinsurance and retrocession) □ □ ■ ◨ □ □ ■ ◨ 

                  Reinsurance and retrocession ■ ■ ■ ◨ ■ ■ ■ ◨ 

        B.  Banking          
                  Acceptance of deposits and other repayable funds from 

                  the public  
□ □ ■ ◨ □ □ ■ ◨ 

                  Lending of all types, including consumer credits, 

                  mortgage credit, etc. 
□ □ ■ ◨ □ □ ■ ◨ 

                  Other services auxiliary to financial intermediation ■ ■ ■ ◨ ■ ■ ■ ◨ 

Uruguay         

       A.  Insurance and insurance-related services         

a.   Direct insurance          

  Life insurance and personal insurance  − − − − − − − − 
                 Motor vehicle insurance □ □ ◨ □ ■ ■ ■ □ 
                 Transport insurance □ □ ◨ □ ■ ■ ■ □ 
                 Freight insurance □ □ ◨ □ ■ ■ ■ □ 
                 b.  Reinsurance and retrocession − − − − − − − − 
                 c.  Insurance intermediation − − − − − − − − 
                 d.  Services auxiliary to insurance         
                   Insurance and pension consultancy services ■ ■ ■ □ ■ ■ ■ □ 

                    Actuarial services ■ ■ ■ □ ■ ■ ■ □ 

        B.  Banking services         

a. Acceptance of deposits and other repayable funds 
from the public  

■ ■ ◨ □ ■ ■ ■ □ 

b. Lending of all types         
                        Personal instalment loans ■ ■ ◨ □ ■ ■ ■ □ 
               c.     Financial leasing with purchase option ■ ■ ◨ □ ■ ■ ■ □ 
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 Market access National treatment 

Modes of supply:         

 Cross-border supply 1    1    

 Consumption abroad  2    2   

 Commercial presence   3    3  

 Presence of natural persons    4    4 

               d.     All payment and money transmission services           
                        Credit card services ■ ■ ◨ □ ■ ■ ■ □ 
                  e.  Guarantees and commitments  − − − − − − − − 
       C.  Securities − − − − − − − − 

Source: Trade Policy Reviews, WTO, 2005, 2006, 2007 

 
General information on Brazil’s GATS commitments is given in the 2004 TPR for Brazil 
(WTO, 2004).  Most commitments are in mode 3 (commercial presence), with no 
commitment in mode 1 (cross-border supply).  Horizontal market access limitations have been 
scheduled regarding commercial presence (mode 3), the movement of natural persons (mode 
4), investment and subsidies.  For mode 4 market access is guaranteed only to specialised 
staff working under temporary contracts, and special conditions apply to the appointment of 
managers to affiliates of foreign companies.  Brazil has also retained the right to require 
foreign service suppliers to be organised as legal entities under Brazilian law.  The installation 
of new financial institutions is subject to case-by-case approval.  The participation of foreign 
capital in financial institutions is subject to conditions of national interest, international 
agreements and reciprocity, failing which the establishment of new branches of financial 
institutions or an increase in foreign participation is not allowed.  Cross-border supply of 
insurance services is not allowed, although the purchase of insurance from outside Brazil may 
be authorised under special conditions.  
 
In Argentina legislation is governed by the principle of national treatment for foreign capital 
(WTO, 2007).  Significantly more commitments have been made under GATS than in the 
other Mercosur countries.  Uruguay has a relatively liberal financial system but has included 
numerous limitations in its GATS schedules, including quantitative limits for several types of 
financial service (WTO, 2006).  Paraguay’s commitments on financial services under GATS 
include commercial presence for savings and loan banks, and modes of supply 1, 2 and 3 for 
financial consultancy services, loan intermediation and foreign exchange (WTO, 2005). 
 
As noted in the Phase 1 SIA report Mercosur has offered more ‘new’ sectors in the EU-
Mercosur negotiations than the EU, but since there is no free provision of services between 
Mercosur member countries this offer is less attractive that it otherwise would have been.  
Pena (2005), summarizing the services proposals, states that the value of the Mercosur offer is 
concentrated in the value of the Brazilian contribution, especially in telecommunications and 
financial services.  The offers made by each country for financial services are summarised in 
Table 19. 
 
Table 19: Comparison of specific commitments and offers for financial services 
liberalisation 
 

Argentina Brazil Paraguay Uruguay  EU 
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UR: Uruguay Round, Doha: Initial offers presented in Doha Negotiations, M/EU: offers presented at the bilateral 
process 
* The countries did not undertake their commitments according to the classification of W/120, thus comparison 
can not be made between commitments  of various countries.  
Source: Pena, 2005 
 
6.5  Issues to be Addressed in the Phase 2 Study 
 
The overall preliminary trade SIA undertaken in the Phase 1 study concluded that financial 
services liberalisation offers the potential for significant economic benefits in Mercosur 
countries, as well as for the EU, but needs to be coupled with strengthened regulation and 
supervision in order to achieve those benefits.  Such action is also essential to avoid the 
potential pitfalls.  In consequence both the EU and Mercosur countries are expected to adopt a 
cautious and sequenced approach, in which the benefits would be realised incrementally over 
a phased programme of selective liberalisation. 
 
The Phase 2 study will investigate in more detail the following aspects of liberalisation of the 
banking, insurance and other financial service sectors: 
 

• influence of liberalisation on the stability of the financial system in both the EU and 
Mercosur; 

• potential costs and benefits to Mercosur industries, particularly exporting industries; 
• potential benefits and hazards for SMEs in Mercosur; 
• effects of inter-country differences in economic and financial structures; 
• needs for regulation, supervision and development of management skills. 

 
The Phase 1 study did not identify any significant environmental impacts of financial services 
liberalisation, nor any social impacts other than those directly associated with the economic 
ones.  These aspects will be examined in more depth in Phase 2.   
 
On the basis of this analysis the study will provide further information on which a phased 
programme of selective liberalisation may be based, such as to maximise potential benefits 
and minimise associated hazards. 
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7. CONSULTATION AND DISSEMINATION STRATEGY 
 

7.1  Consultation Mechanisms 
 
The European Commission has set out clear guidelines for the communication of Trade SIA 
processes and consultation with civil society and all interested stakeholders.19  Consultation 
and engagement are critical components of the Trade SIA process and will serve to promote 
dialogue and partnership with all stakeholders in the EU-Mercosur negotiations.  The 
effectiveness of the consultation strategy will depend upon its ability to successfully promote 
dialogue and partnership with interested stakeholder groups within the parameters of the EU-
Mercosur objectives.  This will include identifying the concerns and perspectives of interested 
parties, engaging governments, regional experts and civil society in the impact assessment 
process and providing adequate and accessible information about the Trade SIA processes and 
assessment progress.   
 
