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INTRODUCTION




The following document “In depth analysis of Mesoointegration, its prospectives and
the effects thereof on the market access of EU goas@rvices and investment”

constitutes the final report of the study commissbby D.G. Trade to the consultants.

This final report includes the consultant’s rewvisidollowing D.G. Trade services
comments on preliminary versions. It keeps stritilyhe terms of reference established
by the contract signed between D.G. Trade and thigesity of Barcelona by focusing
on Mercosur integration and not on the developnoériEU-Mercosur negotiations. In
accordance with article 13 of the contract, theorgfs the absolute property of the
Commission. Any information gathered or conclusioeached by the consultants on
matters not covered by the terms of reference baes kept out of this final report and

remain the consultant’s property.

The study has been organised into four chapterst Mbthe analysis and the
empirical research is found in the first two chaptevhereas the last two are more

oriented towards policy issues.

- . . L ~1S imé : th
In order to faciltate reading, the main text offax summary of the principal " )
H H . . . - S 1 ': ff
results while the annexesovide more detailed information. However, annexes 1d an {s"pprfmf :’h o - %
”””””””””””””””””””””””””” ~ 7| Supprimé : the content o
LIl must be seen Antegral par of the main text They constitute one of the more. - { supprimé : forms a )
important components of the studyd they were includgihto two annexes 7sjmpjy\\\\‘{ Supprimé : anc )
. . . . . . . N S imé :
because thienature, (a directory of MERCOSUR's legislation cakepp for the first time) - TSUZZ"::W% — ﬂ
does not allow them to be read as the rest ofliapters. | sections have been
\\\ {Supprimé : incorporate J
\\\{ Supprimé : of these documen ]

Annex 2.1I exists only in hard copy as it has beeade by hand by underlining  ( supprimé

: that has bee

the 189 photocopies of the Annexes of the MontaviBeotocol on Services in order to
show the increase (or decrease) in the degred@falization. These texts were taken

from MERCOSUR’s Official Journal. Annex 2.III exsstlso only in hard copy and it is



not recommended to be made public as it includesesmformation obtained by the

consultants on a confidential basis.

All the study is written in English. The subjecttbea of some parts of the study,
particularly annexes 1.1l and 2.I, has requiredttaaslation of highly specialised legal
terminology. Translation should always be checkeith whe original Spanish or

Portuguese texts.

The initial project proposed a screening of MERC®&SUnember states
legislation that contradicted MERCOSUR rules. Hogreas the project developed, the
relevance of this exercise decreased for threeomsasa) in many important areas,
MERCOSUR legislation has not yet entered into fommed, as a consequence,
contradictions with member states legislation simgd not arise; b) in some cases,
violation of MERCOSUR rules by member states hasnbealidateda posteriori by
MERCOSUR decisions; ¢) some MERCOSUR acts (namelhé phytosanitary area)
presented as harmonizing measures contain simplish of the divergent measures
applied by member states and as a consequenceadmre the problem of them being

contradicted does not arise.

MERCOSUR'’s state of crisis, steadily aggravatethelast year, advised against
pursuing, as initially envisaged, a deep analysth® benefits of further integration. The
problem lies rather on how to avoid a completetitituor disintegration of the process.
As a consequence, the emphasis on that analysiddes replaced by that on the
dilemmas MERCOSUR faces and consequently the giestend the recommendations
to overcome the crisis. However, a discussion efabnefits of the integration, both from
the point of view of MERCOSUR and the European Wdnican be found in different

sections of chapters 3 and 4.

Section 3.3 has taken into account the informagathered through individual



interviews of firms and business representativesval as through a questionnaire
circulated among firms associated with AME&sciacion Multisectorial de Empresas
an association of Spanish exporting firms) and rotEeropean firms participating in
MEBF (MERCOSUR-EU Business Forum). We thank allhafm for their collaboration.



CHAPTER 1

AN OVERALL VIEW OF MERCOSUR'S

DEVELOPMENT




1.1 Background to MERCOSUR’s current stalemate

Most Latin American (LA) countries have been vemtivae participants in regional
integration initiatives. Most of these agreemehimwever, have made scant progress.
During import substitution industrialization, intragional trade liberalization collided
rapidly with national development strategies. Otite “easy” phase of reciprocal trade
liberalization was left behind (usually involvingogds not produced locally), the
exchange of preferences based on a “positive diggroach strengthened the leverage of
import-competing interests, who effectively blockeagress. The demise of the Latin
American Free Trade Association (LAFTA) and its dithtion by the Latin American
Integration Association (LAIA) in 1981 confirmed ethinclination of LA countries

towards discretion and flexibility in regional igi&tion affairs.

MERCOSUR member states made active use of theumstits provided by
LAFTA and LAIA to expand bilateral trade. In fad&trgentina and Brazil (jointly with
Mexico) were the most active users of “sector camp@ntation agreements” in the 1960s
and 1970s, leading to a rapid increase in reciprtoade. At the end of the 1970s nearly
80% of Argentine-Brazilian bilateral trade was cociéd under LAFTA preferences.

However, geo-political tensions, disparate natiatelelopment strategies and an
adverse international economic environment workeghirest regional integration
initiatives. In less than a decade the region sefféwo large external shocks (the oil and
the external debt crisis) that sharply loweredaitggional trade. International credit
rationing and a foreign exchange shortage in thly 4880s led to a significant increase
in protection region-wide. As a result, between A3d 1985, Argentine-Brazilian
bilateral trade nearly halved, reducing the sh&rArgentina as a market of destination

for Brazilian exports to a meager 3% (down fromrdd% in 1966-70).
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Against this background, the Argentine-BraziliBnograma de Intercambio y
Cooperacion EcondmicéPICE) signed in 1986 and the Treaty of AsunciérMafrch
1991 establishing the Common Market of the SoutEREOSUR) were path-breaking
events. A stylized account of the history of MERQ@BScan analytically distinguish six

phases:

a) The PICE as an antecedent to MERCOSUR (1985-89);

b) The foundations of MERCOSUR: the Acta de Buenog#and the Treaty of
Asuncién (1990-91);

¢) Transition towards the customs union (1991-94);

d) MERCOSUR’s paradoxical "golden age" (1995-97);

e) Conflict escalation (1998-2000);

f) MERCOSUR in a stalemate (2001-?)

1.1.a) The PICE as an antecedent to MERCOSUR (89385-

Three factors converged in the mid-1980s to proguoggjor change in the political and
economic environment of regional integration in thH&outhern Cone. First,
democratization in Argentina, Brazil and Uruguagated new incentives to redress
bilateral relations, especially between the twgéat countries, making military, energy
and trade cooperation the main ingredients of ngeot neighbor” policies. Second, the
macroeconomic and regulatory crisis of Argentinad dBrazil made evident the
exhaustion of a development model based on protecind widespread state
intervention. The external debt crisis also coniigol to a perception of common
challengesvis-a-visthe world economy. Third, the proliferation of i@gpl integration
initiatives worldwide underlined the risk of marglization and the potential contribution
of regional cooperation to strengthen the voice rmdcle of the region in international

affairs.
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In this new environment the Argentine and Brazilgnvernments signed in 1986
the Programa de Integracién y Cooperacion EcondmiP4CE), laying the framework
for increased cooperation on a sector basis (tirowmgnmong other means, trade
liberalization and technological cooperation). Tieeformance of the PICE shared many
of the features typical of LAFTA and LAIA: after anitial period of intra-regional
liberalization and rapid trade growth (that restioirade flows to the levels recorded prior
to the external debt crisis), the exchange of cssicas slowed down and trade flows
reached a plateau. In 1988 the two governmentsedignTratado de Integracién,
Cooperacion y Desarroll@imed at establishing a common market in a periotem
years. TheTratado de Integracionserved to reaffirm the political commitment to
promote regional cooperation, but it shared thek lat precision and enforcement
mechanisms typical of most LA integration effottowever, by the turn of the decade
bilateral trade flows had experienced a two-folck@ase over 1985 levels. Moreover, the
radical change experienced by the predominantdétitowards bilateral relations on the
part of the Argentine and Brazilian governmentd thie foundation for a more ambitious

approach.

1.1.b) The foundations of MERCOSUR: the Acta dm8B8si Aires and the Treaty
of Asuncion (1990-91)

The late 1980s witnessed the initial steps towardsateral trade liberalization in
Argentina and Brazil, a process that speeded uthenearly 19908.The turn of the
decade was also a watershed for the predominamiafewent model: market-oriented
reforms gained growing predicament in public debated policy-making. This change in
focus had a major impact on regional integratidtiatives: its major outcome was the
signing of theActa de Buenos Airgas June 1990. ThActaadopted an approach to trade

liberalization that emphasized an automatic, linead universal mechanism of tariff

! Argentina implemented a trade liberalization pesgrin the late 1970s, but it was abandoned afeer th
financial crisis of the early 1980s. The externabtcrisis led to further increases in protection.
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elimination. According to the agreed schedule, i ¢nd of 1994 Argentina and Brazil
would apply 100% preferences over MFNs' tariff sata a reciprocal basis. Theatado
de Asuncionsigned in March 1991 extended these commitmentPaag7uay and
Uruguay and created the Common Market of the SGMERCOSUR).

The Tratado de Asuncioincluded four mechanisms to move towards a common
market, namely: a) a Trade Liberalization ProgrdioR) to be concluded by December
31 1994; b) the adoption of a common external t4G#ET) as of January™1 1995; c)
the coordination of macroeconomic and sector padicand d) sector agreements to
deepen and speed up the liberalization of intréorey trade flows. However, only the
TLP included detailed enforcement mechanisms. Adinher states undertook essentially
the same commitments, except for a larger numbdramisitory exemptions and one
additional transition year to reach 100% preferermeer MFNs” tariff rates in the case of

Paraguay and Uruguay.