Effective consultation requires an extensive but targeted and balanced network of 
stakeholders and other interested parties in Europe and Mercosur member countries.  The 
following stakeholder groups will be targeted: 
 
• Those affected by negotiations between the EU and Mercosur countries 
• Those who will be involved in implementation of the negotiation results 
• Those directly interested in EU-Mercosur negotiations 
 
Within this context, the interested parties that will be targeted for consultation throughout the 
course of the project include: 
 
• EU and Mercosur country governments (comprising Brazil, Argentina, Paraguay  
      and Uruguay) 
• European Parliament  
• Civil Society in the EU and Mercosur countries 
• Regional experts 
 
To ensure focused consultation and dissemination for the three sector studies, representatives 
with interests in financial services and trade facilitation will be specifically included in the 
consultation process. 
 
Every effort will be made to access regional networks and federations of associations who can 
relay information on the SIA process so as to reach the widest range of interested parties in 
the most cost-effective manner and present the consensus views of their member 
organisations.  Particular attention will be paid to ensuring representation of disadvantaged 
groups. 
 
7.2  Dissemination 
 
To foster a broad awareness on EU-Mercosur negotiations, every effort will be made to keep 
all interested stakeholders and parties abreast of timely and pertinent information.  In order to 

                                                 
19 Handbook for Trade Sustainability Impact Assessment, March, 2006; pp. 49 
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reach as wide an audience as possible, the dissemination of information on EU-Mercosur 
activities will utilise: 
 
• Mercosur networks 
• The trade SIA Experts Network established by the consultants 
• A newsletter outlining relevant meetings and discussions on impact assessment.  
 
To allow the exchange of information between all interested parties/stakeholders, a website 
dedicated to EU-Mercosur negotiations has been established (http://www.sia-
trade.org/mercosur).  All stakeholders will have the opportunity to post and view comments 
via this forum.  
 
Mercosur Networks 
 

• Red Mercosur (www.redmercosur.org.uy) links 12 institutions in Mercosur with 
experience in the study of the Mercosur integration process.  The site will be used in 
the dissemination of the EU-Mercosur Trade SIA outputs 

• Chaire Mercosur (http://chairemercosur.sciences-po.fr) is an integrated hub of 
cooperation between Mercosur member states and neighbouring associate member 
states in South America and is structured around a core of 50 international experts 
from the Mercosur countries, EU and North America. 

 
Trade SIA Experts Network 
 
IDPM has developed an extensive network of Trade SIA experts in developed and developing 
countries; the network includes non-governmental organizations, academic and research 
institutions, government, inter-governmental and international organisations, consulting 
organisations and independents. 
 
Newsletters  
 
IDPM produces a regular Trade SIA Newsletter distributed in paper and electronic format.  
The newsletter will be used to provide information about the EU-Mercosur SIA processes and 
methodology, including upcoming consultative events and Mercosur project developments.  
 
Project Website 
 
This has been designed and activated (http://www.sia-trade.org/mercosur). The site includes 
provision for: 
 

• Information about the project 
• Reports and documents developed during the project 
• Material that can be downloaded related to the SIA  
• Electronic links to other related websites 
• Electronic links to other public web sites dealing with trade liberalisation  
      and SD at the global, regional and national level 
• An electronic feedback function 
• A forum for questions/comments and board to view feedback 
• Electronic registration for dissemination of a ‘SIA for Mercosur    
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      Newsletter’ 
• A dedicated e-mail address to facilitate expression of views and ideas by   
      interested parties with regard to the assessment of the impacts of trade          
      liberalisation on SD 
 

Email forum 
 
A sizeable contact database will be developed and used to notify stakeholders about the EU-
Mercosur negotiations.  The database will be classified in a manner to ensure an appropriate 
balance between targeted stakeholder groups.  A dedicated project e-mail address will also be 
established, allowing interested parties to request additional information and discuss project 
issues. 
 
7.3. Contact Organisations in the Mercosur countries 
 
Argentina 
 
UDESA, Universidad de San Andrés 
Roberto Bouzas 
Vito Dumas 284 (1644), Buenos Aries, Argentina 
Phone: +50-11-4725-7000 
E-mail: rbouzas@udesa.edu.ar 
 
Miguel Huerga  
Expert on environmental issues  
E-mail: Miguelhuerga2@hotmail.com 
 
UBA, Universidad de Buenos Aries 
Norma Giarraca 
Social Scientist 
E-mail: giarracc@mail.retina.ar 
 
Brazil 
 
FIDAMERCOSUR, Fondo Internacional para el Desarrollo de la Agricultura en Mercosur. 
IFAD-Mercosur 
Alvaro Ramos 
E-mail: fidamercosur@netgate.com.uy 
Elias Diaz Pena 
Oscar Rivas 
E-mail: coordina@sobrevivencia.org.py 
 
USP, Universidad de Sao Paulo 
Joze Eli de Vega Jose Eli da Vega 
Economist on environmental and social issues 
E-mail: zeeli@usp.br 
 
ALADI, Asociación Latino Americana de Integración 
Gonzalo Rodríguez Gigena,  
Coordinador División de Estudios y Estadísticas (former) 
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CEDEP, Centro Brasileiro de Documentacao e Estudos da Bacia do Prata 
Dr. Susana Soares, Head 
E-mail: ssoares@orion.ufrg.br 
 
DESER, Departamento de Estudos Sócio-Econômicos Rurais 
João Carlos Sampaio Torrens  
Rua Ubaldino do Amaral nº 374 - CEP 80060-190 - Curitiba-PR 
Phone: +41-3262-1842 - Fax +41-3362-3679 
 
PLURAL Cooperativa  
Arilson Favaretto e Reginaldo Magalhães 
E-mail: reginaldo-arilson@uol.com.br sm@uol.com.br   
 
CEPEA, Centro de Estudos Avançados em Economia Aplicada 
 Dra. Sílvia Helena Galvão de Miranda  
E-mail: smiranda@esalq.usp.br  
  
Paraguay 
 
CADEP, Centro de Analisis y Difusión de la Economia Paraguaya 
Fernando Masi 
IADB consultant on Mercosur 
Piribebuy 1058. Asunción-Paraguay 
Phone: +595-21- 494-140/ 496-813/ 452-520 
E-mail: fmasi@cadep.org.py 
 
Uruguay 
 
Mercosur Economic Research Network 
Edificio Mercosur, Piso 3. Luis Piera 1992 - Montevideo - Uruguay.  
Phone: (598.2) 410 14 94 Fax: (598.2) 410 14 93 Home page: http://www.redmercosur.net  
Email: redmsur@adinet.com.uy 
 
CINVE, Centro de Investigaciones Económicas 
Silvia Laens, former Director 
Uruguay 
E-mail: silvia.laens@cinve.org.uy 
 
FCS, Uruguay 
Diego Pineiro 
Sociologist  
E-mail: diego@fcs1.fcs.edu.uy 
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8. CONTENT AND TIMETABLE OF FUTURE REPORTS 
 

Midterm report 
 
A midterm report summarising the work that has been undertaken on the project and its 
principal outcomes will be presented in mid June 2008. In particular, it will present the results 
of the detailed assessment for the overall SIA and for the two sector studies, including the 
sector case studies.  The outputs will apply causal chain analysis using quantitative and 
qualitative data to assess the potential economic, social and environmental impacts of the 
trade measures as specified in the negotiation scenarios.  
 
The mid term report will  incorporate the findings and results of the consultation Workshop 
that will be held in Montevideo, Uruguay on 20-21 May 2008. The mid term report will also 
describe the consultation activities and dialogue with external experts and civil society by 
summarising  comments and suggestions received (via e-mail, web site comment function, 
ordinary mail, meetings etc.).  The report will explain in a transparent manner how the 
consultation process has been used to inform the detailed assessment findings.  
 
Finally, the mid term report will present consultative proposals for the content of the Final 
Report and completion of the project in October 2008. 
 
Final report 
 
The final report will present the final results and outcomes of the assessment, based on the 
consultation and comments received on the midterm report.  Particular attention will be given 
to the development of proposals for flanking measures and policy recommendations.  The 
report will also describe the methodology and give details of the communication and 
dissemination activities undertaken during the project.   
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ANNEX 1: BACKGROUND INFORMATION ON ECONOMIC, SOCIAL  
AND ENVIRONMENTAL CONTEXT IN MERCOSUR 
 
 Economic Context 
 
Mercosur is the fourth largest economic grouping in the world, with a GDP of $1,310 billion 
(in current dollars) and a population of 237 million in 2006. Brazil is by far the largest 
economy with 79% of Mercosur’s GDP, followed by Argentina with 18%, Uruguay 2%, and 
Paraguay 1%. The share of world output generated in the region remained fairly stable and in 
2005 stood at 3.5%.  
  
The beginning of 1990’s marked a decisive change in Latin America’s development strategy. 
Economic and trade policy based a protectionist state-led import substitution was replaced by 
one that places emphasis on an open and competitive private market-based strategy within the 
context of modern democratic institutional setting. The creation of Mercosur, in 1991, and 
subsequent signing of Cooperation Agreement with the EU were integral parts of that policy 
change which led to Mercosur achieving average economic growth rates of nearly 3% in the 
period 1994-98.   
 
The end of the last decade marked the emergence of a significant economic crisis in 
Mercosur, stemming from the sharp external shock that, with different characteristics, origins 
and consequences in each member country, manifested itself in   a major decline in  market or 
voluntary credit. This occurred in the context of the slowing down world economy and was 
characterised, in particular, by limited flow of liquidity towards emerging markets (INTAL, 
2004). For Argentina and Uruguay the crisis was more clearly driven through the collapsing 
financial system and it caused sharp contraction of economic activity  of 10% in 2002 (Table 
A.1), steep devaluation of the currency, profound fiscal crisis and rise in unemployment 
(Table A.3). In Brazil and Paraguay, there was less impact, although both economies  
nevertheless suffered significantly during the crisis years.   
 
Table A.1: Economic Indicators in Mercosur 
 

    1997 1999 2000 2002 2003 2004 2005 2006 
GDP in $2000 Argentina 285,509 286,464 284,204 242,076 263,469 287,259 313,626 340,146 
 Brazil 616,077 617,857 644,475 670,291 677,993 716,703 737,808 765,126 
 Paraguay 7,383 7,316 7,071 7,214 7,491 7,800 8,030 8,344 
 Uruguay 20,650 20,973 20,671 17,768 18,154 20,300 21,632 23,159 
 Mercosur 929,620 932,609 956,421 937,349 967,106 1,032,062 1,081,096 1,136,776 
GDP growth  Argentina 8.1 -3.4 -0.8 -10.9 8.8 9.0 9.2 8.5 
 Brazil 3.4 0.3 4.3 2.7 1.1 5.7 2.9 3.7 
 Paraguay 3.0 -1.5 -3.3 0.0 3.8 4.1 2.9 3.9 
 Uruguay 5.0 -2.8 -1.4 -11.0 2.2 11.8 6.6 7.1 
 Mercosur 4.9 -1.9 -0.3 -4.8 4.0 7.7 5.4 5.8 
Inflation Argentina 0.53 -1.17 -0.94 25.87 13.44 4.42 9.64 6.59 
 Brazil 6.93 4.86 7.04 8.45 14.71 6.60 6.87 4.18 
 Paraguay 6.95 6.75 8.98 10.51 14.23 4.33 6.79 9.59 
 Uruguay 19.82 5.66 4.76 13.97 19.38 9.16 4.70 6.40 
 Mercosur 8.56 4.03 4.96 14.70 15.44 6.13 7.00 6.69 
Public debt 
service (% of 
GNI)  Argentina 4.0 4.4 6.0 3.8 5.6 1.7 1.8 n/a 
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 Brazil 1.9 4.4 3.9 4.6 4.0 3.2 1.9 n/a 
 Paraguay 2.0 2.7 3.0 4.1 4.6 5.0 4.2 n/a 
 Uruguay 2.9 4.3 4.8 8.7 6.0 7.0 9.3 n/a 
 Mercosur 2.7 3.9 4.4 5.3 5.0 4.2 4.3 n/a 
Total debt service 
(% of GNI) Argentina 6.3 9.3 9.9 5.6 11.8 8.9 6.0 n/a 
 Brazil 4.8 12.5 10.4 10.8 11.0 8.3 7.4 n/a 
 Paraguay 3.3 3.5 5.0 7.0 7.0 7.4 6.7 n/a 
 Uruguay 3.5 5.1 6.2 10.5 8.2 12.3 13.9 n/a 
 Mercosur 4.5 7.6 7.8 8.5 9.5 9.2 8.5 n/a 