The approach to intra-regional trade liberalizatamtopted by MERCOSUR was
shaped by the structural asymmetries as well abdgomestic conditions that prevailed
in the region (particularly the imperative of stiwral reform and the reluctance to resign
autonomy in domestic policy making, except as &-iacdevice for trade liberalization).
These conditions help to account for: 1) the adoptif automatic mechanisms to ensure
trade liberalization (thus freeing the process frdamestic pressures) and 2) a “soft”

institutional design that did not involve a sigo#nt pooling of national competences.

1.1.c) Transition towards the customs union (199)-9
The period of transition towards the customs unweas characterized by tensions

emerging from divergent macroeconomic policies padformances. The adoption of a

currency board in Argentina in 1991 brought inflatidown and laid the basis for fast
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aggregate demand growth. In the meantime the Brazdconomy remained dominated
by high volatility and a disappointing growth perfance. In this context bilateral trade
imbalances rose sharply, fueling domestic demaruats protection (especially in
Argentina). Given the lack of flexibility to tinkewith tariffs, non-tariff barriers (NTBs),
private sector agreements and othdrhocinitiatives (such as Brazilian purchases of
Argentine wheat and oil) served as safety valvee. fhpid growth of Brazilian industrial
exports to the region (particularly to Argentinggve rise to a significant domestic
coalition in support of MERCOSUR. Higher Braziliananufacturing exports were
heavily concentrated in sectors traditionally iefitial in foreign trade policy-making
(such as steel, chemicals, motor vehicles andld¢extiFor many of these industries
higher exports to the region was a partial comptésrsdor the loss of domestic market
share as a result of unilateral and multilatetzralization. Other governmental and non-
governmental actors (such as the legislatures lamdrade unions) also took increasing
interest in MERCOSUR.

Despite rising trade disputes, intra-regional trdes (particularly of industrial
goods) boomed between 1991 and 1994. By 1994 riegi@anal trade flows accounted
for 19% of total foreign trade, as compared to 8%t three years earlier. In contrast to
the PICE, the period of transition towards the aunst union confirmed an approach to
regional integration that can be described as “ardinated automaticity”. This approach
eventually prevailed over the guidelines adoptethaActa de Las Lefiaflune 1992).
The Acta de Las Lefiamcluded a schedule to harmonize a set of critd@estic
policies in areas where existing policy asymmettigeatened to create insurmountable
obstacles to market integration. Despite its dedadommitments, thActa de Las Lefas

had very little impact
The Tratado de Ouro PretgDecember 1994) brought this period to a conchysio

postponing the objective of a common market anddioy instead in the implementation

of a customs union. According to the agreed scleedwy year 2001 a CET should be in
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force for most of the tariff schedule, while atisitory exceptions to intra-regional free
influenced by the tariff structure of Brazil, combd with transitory exceptions to
accommodate divergent national production and ptioe structures. For a set of
sensitive products, Régimen de Adecuacion Finedtablished a schedule to reach intra-

regional free trade by the end of the decade (skEswSections 2.1 and 2.2).

1.1.d) MERCOSUR's paradoxical “golden age” (1995-97

Macroeconomic stabilization in Brazil after 1994 I a sharp expansion of domestic
aggregate demand with significant spill-over effecn the rest of the region. This
boosted exports from partners such as Argentiners hit by the 1994 Mexican crisis.
In addition, macroeconomic stabilization in Bragilmulatedde factoconvergence in
macroeconomic policy and performance, contributmgapid trade growth. During this
period Brazil and Argentina benefited from a foreigvestment boom that included the
implementation of regional restructuring strategiasthe part of transnational firms in
sectors such as motor vehicles, food, chemicalsjanéiial services and
telecommunications. Progress towards policy coetitin, however, remained very

modest.

In December 1995 MERCOSUR member states agreeddiuméerm action
plan christened\genda MERCOSUR 200The Agendatargeted for priority negotiations
the consolidation and “deepening” of the customsomnincluding services trade
liberalization, government procurement, tax harrpatibn, etc. During the 1995-97
“golden years", MERCOSUR concluded two free-tradgeaments with Chile and
Bolivia and increased its activism in internatiotrade negotiations, signing a framework
agreement with the European Union and participatinghe Free Trade Area of the

Americas (FTAA) negotiations as a single entity.
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Despite this generally favorable environment, MERBLR failed to make
progress in tackling national discretion on poklimd regulatory issues. This was the case
with macroeconomic policy, but also with industritdx and investment paolicies. This
led to blocked negotiations and a credibility ariabout the effectiveness and relevance
of MERCOSUR’s regulatory and policy framework. Nmgress was made on the
harmonization of policies for the so-called “spéaiactors” (sugar and motor vehicles),
of policy-induced or structural asymmetries, ond@oval of non-tariff barriers (NTBs)

or the free circulation of goods.

A number of economic and political factors helpatzount for the fact that the
sizable increase in the “political capital” of MERSUR during the 1995-97 period was

not strong enough to push member countries to rhedakthroughs in the policy agenda

- { Supprimé : o

emerging agenda gained in depth and complexity,ateing member countries more

convergent views and preferences over instrumends autcomes. That such shared
views did not exist is confirmed by the contrastitigections taken by national industrial

and export promotion policies since the mid-1990s.

Second, the asymmetric interdependence that binERGOSUR member
countries together gave rise to divergent incestteeconstrain national policy discretion
and “deepen” economic integration. Brazil, by fae tlargest MERCOSUR partner,
traded intra-regionally only 15% of its total fagaitrade in 1996 (as compared to 33%
for Argentina, 50% for Uruguay and 63% for Paragudiis relatively low level of
regional interdependence, combined with a longeten tradition of policy
independence, was a major factor behind Braziligctance to constrain national policy

discretion.

Third, since foreign policy considerations playekley role in the engagement of
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Brazil in MERCOSUR, the emergence of different \gewith Argentina over foreign
policy priorities reduced the former’s perceptiémet gains to be derived from regional

cooperation. With the expected trade-offtween Argentina’s greater access to fhe

Brazilian market and its alignment on Brazilian wse on foreign policyfailing to

materialize, Brazilian policy-makers found few reas to resign policy discretion or
abide by collective disciplines. The expectatioatthrogress on the FTAA negotiations
may create pressures to “deepen” MERCOSUR alsedfdid materialize, as Brazilian
trade officials saw the prospect of a hemispheage-trade area as distant and unlikely.
This view was strengthened by the US Administrasiofailure to obtain fast-track

authority from Congress.

Paradoxically then, MERCOSUR’s golden age led tpeaiod of regulatory
paralysis and a credibility crisis. As the scopetled# negotiating agenda widened, the
ability to reach effective compromises shrank. Hifficulties faced by MERCOSUR
were made evident not only by its failure to deffiecively with the emerging
“deepening” agenda, but also by its inability toki@ more conventional issues, such as

NTBs and enforcement of a CET.

1.1.e) Conflict escalation (1998-2000)

The East Asian crisis of 1997 sharply reduced dewvhy enjoyed by MERCOSUR,
based on rapid output and foreign trade growth ceageabundant foreign finance. The

later in the case of Paraguay and Uruguay) waseghast as planned, but the economic
slowdown led to renewed tensions between the partAdéter the devaluation of the Real

in January 1999 trade tensions peaked.

2 perceptions began to change slowly after the Belizonte summit of Western Hemisphere trade
ministers. However, by the time the FTAA process dained credibility again, MERCOSUR was facing

_ - {Supprimé 1o




The external negotiations of MERCOSUR with its LAlpartners also
deadlocked. After concluding two free-trade agresmiewith Chile and Bolivia,
MERCOSUR failed to reach a deal with Mexicand the Andean Community. The
subsistence of bilateral preferential agreememnissme cases even expanding pre-
existing preferences, such as in the new bilateaat between Mexico and Uruguay)
caused new “perforations” to the CET. These “pations” increased as a result of
unilateral decisions and “embedded flexibility” ¢buas the authorization to optionally
increase the CET by three percentage points grant&898). The “deepening” agenda
made scant progress as well: MERCOSUR member desrsiigned a Protocol on Trade
in Services (December 1997), but its “value addmdr the commitments undertaken in
the GATS three years earlier was the promise trdilize services™ trade in a period of

ten year$.

The sharp devaluation of the Real in January 1996udght de facto
macroeconomic policy convergence between Argendind Brazil to an abrupt end.
Intra-regional trade contracted sharply, and eveugh the much feared “invasion” of
Brazilian goods into neighboring countries failea rmaterialize, trade conflicts and
protectionist pressures increased, stimulated hyedtic recession and diving trade.
These pressures were mostly dealt with throaghhoc mechanisms such as private
sector agreements, more aggressive implementativade relief laws and other NTBs.
Disclosure of some firms” plans to transfer prouuncfacilities from high-cost Argentina
to low-cost Brazil (most visibly in motor vehiclestrengthened the perception of

MERCOSUR as a zero-sum game.

The Agenda de Buenos Aireadopted in June 2000 aimed at re-launching
MERCOSUR. The Agenda embraced many topics, inctudimacroeconomic
coordination; investment, export and productioneirtoves; special customs regimes;
external relations; market access issues; impleatient of the CET; trade relief and

competition defense; and institutions. Member coestagreed on a standstill on new

% The agreement reached in 2002 simply extendsatligity of preexisting bilateral agreements andhtee
the framework for futue negotiations
* The Services Protocol is not enforced yet bec@asmressional ratification is still pending.
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restrictions to intra-regional trade. However, tlmenediately enforceable decisions gave
green light to practices incompatible with the oust union, such as the authorization to
maintain imports-duty drawbacks (extended until &sber 2005) or to continue to
enforce domestic trade defense laws (originallgeaéd until December 2001, but later
on postponed). Most of the remaining issues reduadditional negotiations, which
eventually proved inconsequential. In the vast migjoof cases the deadlines were

missed and thus extended at the Florianépolis stiwfiecember 2000.

1.1.f) MERCOSUR in a stalemate (2001-7?)

During year 2001 regional events were dominatedthiey marked deterioration of

economic conditions in Argentina, a fact that steed unilateral policy decisions and

_ {Supprimé o)

temporarily from its CET obligations June 2001), sector tax and trade benefits aqtd a

dual exchange rate system for exports and impatiandoned after the devaluation of

P {Supprimé :

the peso). As a result, the customs union appréaategional economic integrat@q//
became increasingly challenged in Argentina as wsllin other countries, such as
Uruguay. Conflicting views as to the pace and rhytbf other multilateral or regional
negotiations (such as the FTAA) also surfaced gpelml response to this renewed
pressure in June 2001 the CMC created a speciapdgnocharge of reassessing the CET.
Member countries also agreed to convene the Tradiénvestment Consultative Council
created by the‘4+1 agreemeit (Rose Garden Agreement) between the US iand
MERCOSUR signed in June 1991.

® The major achievements of the Florianépolis summeite an agreement on indicative macroeconomic
targets and approval of a Regional Regime for tloeokVehicles Industry.

5 A"customs union approach” to regional economiegnation differs from a “free trade area”approach .
The first aims at unifying commercial policy withitd countries while the second leaves this area of
economic policy to the discretion of each membatesind outside the integration framework. Howeasr,
discussed later on, the building of a customs udimes not requuire only the establishment of a ‘foom’
commercial policy, it requires also the mergindhm former separate customs territories into aglsin
one.
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The full-fledged economic crisis of Argentina sinbecember 2001 has placed
MERCOSUR on hold. However, even in this criticahtaxt there were some positive
signs during 2002. First, the new Argentine governtmreversed the tariff changes
unilaterally introduced in 2001, enforcing the CEJain. Second, the Central Banks of
Argentina and Brazil restored suspended reciproealit lines to facilitate bilateral trade.
Third, a Permanent Court of Appeal for disputelegtént and a Technical Secretariat to
assist in the negotiations were finally createdlpfang protracted negotiations. Lastly,
Argentina and Brazil agreed to “clean the table” pgmding trade disputes and made
guantitative restrictions on automotive trade nftaeible to enable Argentina to increase
its duty-free exports to Brazil. These piecemeakamgents do not constitute a major
change in course, but may lay the basis for cootstel negotiations in the context of a
renewed political commitment. The fact that new egyovnents will take office both in
Argentina and Brazil in 2003 may help to re-invigier MERCOSUR and to focus on

priority policy issues.

1.2 Screening of MERCOSUR legislation

In our revision we have found no satisfactory andthprehensive analysis of the legal
content of MERCOSUR integration. Available litenatuoffers either an aggregate
guantitative description of MERCOSUR legal actsssiied along the six major areas
used by the Instituto para la Integracién de Anztiatina (INTAL) Database (see, for
example, Pérez Anton 2001) or a more qualitative dso partial analysis (see, for
example, Abreu 2000). Moreover, even though itssful as a classification device, the
INTAL Database has three major shortcomings whew e make such analysis. First, it
makes no difference between the internal and extetimensions of regional economic
integration (a key issue to properly understand I@BEISUR’s recent history and current
dilemmas). Second, it classifies under the samdihgs topics that have different roles

investment or provision of services andn-economic issues likeultural and judiciary

20
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co-operation). Finally, the INTAL Database goe®inkcessive disaggregation in some

areas, such as product classification.

To undertake a screening of MERCOSUR legislatiamaty be useful to classify
it according to criteria that resemble, even ifytlae not identical, those of the EU’s

“Directory of Legislation in Force”. For the sakEsimplicity all MERCOSUR legal acts

P { Supprimé : ed

matters) were classified (see Annex 1.1) in thregamchapters according to their main

object (repetitions are inevitable in some cases)ely:

A) Construction of the customs union and the iraémarket;
B) Other aspects of the integration process; and

C) External relations.

Annex 1.1l includes a brief description and comrmsemt each individual legal act or set
of legal acts when their content is similar. Anrfedl includes all MERCOSUR legal
acts classified chronologically in order to fdéatle their search and identification in the

directory.

Following a detailed examination of the inventorye weached three major
conclusions. Some of these conclusions are nousixel of MERCOSUR, but rather
typical of regional integration agreements. Howewerthe case of MERCOSUR their

consequences seem to have been aggravated byia afgfiolitical commitment, blurred

... . . . . _ - Supprimé : in
priorities and too flexible rule-making procedur&ur three major conclusions are /ias {

follows:
¢ MERCOSUR legal acts show drafting deficiencies, luding errors and

inconsistencies. A number of important legal text®rlap and contradict each

other, such as the Services Protocol and the Golémotocol on intra-zone
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1.3

investment. While the former covers investment grvies —“commercial

presence”-, the latter extends its coverage ontesiment in the service sectors.
Similarly, important norms such as the nationahtiment principle as defined in
Article 7 of the Treaty of Asuncion are far morengeal and imprecise than their

GATT s equivalent.

The production of legal acts is biased towards saopics (one remarkable
example is standardization). We also found numelega acts in areas that have
little relationship with the enforcement of a cumtounion (such as judicial co-
operation or education), while at the same timaethis almost no effective
legislation regulating “internal market” issues @tfthan trade in goods (such as
cross-border supply of services, right of establisht, movement of capitals or
movement of workers). Similarly, very little atteat is paid in terms of rule-
making to issues critical to the construction oé tbxternal dimension of a

customs area.

Finally, our detailed analysis of the current stofkegal norms has shown that
there are too many legal acts with no practicaa$. This has been probably the
result of the need to meet deadlines and targetpaovide a sense of progress in
“rule making”. This has reduced transparency (iteis unclear which rules are

effective) and seriously challenged the credibitifthe rule-making process.

Trends in aggregate trade flows: 1986-2000

1.3.a) Intra-regional trade flows

Since the mid-1980s and until the slowdown thalbfeéd the East Asian crisis, intra-

MERCOSUR trade rose almost continuously. Argentimal Brazil were the main
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beneficiaries of this expansion: until 1998 exptotshe region increased at a 21.6% and
18.2% average annual rate, respectively. The mgional exports of the smaller
economies expanded at more modest —but still ites (14.4% in the case of Paraguay
and 11.6% in that of Uruguay), confirming that theid rise of intra-MERCOSUR trade

was a by-product of closer economic ties betwegrwb largest partners. Total intra-
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The gap between the rates of growth of extra atrd-regional exports was the
highest in Brazil, where exports to MERCOSUR insgzhthree times faster than sales to
the rest of the world. Uruguay and Argentina folkalithe Brazilian performance closely:
intra-regional exports increased nearly two anadlatimes faster than exports to the rest
of the world. However, while Argentine exports tetrest of the world increased at a
relatively high pace, Brazilian and Uruguayan exégional exports performed very
poorly. For these two countries, therefore, intrgional trade turned into a key factor
behind total export growth. This goes counter tingpBstic view that size asymmetries
mean that MERCOSUR had marginal economic effectBraazil. Indeed, weré not for

exports to MERCOSURthe performance of Brazilian sales abroad wouldehiaeen

P { Supprimé : what

regional market also contributed to reduce pressuresectors squeezed by foreign

competition as a result of unilateral liberalizatio

Foreign trade performance changed radically af898: between that year and

2000, intra-regional exports contracted in all MER&IJR member states, except
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the case of Uruguay, where exports to MERCOSUR dualketurning to the levels
recorded in 1995. Argentine and Brazilian expoei$ more moderately by 13.5% and
10.6%, respectively.

" Argentina and Brazil are also the less open ecée®as measytady the foreign trade/GDP ratio. B L - - {Supprimé is
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1.3.b) Regional trade openness and foreign t@meentration indexes

The rapid rise of intra-regional trade was accongghrby a significant increase in
regional trade openness and foreign-trade condemtrandexes (see Tables 1.1V.2 and
1.1IV.3 in Annex 1.1V). However, these aggregatadi®did not affect equally all member
states: regional trade openness indicators remdlaedn the case of Uruguay, while
those of Paraguay increased only in the import Sitlese data confirm that the changes
brought about by MERCOSUR in the cases of Paraguly Uruguay were far less
significant than in the case of the two larger pars, which shared a long established

tradition of autarchy and foreign trade repression.

The same conclusion can be reached after examthimgntra-regional to total
foreign trade ratios. Absolute levels are unamhiglphigher in the case of the smaller
countries, but the increase experienced as a SMIERCOSUR was much larger in the
case of the bigger economies. The disparate alesvhlues of the trade openness and
regional trade concentration indicators are stmatttactors that shape an asymmetric
structure of incentives to engage in policy co-oation in MERCOSUR (see section
2.3).

1.3.c) Changes in the aggregate commaodity coniposif foreign trade

On aggregate, the most significant changes in dnentodity composition (HS sections)

of aggregate MERCOSUR exports were:
o the sharp fall recorded in the contribution of fpodetal and textile

products to total exports, and

o the increase in the share in total exports of parisequipment, mineral
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products (petroleum), electrical machinery and dhbats.