Source: World Development Indicators 2007 

Since the economic crisis of 1999-2002, the macroeconomic condition in Mercosur has 
improved significantly. Almost without exception, the four partners experienced a marked 
turnaround in economic activity, falling inflation, as well as the maintenance of competitive 
stable trade rates, and current and primary fiscal balance surpluses (Table A.2). All the 
stabilisation and reform programmes implemented by Argentina, Brazil and Uruguay in 
response to the 2000-02 crises, and those implemented by Paraguay subsequently, have been 
supported by IMF financial arrangements.  
 
In 2006, the Mercosur economies grew by 5.7% , surpassing the most optimistic forecasts for 
the third year running. According to preliminary estimates for 2007 robust economic growth 
was sustained with the economies growing at 5.8% (INTAL, 2008)  Average GDP per capita, 
at Purchasing Power Parity (PPP) in the region stood at $10,275 but with wide country 
differences. Argentina has GDP per capita at PPP with a value at $15,700 followed by 
Uruguay at $11,400 and Brazil at $9,000. The poorest country is Paraguay with GDP per 
capita at PPP of only $5,000 (World Bank, 2007). 
 
It is worth noting that this GDP growth has been achieved together with a significant 
improvement in the current account, which for the region as a whole, has moved from a 
deficit to a surplus. Simultaneously, there has been a gradual reactivation of capital flows to 
the region and the level of foreign exchange reserves has risen considerably from the depths 
reached during the 2001-02 financial turmoil (EC, 2006c). 
 
In the field of macroeconomic policy, there are two important phenomena to be noted. During 
the crisis years,  prudent monetary policies succeeded in limiting the inflationary impact of 
sharp currency depreciations. As the countries began to recover from the crises and inflation 
was gradually brought back under control, interest rates fell considerably. More recently, 
certain central banks have begun tightening monetary policies again, as strong domestic 
growth coupled with high oil prices has once again put some upward pressure on inflation 
(EC, 2006c). 
 
Recent serious disturbances to the financial markets led by declining US mortgage markets 
and related volatility of the credit and money markets coupled with slowing growth of the 
world economy, have highlighted the risks to the sustained economic growth of the Mercosur 
economies. On the other hand, good prospects for prices of certain primary products like oil, 
soya and corn favour Mercosur economies that are net exporters of these products.   
 
Social Context  
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According to the UN’s Human Development Index ranking for 2003, Argentina and Uruguay 
are amongst the highest ranked for Latin American countries, at number 38 and 46, 
respectively, while Brazil and Paraguay are at number 70 and 95 (Table A.2). 
  
Table A.2: Social Indicators for Mercosur (2005) 
  Argentina Brazil Paraguay Uruguay  

HDI rank 38 70 95 46  

Life expectancy at birth (years) 74.8 71.7 71.3 75.9  

Adult literacy rate (% aged 15+) 97.2 88.6 93.5 96.8  
Combined gross enrolment 
ratio* 89.7 87.5 69.1 88.9  

Poverty** 23.4*** 31 32 27****  

Mortality rate, infant***** 15 31 20 14.1  
      
Source: Human Development Report 2005; CIA Factbook; World Development Indicators;   
* - for primary, secondary and tertiary education (%); ** - Population below national  income poverty line (%); *** - 
2007 **** - of households, 2006; ***** - per 1,000 live births 

 
For the first time in over a decade, unemployment affected less than 10% of the economically 
active population of the block countries (Table A.3). The fall in unemployment rates is 
particularly impressive in Argentina and Uruguay where they stood at 19.4 and 16.9 per cent 
respectively in 2002-03.  
 
Table A.3: Unemployment in Mercosur 1998-2007 

 
In Argentina and Uruguay poverty rates have generally followed unemployment and income 
figures. In Argentina, the poverty rate during the economic crisis rose from 32.8% in 2000 to 
more than 50% in 2002. In Brazil and Paraguay, poverty and, above all, extreme poverty often 
have other causes that are not connected with the economic situation of the labour market, but 
are more structural and historical in character. This is also reflected in the great wealth 
concentration in these societies. The latest figures of the share of population living below 
national poverty lines indicate that least poverty rate is in Argentina at 23.4% and Uruguay 
27%. Given divergent underlying causes of poverty this share is higher in Brazil and Paraguay 
where almost a third of population live under poverty line (Table 14). 
 
Although income is up and poverty down, progress in income distribution is  slow in 
Mercosur countries. Uruguay exhibits the least unequal condition (the income of the richest 
20 of the population is 10.4 times higher than that of the poorest 20%) followed by Argentina 
where the ratio rises to 13.6. Brazil and Paraguay show the widest inequalities (their richest 
sectors are 22.4 and 17.9 times richer respectively than the 20% with the lowest income) 
(INTAL, 2006)20.  

                                                 
20 Data for Brazil and Paraguay are for 2004 and for Argentina and Uruguay for 2005. 

  1998 1999 2000 2001 2002 2003 2004 2005 2006 2007* 
Argentina 12.8 14.2 15.1 17.4 19.4 17.3 13.6 11.6 10.2 9.2 
Brazil 8.9 9.6 n/a 9.3 9.1 9.7 11.5 9.8 10 9.9 
Paraguay 6.6 9.4 10 10.8 n/a 11.2 10 7.6 8.3 n/a 
Uruguay 10.1 11.3 13.6 15.2 15.9 16.9 13.1 12.2 10.9 9.7 
           

* - Jan to June 2007; Source: WDI       
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According to the indicators for the Millennium Development Goals (MDG), progress has 
been made in many areas by almost all the Mercosur members. The mortality rate of children 
under five years old from 1990 to 2003 fell from 20/1000 to 17/1000 in Uruguay, from 
25/1000 to 18/1000 in Argentina, from 50/1000 to 34/1000 in Brazil and from 30/1000 to 
24/1000 in Paraguay, showing a steady improvement in health indicators. These and other 
data highlight the differences among the four countries: for example, the population without 
access to an improved water supply varies widely, ranking from 2% in Uruguay to 17% in 
Paraguay in 2005 (compared, however, with 38% in 1990) (EC, 2006c).  
 