As it should be expected as a result of differerinesconomic size and total foreign
trade, these aggregate trends reflect the changpsrienced in the commodity
composition of Brazilian exports (which account fagarly two thirds of MERCOSUR
total exports). These, however, were heavily infked by changes in the commodity
composition of intra-regional trade (see Table XINh Annex 1.1IV). Again, intra-

regional trade flows stand out as a major detemtinhaggregate trends.

1.3.d) Changes in the regional composition of fgndrade

The rise in the ratio of intra-regional trade ttatdoreign trade took place at the expense
of different trading partners, depending on whetbee focuses on the export or the
import side. In the case of exports, the remarkatdeease of intra-regional trade shares
(14.5 percentage points between 1986 and 2000)rrect@t the expense of all other
trading partners except Latin America (see Tablg.3.in Annex 1.IV). The share of
NAFTA in total MERCOSUR exports fell by 5.5 percagé points, while that of the EU
contracted by 4 percentage points. The EU perforptemtly as a market of destination
for MERCOSUR exports, even when the EU maintaitedhare (28%) in total Brazilian
sales abroad. By contrast, in the case of Argentinaguay and Paraguay the EU share
in these countries” total exports contracted skafipy 11.5, 10.5 and 5.0 percentage
points, respectively). Since the dynamism of Braailtotal exports during the period
under consideration was very low, the stabilityttoé share of the EU as a market of
destination for Brazilian exports confirms the mstdmle played by the EU as an export

outlet.

On the import side the change in the regional asitipn of foreign trade looks

less dramatic. The share of the region in total IMESUR imports experienced a more
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modest (but still remarkable) 8.5 percentage pointyease. The major trading partners
of MERCOSUR (the EU and NAFTA) managed to marginaticrease their shares in
total imports (by 2 and 1 percentage points, rebpyg) (see Table 1.1V.11 in Annex
1.1V), while the share of the rest of the worldd¢lexiing Latin America) fell by nearly 10
percentage points. Again, the performance of the @&Uthe origin of MERCOSUR
imports varied across countries: while the EU sharmtal Brazilian imports increased
from 23% in 1986-88 to 28% in 1998-2000 (an inceeasuch larger than the one
percentage point rise experienced by NAFTA), it iielthe case of Uruguay and, more
remarkably, Argentina. In the case of Argentinapams from the EU performed much
worse than those coming from NAFTA. Indeed, NAFTAlsare in Argentina’s total

imports increased by nearly two percentage points.

1.3.e) Changes in the commodity composition cairdgional foreign trade

The most significant change in the commaodity contmsof intra-regional exports was

the sharp increase in the share accounted foramgport equipment (equivalent to a 10
percentage points increase) (see Table 1.1V.5 ineXnl.IV). Other product categories
with more modest higher shares include food prajwaectrical machinery and cellulose
and paper. In absolute terms Brazilian exports warejor determinant of changes in the
commodity composition of intra-regional trade (TallIV.6). In the case of Argentina,

motor vehicles and minerals increased significatitlgir share in total exports to the
region: the share of motor vehicles almost trelffeoin 6.6% in 1986-88 to 22.2% in

1998-2000) while that of minerals —mainly petroleuexperienced a twofold increase
from 7.1% to 15.4%) (Table 1.1V.7). In the casePakraguay, all product categories that
increased their share in total intra-regional etdnclude natural-resource intensive
goods such as vegetal products, edible oils, fooduyrts, furs and skins and cellulose
and paper. Industrial products such as plasticsnaethls also increased their share in
total exports, but the absolute value of exporteaias very low (Table 1.1V.8). In the

case of Uruguay the categories that experiencedlatgest increases include food
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products, minerals, cellulose and paper and trahspoipment (Table 1.1V.9).

The product categories that lost share in totatairegional exports were
chemicals, animal products, metals, furs and skimstextiles. All MERCOSUR member
states (except Uruguay) shared a lower contributionhemical and metal products to
total exports. The falling share of textiles, imntumasks divergent trends in the case of
Argentina and Brazil, with rising shares on the ¢twaad, and Paraguay and Uruguay,
with falling shares on the other. The share ofilextin Paraguay’s intra-regional exports
fell remarkably, from 50% in 1986-88 to 19% in 198@00. The counterpart was a rising
contribution of natural resource intensive prodystsh as vegetal and food products and
furs and skins), that jointly increased their shareotal exports from less than a quarter
in 1986-88 to over 60 percent in 1998-2000.

The rise in the share of transport equipment wi® déhe major change
experienced by the commodity composition of ingional imports (see Table 1.IV.10
in Annex 1.1IV). In effect, between 1986 and 200@ ghare of imports of transport
equipment in total MERCOSUR imports nearly treblgeom 7.3% to 20.9%). This
increase was mainly accounted for by Argentine-ieaw bilateral trade, ruled by an
administered trade regime. The share of food prigsdactotal intra-regional imports also
experienced a significant increase, up from 1.8%986-88 to 5.1% in 1998-2000. The
rise in the share of food products in total impeves the largest in the case of Paraguay

and Uruguay.

1.3.f) Changes in regional shares in MERCOSUR ingooy type of commodity
Between 1986 and 2000 the share of MERCOSUR in itapdassified by commodity

increased for all HS 2-digit categories, excepttéotiles, furs and skins and art objects

(see Table 1.IV.11 in Annex 1.IV). The largest pettage increases were recorded in

27



animal products, vegetal products, transport egaipgmfood products and mineral
products. In some of these commodity groups (swchramal and food products) EU

exporters experienced a significant loss of maskere.

As a supplier of MERCOSUR, the EU increased i@rstby type of commodity
only in precious metals and stones, wood and woedufactures, optical instruments
and mineral products. By the end of the period, énaw, these categories accounted for
only 6% of total EU exports to MERCOSUR. In mogtatchapters, the EU experienced
a contraction in market shares, including food pats, animal products, furs and skins,
electrical machinery, footwear, edible oils, metalseramic and glass, plastic
manufactures, vegetal products and transport earpmin 1998-2000 electrical
machinery (39%), transport equipment (14.3%), mnsefal5%) and plastic manufactures
(5%) jointly accounted for nearly two thirds of Edports to MERCOSUR.

As compared to NAFTA, between 1986 and 2000, EWgspo MERCOSUR
performed poorly in the categories of electricakchiaery, metals and food products. In
effect, in all these product categories the shaf¢Ad-TA as a supplier of MERCOSUR
increased, in contrast to that of the EU. NAFTAoakxperienced market share
contractions lower than those of the EU in commpoditoups such as animal products,
furs and skins and plastic manufactures. EU expodetperformed NAFTA's in vegetal
products, edible oils, mineral products, chemicalspd products, cellulose and paper,

ceramic and glass, transport equipment and textiles

However, most of the losses in EU market shareslERCOSUR by chapter
occurred prior to the establishment of MERCOSUR (@hnly significant exception was
footwear). In effect, between 1992 and 2000 thdéopeiance of the EU as a supplier to
MERCOSUR appears as much more homogeneous th&3&2000. Between 1992 and
2000, EU’s market share losses in MERCOSUR werdeliimo the HS chapters art

objects, footwear, animal products, food produetectrical machinery, miscellaneous
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products, textiles and chemicals. In addition, mgiri992-2000, EU exporters recovered
part of the ground previously lost in transport ipquent, metals and edible oils. Table
1.IV.12 in Annex 1.1V lists the four-digit HS cat@ges in which the EU experienced the

largest market share contractions in the 1992 -2@0idd®

1.3.g) Changes in the commodity composition of Edds to MERCOSUR

The most remarkable change in the commodity contipaosiof EU exports to
MERCOSUR in 1986-2000 was the rise in the contidsubf transport equipment and
cellulose and paper products (see Table 1.IV.X0pdrticular, the rise in the share of
transport equipment in total EU exports to MERCOSW& more than 6 percentage
points. This is a remarkable difference with thefgrenance of NAFTA, in which the
share of exports of transport equipment fell by Ae2centage points. As seen in sub-
section 1.2.h) this accounts for the sharp contmacif NAFTA in MERCOSUR imports

of motor vehicles.

The most significant fall in the share by commodjtgups in total EU exports to
MERCOSUR was experienced by metal products, chdésnaal animal products. Apart
from transport equipment, another significant défece in the changes by commodity
composition of NAFTA exports to MERCOSUR as compate the EU was the
remarkable increase in the share of electrical inach (which in the case of the EU

remained flat).

® The analysis considered only tariff items in whitls EU had a market share higher than 0.25 in-Ba92
® Most car manufacturers established in MERCOSUBl(ifing US firms) produce European models,
which means that intra-industry (and intra-firngde is made primarily with plants established & E,
rather than in the US.
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1.4  Trends in aggregate FDI inflows

FDI inflows into MERCOSUR experienced a remarkablerease during the 1990s,
rising from $3.6bn in 1991 to $44.9bn in 2000 (&.86n peak was recorded in 1999)
(Table 1.V.1 in Annex 1.V). This performance tratetl into a significant rise in the
share of FDI in regional gross capital formatiomiat rose from 3.7% in 1991 to over
35% in 2000 (Table 1.V.2). On average, FDI inflolasve contributed with 10.5% of
total gross capital formation, ranging from a maximof 24.6% in the case of Argentina

to just 4.7% in that of Uruguay.

During the first half of the 1990s Argentina wae ftthestination for nearly two
thirds of total FDI inflows into MERCOSUR (Table\V11). However, during the second
half of the decade Brazil's share increased renfdykdy year 2000 FDI flows into
Brazil accounted for three fourths of total FDIViing into MERCOSUR. In the 1996-
2000 period Spain was the largest single investmgntry in MERCOSUR with a share
of nearly 30% (MERCOSUR figures exclude Uruguayduse of lack of comparable
data) (Table 1.V.3). The US was the next largeststing country in the region, with a
share of 20%. Taken as a group, the EU was thénarfgs0% of total FDI inflows into
Argentina, Brazil and Paraguay. The share of Elkstars was highest in Argentina
(69%), followed by Brazil (56%).

As far as sectors of destinations are concernadsport and communication was
the main recipient of FDI in 1996-2001 (17.8% dfatd=DI inflows), influenced by the
high share of FDI inflows into that sector in treese of Brazil. Financial services was the
second major recipient sector, again as a resullamfe FDI inflows into Brazil.
Petroleum follows very closely as a third majortee®f destination, a position fully

accounted for by FDI inflows into Argentina. Elécity, gas and water is listed in the
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fourth place, with a more balanced contributior6fl inflows into MERCOSUR two
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Total FDI inflows into Brazil increased frokdS$9.6bn in 1996 to ovddS$33bn
in 2000 (Table 1.V.5). On average, eighty percérdlloFDI inflows were channeled to

the services sector (Table 1.V.6). Over a quartaotal FDI inflows into the services
sector were invested in postal and telecommunica@rvices, while an additional fifth
was channeled respectively to the business serammgdinancial sectors. Consequently,
these three sectors received over two thirds afl DI inflows into services activities
and more than half of total FDI inflows into theaRilian economy. On average, during
the 1996-2000 period total FDI inflows into the ustfial sector accounted for 17% of
total FDI. Inflows into agriculture and extractiiredustries accounted for a modest 5.7%.
The major recipient sectors in industry were motehicles (23% of total FDI in

manufacturing), chemicals (18%) and electronic @mdmunication equipment (9%).

According to the country of origin, the largestgle investor in Brazil was the
United States (responsible for 24% of total FDIanfs in the period), closely followed
by Spain (21%) (Table 1.V.7}. The Netherlands and France were the next largest
sources of FDI with a share of 9.3% and 7.6%, respdy. Germany, traditionally a
large investor in Brazil, played a marginal roleidg the late 1990s, accounting for a
meager 1.6% of total FDI inflows. The share of B¢ in FDI inflows in Brazil between
1996 and 2000 was 52%.

The composition by sector of destination of FOflaws into Argentina was more
balanced than in the case of Brazil (Table I.VA&khough the services sector still
accounted for a high share of total FDI inflows éuerage of 42.7% between 1992 and
2000), manufacturing and petroleum and mining plag/enore significant role, attracting
34.6% and 22.6% of total FDI inflows, respectivdinpod and beverages was the most

important industrial sector of destination of FRlc¢ounting for nearly a third of total
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1% Spain was the single largest foreign investoriiazis in 2000 US$9.5bn, as compared 6%5.4bn J{:/// ~ { supprimé : u
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FDI inflows into industry), followed by the chemlcand plastic industry (28.9%) and
motor vehicles (18.1%). Electricity, gas and watere the largest FDI recipient in the
services sector (27.7%), followed by finance (25.2#d transport and communications
(20.5%).

The first investing country in Argentina was Spdirat accounted for over a third
of total FDI inflows in 1992-2000 (Table 1.V.9). @United States kept the second place
with a 18% share. The EU accounted for 60% of tefall inflows into Argentina, with
Spain responsible for more than half of EU inflointo Argentina. Other significant
European investors include the Netherlands (12%0Difinflows originated in the EU)
and France (10.8%). In contrast to Brazil, wherel RiOm other South American
countries accounted for less than 1% of total Fiflbws, their contribution in the case of
Argentina was much more significant (accounting fiearly 7% of total FDI inflows,

mainly of Chilean and Brazilian origin).

Paraguay played a very marginal role in accounforgFDI inflows into the
region: between 1990 and 2000 Paraguay received®@wn?o of total flows. Again, the
services sector (banks and telecommunications)thesnajor destination (65% of the
total), followed by industry (29%) (Table 1.V.1®ood, beverages and tobacco was the
major recipient activity in industry, responsibler falmost two thirds of the total. In
Paraguay the major single investing country wasUBe(with a share of over a third),
with Brazil and Argentina following closely (15%@&i4%, respectively) (Table 1.V.11).
A European country appears only in the fourth plabe Netherlands with a share of
10%.

Uruguay had a share in total MERCOSUR FDI inflosv&n lower than that of
Paraguay: between 1990 and 2000 FDI inflows intoguay represented only 0.6% of
total FDI inflows into MERCOSUR. Aggregate figurs Uruguay show that services
(mainly trade) accounted for 70% of FDI inward feovwn the 1995-99 period, while
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industry attracted 16.7% and the primary sector8%2(Table 1.V.12). Again, the US
was the largest single investor (31% in 1995-9¢)gregate figures indicate that the 35%
of FDI inflows were originated in European courdtievhile MERCOSUR and Chile
contributed with 20.7% (Table 1.V.13).

A revision of these aggregate figures leads to foajor conclusions:

o The EU was a major participant in the FDI boom eigmeed by
MERCOSUR in the 1990s, particularly by Argentina @razil.

o The leading role was played by new investors inréggon, such as Spain
(and to a lesser extent France). Traditional irrestuch as Germany and
the UK played a marginal role.

o FDI in extractive industries (mainly petroleum) wagnificant only in the
case of Argentina.

o FDI in manufacturing as a share of total FDI inflowas modest and
concentrated in three sectors: food and beveradsnicals and motor
vehicles.

0 Service activities (particularly banking, communicas and trade) were

the major recipients of FDI.
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1.5. The effects of MERCOSUR on selected sectors

The assessment of the sectoral impact of MERCOS#JRbscured by the fact that
regional economic integration proceedeari passuwith other far-reaching economic
transformations, such as unilateral trade libeaéilin and macroeconomic stabilization in
the mid-1990s. These coincident set of influencakentoo difficult to isolate the effects
of regional integration from other key determinasitsectoral performance in the 1990s.
There are, however, a number of studies that t@edrovide an in-depth analysis of
MERCOSUR effects on selected sectdrdhese studies covered durable and non-
durable consumer, intermediate and capital gootie factors taken into account to
assess the sectoral impact of regional integratiere the effects on intra and extra-
regional trade flows, FDI flows, competitive presssiand productive restructuring and

business’ strategies.

Table 1.1 suggests some convergent trends congetiné performance of trade
flows. In effect, in most sectors intra-regionalde expande@ari-passuwith imports
from the rest of the world, suggesting limited &ativersion effect¥ However, these
trends were typically not accompanied by higheroetgpto extra-zone markets. In some
sectors, such as motor vehicles, there is widedpexédence of trade diversion as
compared to a free-trade scenario. However, corisgléhe high pre-existing protection,
the expansion of intra-regional trade flows caubgdintra-regional preferences and
administered trade arrangements proceeded in glai@k significant increase in imports
from the rest of the world. In other sectors, whadeninistered trade arrangements were
not used, such as in footwear, machine tools axiilge (the latter is not included in
Table 1.1) the liberalization of intra-regional dea led to sizable regional trade
imbalances (generally a Brazilian trade surplud)ese imbalances reflect structural

asymmetries between Brazil and its smaller partners

™ These studies include the following: Tigre, P.B.ai (1999); Nofal, M.B. e Wilkinson, J. (1999);
Hasenclever, L. et alli, (1999); Chudnovsky, D édtr F., (1999); Bekerman, M. et alli, (1999); Bekan
et alli, (1999).

2 This was basically the result of the simultaneitypreferential and unilateral liberalization.
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As far as the effects on extra-regional FDI inflowere concerned, the available
evidence confirms a significant impact on sector/lich transnational corporations had
a dominant position prior to the early ninetiesthwivery limited impact on other
activities. As discussed in subsection 1.4, FDloiwé into MERCOSUR during the
1990s were heavily concentrated in services deafbdycted by regulatory change (be it

privatization or unilateral liberalization, suchiadinance).
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TABLE 1.1
MERCOSUR: AN OVERVIEW OF THE EFFECTS OF REGIONAL IN TEGRATION ON SELECTED SECTORS