 Environmental Context 
 
According to the Millennium Development Goals Report (UN, 2005) the environmental 
sustainability in South America  and in particular in Mercosur, which represents 58% of area 
of South America, is increasingly under threat. South America represents about 15 per cent of 
the world’s total land area, yet it holds the largest variety of WWF defined eco-regions 
harbouring examples of all biomes, except tundra and taiga (although alpine tundra occurs in 
isolated spots) (UNEP, 2007). Amazonia alone is considered to have about 50 per cent of the 
world’s biodiversity. The region’s most serious environmental problems (land and forest 
degradation; deforestation; loss of habitat and biodiversity; and pollution of freshwater, 
coastlands and the atmosphere) are generally getting worse (UN, 2005). 
 
Latin America contains 23.4 per cent of the world’s forest cover, but is losing it rapidly. It 
suffered the largest net loss (almost 43 000 km2/year), of which 73 per cent occurred in Brazil 
(FAO, 2005). At the same time, the rate of deforestation in the region is very high, mainly 
because of the conversion of forested areas to other uses (expansion of agricultural land, 
pastureland and urban areas; construction of roads and infrastructure; mining) and, to a lesser 
extent (albeit to a considerable degree in specific areas) logging activity (wood for fuel, wood 
for industrial use and intensive exploitation of certain species) (UN, 2005). Forests are also 
cleared for infrastructure, such as roads and large dams, and the growth of urban areas 
(UNEP, 2004). South America suffered the largest net loss (almost 43 000 km2/year), of 
which 73 per cent occurred in Brazil (FAO, 2005). New efforts are being made to ameliorate 
this devastation. As a result of integrated prevention and control programmes, annual 
deforestation in the Amazon decreased from some 26 100 km2 in 2004, to 13 100 km2 in 
2006 (UNEP, 2007).  
 
Land degradation is another major environmental issue in this region. There has been a 
marked increase in livestock production and crop farming. Livestock-raising continues to 
exert strong pressure on the region’s forest cover, even though the expansion of pastureland 
has slowed down. The soil continues to be degraded and contaminated by the intensive use of 
agrochemicals, fertilizers and pesticides, irrigation and salinisation, nutrient loss and 
deforestation (UN, 2005). Fertility is decreasing in north-eastern Brazil and northern 
Argentina. Furthermore, the agricultural intensification is causing nutrient depletion. In 2002, 
the Latin America consumed approximately 5 million tonnes of nitrogen fertilizers, equivalent 
to 5.9 per cent of global consumption, of which 68 per cent was consumed by Argentina, 
Brazil and Mexico alone (UNEP, 2007). 
 
Environmental themes have been present on the Mercosur agenda since its foundation, as the 
Asunción Treaty mentions environmental protection in its preamble. All four countries have 
signed and ratified a comprehensive set of the most important recent multilateral environment 
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agreements, on trade in endangered species, toxic waste, ozone depletion, climate change, 
biodiversity, and wetland preservation as well as general documents like the Rio Declaration. 
While all four countries have gaps in environmental protection in environmental capacity they 
also differ considerably in this respect. Brazil, in particular, has comparatively higher 
regulatory environmental regulations and capacity, particularly on paper, in relation to 
Uruguay, Argentina and Paraguay (Hochstetler, 2003). During  Mercosur’s existence several 
initiatives have been  undertaken in the field of environmental cooperation and sustainability. 
In 1995, a specific working group on the environment (SGT6) was created whose general 
objective was to make proposals to guarantee the environmental integrity of the environment 
in the Mercosur member countries. In March 2001, in Florianopolis, Mercosur adopted the 
Framework Agreement on the Environment (ratified in 2004), in which it reaffirms its 
commitment to the principles of the Rio Declaration and also commits to cooperating on 
environmental protection. In 2004, the Common Market Council adopted a decision in the 
field of cooperation and assistance in the event of environmental emergencies (EC, 2006c). 
Despite these institutional structures and the political commitment, EC (2006c) notes that 
more effort is required to move environmental issues further up Mercosur’s agenda.  
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ANNEX 2:  KEY FINDINGS AND RECOMMENDATIONS FOR THE 
PHASE 1 SECTOR STUDIES 
 
1. AUTOMOBILE TRADE SIA 
 
Main Findings 
 
The SIA analyses the impacts of a postulated trade liberalisation scenario for the automobile 
sector in the EU and Mercosur, in comparison with a baseline situation without such an 
agreement. The assessment is based on a liberalisation scenario where tariff and non tariff 
barriers relating to the automobile sector in Mercosur and the EU are gradually removed over 
a transition period of up to ten years. 
 
For the EU, the economic impacts are expected to be beneficial in terms of output and 
employment. Foreign investment flows from Europe to the Mercosur automobile sector will 
be encouraged by the liberalisation of trade and investment, and any accompanying reduction 
in trade facilitation costs. The distribution of gains from increased output and employment are 
likely to favour the EU10 countries with automobile production capacity. The investment 
benefits will accrue to those EU15 countries that have made significant investments in the 
Mercosur automobile sector over several decades. Economic benefits are expected to increase 
over time, as trade liberalisation increases the competitiveness and export potential of the 
automobile sector in Mercosur and increases the returns from European investments. The 
liberalisation of automobile sector trade is not expected to have significant social impacts in 
the EU. The potential environmental impacts in the EU would be related to any change in 
production that results from the liberalisation of trade with Mercosur, but given the 
enforcement of environmental standards and controls within the EU, any additional 
environmental pressures are unlikely to be significant.  
 