Sectors Intra-zone trade| Extra-zone tradeFDI Competitive Sector restructuring and business$
pressures strategies
Footwear Strong  growth| Export andNo FDI. Extra and intra-zongSpecialization based on static
Large Brazilianimport  growth, imports exerfcomparative advantages. Heterogeneous
trade surplusesSome trade downward pressure obusiness strategies depending on |the
Unilateral tradediversion prices in Argentina. |country and firm size: “offensive” and
measures. benefiting “defensive” strategies. No investment
Brazilian complementation.
exporters.
Pharmaceuti | Strong growth ledStrong import Acquisitions | Higher domesticincrease in the share of output |of
cals by intra-firm| growth and and greenfield prices despite foreignmultinational companies. Higher imports
trade in substitution ofinvestments | competition. of inputs and output rationalization on a
multinational domestic subregional basis (plant specializatign).
corporations production. Intra-firm trade in MERCOSUR and
lower regional production of inputs and
intermediate products. Local firms
increase imports of inputs. Few
agreements between local firms.
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Motor Strong  growth| Strong import Strong FDI Pressure on prices [iRestructuring of production processes
vehicles Administered growth, including inflows, the early 1990sand linkages with autopart producers.
trade. parts andincluding new relieved thereafter.
accessories. Morglayers.
recently, extrar
zone export
expansion. Trade
diversion as
compared to the
free-trade
scenario.
Petrochemic | Growth  starting Strong importFDI  inflows|Limited pressures aqrSpecialization of transnational firms.
als from an alreadygrowth. from domestic prices. KeptLimited intra-regional FDI, mainly qf
high base. multinational |under reign by tradeBrazilian firms in Argentina and trading
firms alreadyremedies. associations.
established in
the region.
Dairy ~~ |Growth, mainly Trade diversion ai.arge | FDI Pressure on domestiConcentration ~ of  supply.  New-{ supprimé:ia
exports to Brazil.the expense of thénflows, prices in Brazil. investments and  acquisitions by
Frequent use oEU. including new transnational firms. Modernization, joint-
NTBs. players. ventures and sell-off by local firms.
Acquisitions.
Machine Growth, mainly Strong importNot relevant. | Very small Plant specialization inaBt, with a
tools exports from growth. higher extra-zone import coefficient.
Brazil. Large Very limited intraregional productign
Argentine- complementation agreements.
Brazilian  trade
imbalance.
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The competitive pressures on domestic supply seehavte been relatively limited. On
one hand, in sectors in which the pressures frotraone competition were initially
high, these were contained through the maintenaficpositive tariff rates and the

enforcement of trade remedies (mainly antidumpiy).the other hand, intra-regional

Supprimé : number of

others, NTBs were used frequently to compensat¢hfoiloss of tariff protection These
trends suggest that the competitive pressures peaodiy regional economic integration
were generally limited, counteracted either througliiateral trade remedy measures in
sectors with competitive market structures or tgtowther regulatory arrangements in
activities with more concentrated market structuresch as motor vehicles and

petrochemicals.

Several divergent patterns of sectoral restrunguand business strategies can be
observed among the sectors studied. These diffeseaie partly the result of structural
sector asymmetries. The liberalization of intraioegl trade led to significant
restructuring only in sectors dominated by muliirl firms, such as motor vehicles
and, to a lesser extent, dairy products. Although gharmaceutical sector shares some
features of the above mentioned industries, theuetsiring process was influenced more
by domestic and international regulatory changecHsas stronger protection of
intellectual property rights) and unilateral tradiberalization than by regional
integration. In the footwear industry the majortmesturing process took place in Brazil
and it was less related to MERCOSUR than to theigirategies of leading footwear
exporting firms. Productive complementation betwéegentine and Brazilian firms has

been also negligible.
These summary observations are synthesized ineThBl confirming the very

limited influence of MERCOSUR on the performanceh# sectors studied. The effects

of MERCOSUR were basically limited to intra-regibtieade flows, with very modest
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effects on extra-regional exports. The effects omdpction structures were even more
restricted, especially the so-called dynamic effexfteconomic integration materialized
in productivity gains from economies of scale awodpe. Price competitive pressures

were also limited.

The effects of MERCOSUR on industrial sectors wkeavily influenced by
features peculiar to the agreement, apart fronetineination of tariffs on intra-regional
trade or the adoption of a common external taidhne of these features is the variety of
mechanisms used by business and governments ttateegagional markets, including
the strategies of transnational firms in sectorenehthey have a dominant position,
informal private sector agreements, intra-zone amtta-zone NTBs and national
regulatory and promotional regimes for specifictsex (such as motor vehicles). This
largely accounts for the fact that the competitmessures of intra-regional trade
liberalization were limited to the initial stagetbie process and to those sectors in which
a competitive market structure inhibits the effeetioperation of private sector

agreements.
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TABLE 1.2
MERCOSUR: REGIONAL INTEGRATION AND ITS EFFECTS ON S ELECTED SECTORS

Sectors Relative Main impacts of MERCOSUR Other shaping factors
importance of
MERCOSUR
Footwear Low Intra-zone trade. Trade barriers to intra-regidrade.
Asymmetries in structural competitiveness condgion
Pharmaceutical | Low Intra-zone and extra-zone trad€lultinational firms™ strategies. Multinationals acmt for a
s Modest effects on production. major share of the domestic supply of output angbirts.
New property rights protection regimes.
Motor vehicles |High Intra-zone trade and significaMultinational firms strategies. Multinationals accd for a
effects on production. major share of the domestic supply of output angboirts.
National and local promotional regimes. Administetade.
Petrochemicals | Low-Medium | Intra-zone trade and partly |dultinationals and large local groups strategies.
production. Informal sector agreements.
Dairy High Intra-zone trade and on production. Multinaibfirms strategies. Intra-zone trade barriers.
Machine tools |Low Trade Exceptions to the CET and structural anginies.
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1.6 The specific case of the motor vehicledustry

<« — — — | Mise en forme : Puces et
numéros

During the 1990s, the motor vehicles industry um@ert a major transformation,

1990s. Between 1995 and 2000 the sector attracted WS$15bn in foreign direct

investment, which helped to transform an obsoledelyction base into a sector using state-
of-the-art technology and delivering world-clas®darcts. As part of this process new
plants were established in Argentina and Brazike Tésult was that nearly all the world’s

major automobile manufacturers currently have petida facilities in the region.

The restructuring of regional production was a mafactor behind fast
modernization and capacity expansion. In effed,litmited specialization that prevailed in
the industry prior to the 1990s was gradually reptaby a regional division of labor that
made motor vehicles trade one of the fastest grpwategories of intra-regional trade. As
a result, before the economic slump of the lateD§3utomobile trade accounted for nearly

one-third of total intra-regional trade.

However, the motor vehicles sector remained exednfriim intra-regional free

trade disciplines and from MERCOSUR common tradéies for most of the nineties.

- {Supprimé H ]

(including intra-regional free trade) for the autdsiie sector, but to be implemented only

as of 2006 Consequently, the sweeping changes that took piatee regional motor
vehicles industry during the 1990s were the resiulhe combined effects of administered
trade and national promotional regimes, rather thaMERCOSUR itself. This does not
mean, however, that intra-regional trade and speai®mn did not play a major role in
shaping the new contours of the industry. Welltwa ¢ontrary, the high significance of the

sector in terms of trade and investment volumesvael$ as its sizable effects on total

3 The confusion over the role of MERCOSUR on motehieles intra-regional trade reached even World
Bank economist Alexander Yeats (1996), who wrotdhénmid-1990s an influential report taking the amot
vehicles industry as a major example of the traderslion effects of MERCOSUR.

14 A few months later the bilateral agreement wasegdiby Paraguay and Uruguay. For a review of the
agreements regulating the industry see sectiod)2.1.
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industrial output and employment led to frequemishes, particularly between Argentina

and Brazil.

Argentina was the country that benefited most frommra-MERCOSUR motor
vehicles trade during the nineties. The Argentingtan vehicles industry experienced a

boom during the decade, when national output irse@drom 100,000 units per year in the

P {Supprimé ra

1998. The expansion of output was accompanied byetching modernization and
specialization and a shift from supplying almostlegively a limited domestic market to
significant outward-orientation. This performanemgot be adequately understood without
taking into account the role played by the Brarilfaarket: by 1998 the Argentine motor
vehicles industry exported nearly 50% of its tatatput (mostly to Brazil), under the
umbrella of an administered trade agreement andirtbentives offered by a national
promotion regime. This enabled Argentine plantsgecialize in a lower number of models
and achieve significant economies of scale in thetext of a relatively small domestic

market.

The Brazilian motor vehicles industry also changeusiderably in the 1990s, albeit
production levels were subject to sharp stop-andygdes. The expansion of the industry
in Brazil was accounted for by significant pent-dpmestic demand for vehicles and
Brazil’s growing role as a global supplier for vebrhodel vehicles and parts. The Brazilian
government encouraged this trend through the esfoent of a new “automotive regime”
in the mid-1990s, aimed to give preferences tobéisteed manufacturers. As part of this
process, complemented by an aggressive aid poticy tate and local governments, the
Brazilian motor vehicles industry experienced acpss of decentralization, moving away
from traditional locations such as the state of Baalo onto new regions such as the state
of Parana and the northeast. These incentive scheme a source of permanent attrition
between Argentina and Brazil. The bilateral conffieaked after the devaluation of the

Real in January 1999, when relative production<ssifted markedly against Argentina,
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stimulating terminals and autopart makers to swipzbduction lines from Argentina
towards Brazil.

Although automakers established in the MERCOSUdrore have become much

more productive during the 1990s, they still areahla to produce at internationally

g {Supprimé HO)

competitive costs. Apart from exchange rate misatignts, part of the explanation ljgs 4
the inability of the industry to fully exploit seakconomies and reach optimal plant output
levels. This has caught the industry into a vicioisle of overcapacity and relatively high
unit costs. Rationalization within the region withntribute to reduce excess capacity and a
stronger outward orientation will help to increameput through higher export growth.
Export growth is being stimulated by complementatimd specialization agreements with
other regional producers, most remarkably Mexicow@rld-class automaker deeply
integrated into the huge North American market)odBctive complementation with
Mexico may assist the MERCOSUR industry to paréitgomore fully in international

production networks and become internationally cetitipe.