For Mercosur, the economic impacts of trade liberalisation in the automobile sector are also 
expected to be positive, as increased openness improves the international competitiveness of 
automobile manufacturing and parts production in Brazil and Argentina. There may be short 
term pressure on domestic producers and employment, particularly in the parts sector, as the 
sector adjusts to the challenge of competing against imported parts for use in domestic 
assembly plants. However, with the continued inflow of FDI, the share of exports in total 
production is expected to increase. Export growth and growth in the domestic market are 
likely to allow for the continued expansion of output and employment, although this is partly 
dependent on the continuation of a stable and predictable macroeconomic environment and 
investment climate. 
 
The potential social impacts of automobile sector liberalisation are not expected to be 
significant. The process of product redesign and upgrading induced by trade liberalisation 
may contribute positively in terms of increasing the skills endowment of the labour force. 
 
The environmental impacts will be related to the changes in production levels, changes in 
vehicle use, changes in trade, and changes in technology that result from trade liberalisation. 
Environmental quality can be expected to decline with increased production and vehicle use 
increasing air pollution. Over time, the magnitude of this scale effect is likely to be reduced as 
cleaner technology is incorporated into production methods and vehicle design. The impact on 
natural resources, including land conversation and water, can be linked to the increase in 
production of soya and sugar for use in production of bio-fuels. Biodiversity could also be 
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adversely affected by changing agricultural patterns induced by the growing domestic and 
foreign demand for ethanol. As is the case of social impacts, the incremental environmental 
impacts attributable to trade liberalisation in the automobile sector is unlikely to be 
significant. However, considered in the wider context of economy-level trade liberalisation, 
the cumulative environmental (and social) impacts are expected to become more significant.  
 
Flanking Measure Proposals 
  
The future growth and development of the automobile sector in Mercosur and the EU will 
depend increasingly on the capacity to compete internationally in extra-regional markets. The 
proposals for flanking measures are designed to strengthen public-private cooperation within 
the framework of the proposed EU Mercosur Association Agreement, with the objective of 
exploiting the opportunities for ‘win-win’ outcomes that will enhance the international 
competitiveness and growth of the automobile sector in Europe and Mercosur. 
 
It is proposed that the Mercosur Secretariat and the European Commission jointly establish an 
EU – Mercosur Automobile Sector Forum with tripartite membership representing the 
interests of the  European Commission, Mercosur, labour and employers and other relevant 
civil society organisations.  The Forum would provide an institutional framework in which 
areas could be identified where collaboration would be mutually beneficial to the future 
growth of the automobile sector. An immediate task of the forum would be to identify the 
areas for both potential gains (‘win-win’) and trade-offs (win-lose’) in the ongoing 
negotiations on an Association Agreement between the EC and Mercosur. This could build on 
the analysis provided in this SIA, and confirm (or challenge) the SIA findings on the potential 
impact of an Agreement on output, investment employment, and long run international 
competitiveness, in the automobile sector in the EU and Mercosur. The proposed EU 
Mercosur Automobile Sector Forum could initiate detailed study on the following areas for 
flanking measures. 
 
First, an impact assessment study could be undertaken on the effect of EU and Mercosur trade 
facilitation costs on the automobile sector’s trade performance. If the results of the study 
confirm that on-the-border trade facilitation costs are constraining the growth in automobile 
exports and imports, a programme of measures to reduce trade facilitation costs in Mercosur 
and the EU should be formulated. This programme should be based on identified problem 
areas and should be accompanied by an estimated cost of implementation. In the case of 
Mercosur, the proposed reform measures could be supported by the EU funding and technical 
assistance as part of the set of enhancement measures linked to the EU Mercosur Association 
Agreement negotiations.  
 
Second, a detailed assessment of the costs and benefits of regulation affecting the automobile 
sector should be undertaken for Mercosur and the EU. The study would consider the costs 
incurred by the automobile sector from regulation but should also consider the benefits that 
accrue to society at large, from the regulatory measures. The regulatory assessment would 
include an assessment of the significance of Mercosur and EU level regulations as a barrier to 
market entry by Mercosur and EU exports of automobiles, and the extent to which the 
replacement of regional-level regulations by international automobile technical standards 
would improve the international competitiveness of the auto sector in both regions. Based on 
the results of the RIA of automobile sector regulation, a programme of regulatory reform in 
Mercosur and the EU should be formulated, which aims to remove redundant regulatory 
measures and improve the efficiency and effectiveness of those regulations that are making a 



SIA of Mercosur Negotiations – Inception Report page  63 

positive contribution to dealing with economic market imperfections, environmental 
protection and human safety and health.  
 
Third, a study should be undertaken on measures to reduce emissions from automobiles, as 
part of the ongoing discussions on the Association Agreement. The study would seek to 
identify initiatives that could be taken within the framework of the Association Agreement 
that would contribute to the mitigation of climate change effects resulting from vehicle use, 
focusing particularly on technology development and transfer opportunities in the areas of 
biofuels, engine design and emission control technology. 
 
2. FORESTS TRADE SIA 

Main Findings 

The report provides background information on the current status and trends relating to two 
sub-sectors; forestry practice and the production of wood, pulp and paper.  (Publishing and 
printing is also included in the economic analysis). Although the sectors are small by 
comparison with other trade between the two markets, forestry is of great importance in terms 
of basic land use and environment.  Management of both natural forest and industrial 
plantations for sustainable development has a crucial role to play in protection of biodiversity 
and the global climate.  It also impacts on the lives of millions of people, many of whom live 
in isolated indigenous communities within Mercosur countries. Despite the significant 
progress in industrialisation within Mercosur, and in particular, Brazil, most economies in 
South America remain heavily reliant on natural resource exploitation, and the relationship 
between forests and other land uses in terms of climate, environment, culture and livelihoods 
has an importance which extends well beyond the immediate contribution to GDP.  In the EU, 
forestry is also a key land use – especially in recent accession countries – and its importance 
reflects multi-purpose uses like water catchment protection and recreation, which are not 
accounted for in conventional economic balance sheets. 
 
Summary of Sustainability Impacts 
 
Direct Effects:  The report concludes that most adverse social, local economic and 
environmental impacts of forestry operations and secondary processing arise under existing 
market conditions; and are exacerbated by weak and ineffective governance, resulting in 
illegal logging of natural forest.  However, the expansion of industrial plantations, while 
reducing primary impacts, can also adversely affect landscape, biodiversity and local 
economic activities of rural communities.   Secondary processing of wood, pulp and paper are 
major industrial processes which can have significant adverse social, environmental and local 
economic effects if they are not designed and operated with full mitigating measures.  At the 
same time these processes add value and contribute significantly to national economies.   
 
Liberalisation of trade is shown in the economic model to have a limited effect on trade of 
timber and timber products between the two markets.  This reflects the low or non-existent 
level of existing tariffs, which principally affect exports from the EU to Mercosur.  No 
significant direct impacts are predicted for European countries.  The main consequences of 
trade liberalisation are anticipated to be internal redistribution within Mercosur, with Brazil 
expanding its output of both timber and timber products.  The economic model suggests that 
forestry output could decrease in the remaining countries, but, based on professional 
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judgement this is not considered a likely scenario for the reasons outlined in the next 
paragraph. 
 
Evaluation of current trends in international forestry practice and the SIA suggests that a 
strong inertia exists for existing expansion to continue in most, if not all, Mercosur countries 
due to the specific characteristics of the industry with its very long-term investments in forest 
management, tree planting and processing and the climatic advantages of growing trees in 
South America.  Trade liberalisation will support this expansion by giving greater access to 
South America for European plant and equipment. 
 
Many of the social and environmental impacts of trade liberalisation in the forestry and timber 
processing sector will have both beneficial and adverse effects.  Larger operators will benefit 
at the expense of SMEs and existing efforts to deal with gender, poverty and livelihoods 
issues in remoter areas may be harder to promote given expanding trade activity. 
 
International involvement through development cooperation and the activities of international 
forest companies has a major impact on forestry development in several Mercosur countries 
and particularly Uruguay.  There is a need to ensure that strategic development plans 
promoted by governments and supported by international donors and financial institutions are 
fully assessed at the outset in terms of their potential environmental social and local economic 
impacts rather than waiting until critical land use decisions need to be made on the siting of 
infrastructure and major processing plant.   
Indirect effects:  The report concludes that trade liberalisation, especially within the 
agricultural sector (see accompanying sector report), could have much more significant 
effects on the forestry and forest products sector, than the internal changes in trade within 
timber and timber products.  These cross-linking indirect pressures will arise from further 
reallocation of land resources in Mercosur countries (principally Brazil) between crop 
production, cattle grazing and forested areas.   
 
Chapter 5 provides a case study of the cross-linkages between forestry, agriculture and 
biofuels in Brazil and the EU. It highlights the historical patterns of land use change which 
have led to extensive deforestation and the current growth in the cattle and soybean 
agricultural sectors which continues to exert pressures on natural resources and areas of high 
biodiversity.  Emergence of bio fuels as a major land use is linked with Brazil’s advanced 
automobiles industry with its high use of non fossil fuels and growing world markets for these 
products.  The consequences of agricultural expansion under full liberalisation of trade are 
seen as an increase in land-take for agriculture which will put direct and indirect pressure on 
natural forests, displacement of existing land uses and increased expansion of infrastructure.  
Based on the evidence reviewed it is anticipated that existing legislative controls are unlikely 
to be sufficiently robust to prevent illegal settlement and subsequent deforestation by 
displaced smallholders.  The findings of this case study are supported and strengthened by a 
parallel analysis in the Agriculture SIA, which examines the prospects for beef and ethanol 
production. 
 
The second part of the case study in this report highlights the fact that many of the pressures 
on Brazil’s natural resources are driven by market forces and specifically the demands of the 
European Union.  With an increasing policy focus on energy security and reduction of 
greenhouse gas emissions, the EU (which imports a third of world trade in Soybean products) 
has adopted very ambitious targets to provide 10% of all transport energy from bio fuels by 
2020.  This will have significant environmental effects within those Member States that have 
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suitable arable and pasture land for conversion to energy crops, and will cause others to 
import the bulk of their requirements.  European demands for biofuel feed stock and products 
are likely to increase pressures on Mercosur countries for further conversion of forest land to 
agriculture. 
 
The study concludes that there is a growing realisation at international level that issues of 
deforestation, agricultural expansion, energy efficiency and supply and climate change are 
inextricably linked, as emphasised by the conclusions of the G8 Summit 2008, and the 
commitment of world leaders to work together on these issues. 
 
Flanking Measures Proposals 
 
The underlying purpose of the assessment has been to identify potential social, environmental 
and local economic consequences arising from trade liberalisation in the forestry sector and to 
propose means of avoiding, reducing or mitigating adverse impacts. 
 
A primary concern in the forestry sector continues to be deforestation of natural forest, 
resulting from direct conversion through authorised or illegal logging or indirect 
encroachment through other land use pressures.  These conditions arise where there are major 
financial incentives in ignoring laws and regulations, weak or corrupt governance, and other 
activities, like the development of road infrastructure which facilitate timber recovery.  A 
number of specific recommendations are made in chapter 6 for strengthening mitigation and 
enhancement measures for dealing with these issues. 
 
There is growing international recognition of the value of both voluntary and formal 
certification schemes for ensuring that timber is produced from authorised and sustainable 
sources, as set out in the EU Action Plan for Forest Law Enforcement, Governance and Trade 
(FLEGT) and it is recommended that as part of any Trade Agreement between EU and 
Mercosur, discussions should be held with the aim of introducing standard practices for 
certification in both market areas.  
 
Many of the pressures on forest resources discussed in this report are the product of complex, 
cross-linking economic activities which make it difficult to attribute cause and effect.  In 
addition, conflicting information often exists on the extent of actual land use change.  Under 
these conditions better monitoring of land use change is required to give confidence that 
forestry and other natural resource legislation is being properly implemented.  It is 
recommended that the EU and Mercosur should jointly prepare strategic land use 
development plans for the areas which are most sensitive to change and develop a joint 
monitoring programme, based on satellite imagery and GIS mapping, which can be used to 
relate the requirements of formal land use and development plans to actual land cover within 
any member country.  
 