Intra-regional specialization, in turn, is boundhlt® a traumatic process. In effect,
after the current transitional regime expires iI02he Argentine motor vehicles industry
is set to suffer. In contrast to what happenedhi@a 1990s, the industry should take
advantage of the transition to develop niches dacighization to compensate for the
predictable reduction in the number of establishedninals. That will be the only
mechanism to reserve the Argentine motor vehictetustry a role in the evolving

hemispheric division of labor.
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TABLE 1.3

HIGHLIGHTS OF MAJOR AUTOFIRM OPERATIONS

IN MERCOSUR

COUNTRIES

Automaker Argentina Brazil Uruguay

Daimler-Chrysler | Chrysler andRecent history in this
Mercedes Benz country.
merged in June 2000.Invested $185m in 1998-
Cérdoba plant that2000 to build a new plant
produced Jeepand entered into a joint
Cherokee and Grandventure with BMW to
Cherokee shut dowpproduce engines.
in 2001. Increased local content
60% of production from 50% in 1999 tg
exported, mainly to 70% in 2000.
Brazil. Six plants in
Luxury modelss MERCOSUR; needs tp
imported from| harmonize two disparate
Germany. production strategies

Neon, M Class, non

-(Chrysler, Daimler Benz

Cherokee SUVsand eliminate excess
imported from the capacity.
Us.

Fiat The  firm most Rapid growth of
affected by theinvestment. Fiat largest
devaluation of the production base outside
Real. of Italy.

Shifting production tg $240m truck plant in
Brazil: gearboxes andMinas Gerais opened in
engines. November 2000; exports
Production to Latin America ang
decisions/coordinatig Europe.
n moved to Brazil. Closed factory in
Siena and PalipVenezuela. Demand to e
models are leaders |rsupplied from Brazil.
environmental Transfer of production of
standards. Cérdoba plan
(Argentina) to Minas
Gerais.

Ford Strong brand loyalty,First auto firm  to
long history in theg assemble in Brazil.
market. Economic pressures
MERCOSUR triggered continued
integrated operations:efforts to boost

imports some modelscompetitiveness.

(Ka, Fiesta) from

Workforce reduction and
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Brazil
Ranger

and exports
pick-up

Escort and one truckcut costs.

model.

Exports Ranger andplant in Bahia in 2002,

reorganization 0
distribution networks tqg

Plans to open $1.2bn

Escort to Central creating 5000 new jobs
America. and sourcing of products
from 300 new suppliers.
General Motors $450m state-of-theBegan  operations in
art plant in Rosarioj 1925.
only GM facility | Large industrial

worldwide with just-
in-time line
manufacturing.

Manufactures
Chevrolet Corsa for
sale  within and
outside
MERCOSUR.
Very active in
fostering bilatera
agreements with

Mexico and Chile td
fully exploit capacity.
Encourages local

parts suppliers to set

up shop close to
plant.

complexes in Sap
Caetano do Sul and Sao

José dos Campos, and a

$560m modular assembly
facility opened in
September 2000 ip
Gravatai, Rio Grande do
Sul.

Innovative selling: 559
of Chevrolet Celtas
(compact car) are sol
via the web.
Investment plans of up to
$1.6bn up to 2003.

o v

PSA
Citroen

Peugeotr

$300m upgrade af
Palomar factory.

Produces 206, 306,Rezende, Rio de Janeirg.OFEROL
405 model cars plusMost

SUVs and pick-ups.
Aims to sell full line

Built  first  Brazilian| Assembly  operation
factory in the 1990s insince 1992.
licencee

advanced plant
world
Citroen’s
Picasso

economy-sized Peugept
206, Xsara Picasso will

be exported t

of models
manufactured in

MERCOSUR by this

year.

Exports of SUVs

models to Europe toMERCOSUR.
keep in-country

operations afloat.

Models
Argentina and Uruguay.

50% of inputs source
from

An
to b

domestically
existing suppliers.
estimated 75%

technologically
in theArgentina and Brazil.
producing
luxury Xsarafrom Argentina, Brazil
and theand France

imported fronj

produces and exports

Autoparts imported

q

[oX

[72)

A

o

[¢)
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sourced domestically i
2003.

=]

Renault Autofirm  with  the Major commitment tq NORDEX licensee
most Brazil in 1996, new plantassembled 10,000 out
extensive/integrated | in Sao José dos Pinhais| of French CDKs.
production in| Strategy aimed dt75% of exports go to
Southern Cone. producing “carrog Argentina, 23% td
Strategic move topopulares” intended fgrBrazil and 2% tq
export global mass consumption. Paraguay.
operations to LDCs20% of total productiomlLess than 10% of
to compensate farto be exported to othemanufactured vehicles
stagnant markets inLatin American markets. sold in Uruguay.
Europe. Renault-Nissan
Aims to make partnership bearing fruit.

MERCOSUR its| Engine  exports  from
second biggestCuritiba plant to Nissan
market after Europe,plant in Mexico.

for both domestic andNissan to produce
export sales. Frontier pick-up trucks in
Produces small cafsCuritiba.

and SUVs.

Harmed by tariffs on

the re-export of non-

MERCOSUR inputs

within MERCOSUR.

Toyota $150m factory imLight commercial trucks.
Zéarate builds Hilux $300m investment in
pick-up, best selling plant in Indaiatuba, Sao
pick-up in Argentina.| Paulo, to produce the
High production costs Corolla model.
relative to Brazil; less
competitive in
Brazilian and non
MERCOSUR
markets.

Critical of high local
content requirements.
Heavy reliance on
autoparts from Japan.
Volkswagen Arrived in 1980 withBegan activities in 1953.

purchase of Chrysle
Cérdoba plant.
Gol is top-selling
passenger car.
Manufactures
gearboxes for expo

rOperates four factories.
Largest market share
Brazil.

Exports to the
Mexico and Canada.
[tExported 110,00(

us
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to Mexico, Brazil,| vehicles in 2000.

South Africa and Large complementatio
Spain. with  Mexico: 63% of
Licensee of Spanish-total exports go to that
based SEAT for thecountry.
Cdrdoba car and Inca
pick-up.

>

Trangmissions for | | - { supprimé : n

export for VW, Audi,
SEAT and Skoda.

Source: O'Keefe and Haar (2001)
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CHAPTER 2

THE PRESENT STATE OF MERCOSUR
INTEGRATION
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2.1 Intra-zone market access conditions for go@dsl services

2.1.1. Goods

At the end of the transition period (December 199ERCOSUR admitted four

restrictions to the free circulation of goods, ngme

o residual tariffs levied on four national lists oEnsitive products
(Régimen de Adecuacién)

o tariffs levied on sugar and motor vehicles (“spes@tors”);

0 non-tariff restrictions, as listed by member coig#tiat the end of 1994;

o rules of origin.

By January 2000 all residual tariffs had been elatéd as established by tRégimen
de AdecuacionHowever, tariffs continued to be levied upon ‘Gpésector” products and
rules of origin continued to be enforced on allded goods. Yet the most pervasive
hindrance to intra-regional free trade was norfftateasures such as antidumping duties,
import licenses, technical and sanitary and phgtutary standards and others. The
elimination of tariffs and the spillovers produceg the macroeconomic turmoil that
pervaded the region in the late 1990s encouragedise of non-tariff measures, turning
market access conditions less transparent and wadatile. The lack of progress in the
identification and removal of non-tariff restriati® has been one of the most unsatisfactory

areas of MERCOSUR’s regulatory performance.
2.1.1.a) The Régimen de Adecuacion
The Régimen de Adecuacidvas a transitory mechanism devised in 1994 to greducers

of a list of sensitive products additional time adjust to intra-regional free trade. The

Régimen de Adecuacid@stablished an automatic schedule to increaserprafe margins
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up to 100% of MFN tariff rates in a period of foyears in the cases of Argentina and

Brazil, and five years for Paraguay and Uruguaye Phoducts that qualified to benefit

from the Régimen de Adecuacidmere those still included in national exemptiorislisr

protected by safeguards. The list of products uhetliin theRégimen de Adecuacién

provided an extremely accurate map of the struafirational sensitivities (Table 2.1).

TABLE 2.1

REGIMEN DE ADECUACION FINAL :

A PHOTOGRAPH,OF NATIONAL SENSITIVITIES _—{ supprimé : v
1994
Number of 100%  preference
tariff lines | Main beneficiary products margin over MFN
tariff rate on: __ - { supprime :i
Argentina 212 Steel products, textiles and footwedanuary 1, 1999
paper and cardboard, wood, tyres,
sugar, household electrical appliances,
orange juice, coffee and furniture
Brazil 29 Textile products, rubber manufacturedanuary 1, 1999
wines and preserve peaches
Paraguay 432 Textiles and footwear, food productanuary 1, 2000
paper and cardboard, hides,
pharmaceutical products, steel
products, furniture, machinery and
equipment, soap, glass manufactures,
plastics, cement
Uruguay 958 Textiles and footwear, machinery addnuary 1, 2000

equipment, steel products, fo
products, pharmaceutical produg
chemicals, plastics, paper a

cardboard, glass manufactures, sto

Dd
ts,
nd
nes

and pottery, furniture, toys and woog

Source: Dec 5/94, 19/94, 29/94, 16/96, Res 48/8daamexes.

2.1.1.b)

Non-tariff barriers and measures (NTBs)

As the time for the complete elimination of tarifis sensitive products drew closer,

domestic pressures to raise protection throughrotheans increased, particularly in
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Argentina. Since no safeguards on intra-regiongarts could be enforced after 1995
(Brazil opposed a renewal of the safeguards reginferce during the transition period),
domestic pressures found an escape valaelihog non-transparent protectionist measures

that made the pending issue of non-tariff restritdieven more relevant.