It is also considered that closer cooperation is needed between EU and Mercosur on the 
development of policies relating to use of biofuels and bioenergy.  Recent decisions taken 
within the EU on energy policy will create demands for increased production of raw materials 
in other parts of the world including Mercosur countries.  There should therefore be more 
direct discussion between consumer and producer countries on the means for achieving these 
goals. 
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Although much attention is focused on the impacts of timber extraction within natural forests, 
industrial plantations are increasingly important as the primary source of timber and they also 
give rise to environmental, social and local economic impacts.  A principal conclusion of this 
report is that not enough has been done in the past to anticipate the effects of large scale 
afforestation programmes and the ‘downstream’ requirements for transport and processing of 
the products.  These problems have been highlighted in the recent dispute between Argentina 
and Uruguay on the siting of pulp mills, but are found in many other countries.  Individual 
governments need to adopt an integrated approach to the planning of production and 
processing of timber within national laws, strategies and plans but the international 
community and multi-national forest companies must share responsibility for forward 
planning in investment programmes.  It is for this reason that use of Strategic Environmental 
Assessment (SEA) is recommended as an ex-ante measure for delivering positive benefits 
through investment programmes and trade agreements, rather than seeking to mitigate any 
adverse effects after the event. 
 
The report concludes that although the forestry and timber products sector is a relatively small 
component of overall trade between EU and Mercosur, it has environmental, social and local 
economic ramifications which are of crucial importance to global issues linked with 
biodiversity protection, energy consumption and climate change.  It is therefore of great 
importance that the cross-linkages between forestry, agriculture and other natural resources 
are carefully considered in the context of any future trade agreement between the two 
markets. 
 
 
 

1. AGRICULTURE TRADE SIA 
 
 
Main Findings 
 
For the Mercosur countries, the overall economic impacts of increased trade between the EU 
and Mercosur is expected to be positive for the Mercosur countries.  While employment in 
this sector is expected to rise proportionally with output in the short run, there is some risk of 
reduced employment in the long run as incentives for mechanisation may result in demand for 
higher skill levels and lower agricultural employment.  Increased trade between the EU and 
Mercosur will lead to some positive social impacts and some that are negative, especially for 
land tenure and the welfare of indigenous farmers.  The expansion of commercial farming, 
particularly for beef, could displace informal farmers, leading to higher levels of 
unemployment and increased poverty.  Liberalisation also offers potential for a reduction in 
rural poverty as employment could rise to satisfy increased agricultural demand, although 
measures will be necessary to counter potentially adverse effects on small farmers and labour 
standards.  Improved export performance is expected to lead to an increase in public finance 
and could lead to higher health expenditure.  Agricultural production is expected to rise 
significantly in all the Mercosur countries, placing pressure on both land and water.  As 
outlined in the beef and ethanol studies, expansion in these sectors could impact significantly 
on deforestation, contributing to a reduction in biodiversity as production expands, 
particularly in the Amazon and Cerrado regions.  Projected expansion of beef production and 
sugarcane for ethanol are both expected to have an adverse impact on deforestation and thus a 
loss in biodiversity in the Amazon and Cerrado regions.   
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For the EU, economic impacts are expected to be positive, but not significant in terms of 
normal growth rates.  The principal long term welfare impact would come from the dynamic 
effects of switching resources to more competitive sectors of the economy, with an overall 
expected decline in the agricultural sector.  Social impacts in the EU will correspondingly be 
greatest for rural employment.  In the accession countries in particular, additional difficulties 
may be felt in the short term, where social policies have not yet been fully put in place.  
Environmental impacts are not expected to be significant; an overall beneficial effect is 
expected in areas where resources are scarce as there will be decreased pressure on 
production.  Increased imports from Mercosur may encourage greater intensity of production 
in order to increase yields, but the overall effect on soil and water resources is expected to be 
small and beneficial.  Less significant impacts that are identified include potential for the 
spread of plant diseases and threats to animal welfare. 
 
Flanking Measure Proposals 
  
The analysis of Mitigation and Enhancement (M&E) measures is part of the SIA 
methodology and, on the basis of identified impacts, an SIA should propose mitigation and 
enhancement measures in different areas of public policy, including trade policy.  
 
This SIA study has identified significant impacts that could result from increased trade 
between the EU and Mercosur with respect to agriculture.  The study also proposes a number 
of potential measures that could reduce negative impacts to an acceptable level, while 
potentially enhancing beneficial impacts expected from increased trade between the EU and 
Mercosur.   
 
Based on the expected impacts identified in the SIA,  increased environmental regulation is 
proposed in order to offset adverse impacts of expansion in agricultural production, while 
exploiting potential gains.  In particular, the role of improved land use, ownership and 
conservation, as well as careful management of land and soil under increased intensity are 
discussed as key mechanism to provide incentives for farmers to avoid the need for additional 
land conversion in meeting increased production demands.   
 
The increased use of dual purpose and beef herds, as well as greater control of fertilisation of 
lands, are explored as mechanisms to improve economic returns under existing conditions.  
An increased use of high yielding crop varieties and genetically modified varieties which 
demand fewer inputs, while potentially increasing output, is also discussed.  Increased shares 
of organically produced crops can lead to reduced consumption of harmful agrochemical 
usage, as well as reduced consumption of water and land.  Likewise, the role of property 
rights in reducing environmental degradation is explored as ownership has been found to 
improve natural resource use, while leading to higher land productivity and profitability.   
 
With increased trade between the EU and Mercosur, there will be pressure for increased 
productivity and thus the potential for increased use of agrochemicals.  To ensure increased 
production does not lead to further contamination of lands, increased cooperation between the 
EU and Mercosur will be key to ensuring appropriate and sufficient regulation of 
agrochemical use. 
 
Also addressed in this report is the need to promote cost-effective reductions in carbon 
emissions through sequestration of atmospheric carbon.  Such an approach reduces harmful 
emissions, while leading to conservation and restoration of areas high in biodiversity.  
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Likewise, there is a need for certification processes which reward products that are produced 
sustainably, thus creating a market for environmental quality and the welfare of production 
workers.   
 
Due to the use of forced labour in the Mercosur countries, as well as high levels of poverty 
among farmers and rural populations, a number of important regulatory measures were 
identified to address the treatment of agricultural labour in Mercosur.  Both the EU and 
Mercosur could cooperate to combat the occurrence and potential expansion of this practice 
through the improved enforcement of international labour standards.  
 
With overall economic welfare expected to rise in the Mercosur and EU with increased trade 
liberalisation, it is necessary to ensure potential negative impacts on employment and income 
levels are addressed.  Increased education and training would allow for mobility to other 
sectors; increased protection of farmers and agricultural labours in the form of non-farm 
employment opportunities would increase welfare and overall social capital. 
 