At the end of 1994 MERCOSUR member countries hadtifled a list of non-tariff
measures and had agreed to proceed to their etioninar harmonization, a commitment to
be overseen by the Trade Commission. Accordindhéoannexes to Dec 3/94, member

states identified a total of 224 non-tariff measusad restrictions affecting imports and 51

4 - {Supprimé :0

In June 1996 the CMG established that by July 3987 member states should
agree on a definitive date to eliminate or harmergxisting measures. In that same year
the Brazilian government submitted a methodologjmalposal, distinguishing between
non-tariff measures (mainly aimed to protect pubkalth, the environment, public morale
and to combat unfair trade practices) and nonfteg#trictions. The former would not be
subject to negotiation. However, the classificatidmational practices into each category

proved very controversial.

The backlog in dealing effectively with NTBs waggeavated by new restrictions.
In 1997 the Brazilian government enforced horizbimtgport restrictions (shortening the
minimum authorized length for the financing of i as a means to improve a rapidly
deteriorating trade balance. Although some intgaergal trade flows (such as wheat and
oil imports from Argentina) were heavily affectegt the decision, the Brazilian official
stance was to regard the decision as “financiathera than “commercial”, therefore
refusing to negotiate. Eventually, the Brazilianvgmment admitted to grant special
treatment for small volume imports from MERCOSURI dor imports with less-than 180

days finance.

In the first semester of 1998 Brazilian authoritersforced new import license

requirements on animal and food products, chemicplgarmaceutical and quality

51



certificates on a list of 170 industrial produckbese new regulations affected a variety of
Argentine exports, leading this country to triggispute settlement procedures in 1999.
However, by 2001 Brazil continued to request imgm#nses for agricultural and food
products. In summary, while by 1998 the sector madiuct-specific non-tariff barriers and
restrictions previously identified remained largeigtouched, new horizontal restrictions
mushroomed to compensate for a deteriorating tiedmlance. After some tinkering,
MERCOSUR partners usually obtained some kind otigpéreatment, but the background

was one of uncertainty and instability in marketess conditions.

The other side of the coin showed itself afterdbgaluation of the Real in January
1999, when pressures for protection increased aziBs partners, particularly Argentina.
In effect, following the devaluation of the Realrgl&ntina enforced more rigorously its
trade defense laws (levying antidumping duties amdimum import prices on steel
imports), applied technical barriers to electromwat and cleansing products, enforced
qguotas on textiles and fostered a private sectolutitary agreement” on footwear. Many
of these sectors were the same that had experiexdjastment problems in earlier times

and, precisely for that reason, had been includedrgentina’sRégimen de Adecuacién

{Supprimé 1to

authorities pressed again to implement a safeguagime (based on LAIA's precedent)
but were deterred by the stiff opposition comirapirBrazil and the high chances that such

a regime would be effectively challenged at the dsic courts. In compensation, the

P {Supprimé : got hand of
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sales to MERCOSUR). The worsening macroeconomiér@amwent during 2001 led the
Argentine government to implement additional retishs and discriminatory practices
(including a two-tiered foreign exchange system sactor “competitiveness agreements”

based on tax-breaks and other incentives).

Also unilaterally, in 2001 Paraguay decided to elmte a number of preferences
for intra-regional trade, enforcing a 10% tariffeaon intra-regional imports on a list of
nearly 500 products (until December 2002). AgainERCOSUR’s Common Market

Council responded flexibly and granted Paraguayaevav as long as the number of items
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benefited by the decision was less than 5% of tat@# lines. In turn, Uruguay increased
its tariff rate by 3 percentage points, but apmiyihe extra tax on intra-regional imports as
well. Uruguay also introduced import controls omtiles and footwear and set minimum

prices on edible oil imports from Argentina.

A recent inventory of the most frequent types ofitariff restrictions in force in
MERCOSUR is offered by Vaillant (2001). The invemtds based on: a) consultations
made before the Trade Commission, b) complaintsngtérd to the Common Market
Group, and c) dispute settlement procedures. Theaulassifies non-tariff measures and

restrictions in six types, namely:

)] guantitative restrictions and other measures ofilainmeffect (import
guotas, voluntary export restraints, import licenaad import or export
prohibitions);

1)) measures directly affecting prices (antidumping iedyt safeguards,
specific duties, internal taxes discrimination, orpfinance and export
taxes and subsidies);

1) government participation in foreign trade (governty@ocurement);

V) customs procedures and administrative practicestdms valuation,

classification and nomenclature, consular certifice);

V) technical barriers (standards and registratiord; an
VI) measures related to preferential trade policiaf(fareferences, rules of
origin).

Table 2.2, based on consultations made before thdeTCommission, shows a
great diversity of measures by type. Excluding ¢hedated to government procurement —a
topic still formally under negotiation- 24.3% ofethmeasures identified directly affect
prices (mainly internal tax discrimination and dotnping duties), technical barriers
account for 18.4%, quantitative restrictions for9d4the most important being import
licenses and prohibitions), and 15.3% are direatyated to preferential policies

(enforcement of preferences and rules of origirgn{thriff measures are most frequently
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applied to agricultural products (39% of the tqtai)etal-mechanics, raw materials and
chemical products. These four sectors accountdarly all non-tariff measures identified

in Vaillant’s study.

TABLE 2.2

NON-TARIFF MEASURES BY SECTORS AND TYPE OF MEASURE:
CONSULTATIONS BEFORE THE TRADE COMMISSION

Sector| Food Metal- |Raw Chemic All

and Mechan | Materia |als Others |sectors |No data | Total
Type agricult |ics Is

ure
Quantit {16 10 7 7 1 3 1 45
ative
restricti
ons
Price 39 15 9 2 7 25 7 104
measur
es
Govt. 1 1 - - 1 - - 3
procure
-ment
Custom |3 1 3 3 6 8 3 27
S
procedu
res
Technic |52 6 3 5 5 3 4 78
al
barriers
Prefere |11 23 5 13 2 5 6 65
ntial
trade
policies
Others |3 1 - 2 - 1 - 7
No data | 39 7 14 7 6 2 18 93
Total 164 64 41 39 28 47 39 422

Source: Vaillant (2001).
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Technical barriers are particularly important imdcand agriculture, where they account for
31.9% of total sector barriers (as opposed to anaae of 18.4% for all sectors). Technical
barriers are frequently combined with other measthat directly affect prices or quantities
(such as antidumping duties or import licenses)thia metal-mechanics and chemical
sectors the most frequent non-tariff measuresedeged to the enforcement of preferential
trade policies (36% and 33.3% of the total, respelst, as compared to only 15.3% for all

product categories).

P {Supprimé :G
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evidence about the relatively high incidence of NTB the food and agricultural sector.
The topics that have most frequently given rise daims include internal tax
discrimination, product registration requiremergpgecific duties, tariff preferences and
import prohibitions. NTBs such as intra-regionahde preferences, internalization of
norms, rules of origin and technical standards ween to the dispute settlement

mechanism.

Torrent (2002) points out that the notion of nariff barriers usually makes
reference to two areas that are distinctive froneemnomic, legal and political standpoint
(i.e.: direct and indirect barriers to trade). DRir¢or border) barriers to trade are applied
exclusively on foreign trade (such as quotas, gpétiport duties —including antidumping
duties- and import licenses). Indirect barriersium, may be enforced on all trade (both
internal and external) and there is no a priorsosawhy they should be removed. While
the elimination of direct barriers to trade is pafrregional economic integration, indirect
barriers are unlikely to disappear unless econoimiegration leads to complete
harmonization of domestic regulations. Consequertig appropriate approach to deal
effectively with trade-distorting indirect barrieissto identify a subset of priority measures

that should be eliminated.
The difficulties associated to the treatment ofi-tariff measures in a process of

economic integration are exacerbated when memhentges do not share a consensus

over which are the legitimate national objectiviest tparties may follow through domestic
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regulations or the parameters within which theyuthdoe fostered. This may lead to a
competition between alternative objectives anddaeds. This has been clearly the case in
MERCOSUR, where member countries have so far faibedgree on criteria to classify
non-tariff restrictions according to whether theyush be eliminated, harmonized or

accepted as legitimate.

Available studies (Vaillant 2001, Berlinski 20019nclude that nearly one third of
customs and administrative procedures and enfonoeafereferential trade rules (type |,
IV and VI measures according to Vaillant, 2001)e3& measures should receive priority
treatment and should be removed unless there guatie evidence that they serve broader

principles, such as the protection of human or ahimealth'®

The Vaillant and Berlinski surveys also concludat ttechnical barriers account for
nearly 20% of total non-tariff measures. In theecakthese NTBs the appropriate approach
should be to harmonize certification procedurestinge “minimum standards” for each
product. However, in order to be effective any agrent in this area will need to

simultaneously strengthen internalization proceslure

At last, type Il measures —directly affecting psceinclude a wide and
heterogeneous array of instruments that cannoeak @ith in a single package. In the case
of antidumping duties and safeguard proceduredvtioealternative options are either an
agreement setting the parameters for the implerientaof national regimes or the
replacement of national policies by a regional cetitipn defense regime (particularly in
the case of antidumping). Both options involve sotegree of common discipline, an
approach that may be extended to other instrumsertis as export and import financing.
The enforcement of antidumping duties has beconmajar issue in Argentine-Brazilian

relations (see subsection 2.1.1.e).

15 After 1998 other Mercosur member states complained over Byazistoms valuation procedures, on the
grounds that they were allegedly non-transparedterabled protectionist pressures on the part pbita
competing sectors (such as textiles and food prsjluc
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2.1.1.0) Rules of origin

All intra-MERCOSUR trade is still subject to rule$ origin, a fact that inhibits the free
circulation of goods. The MERCOSUR rules of origggime combines a change in tariff
classification and a 60% regional value added requént (applied simultaneously).
Specific rules of origin are also applied in theeaf industrial products such as steel and
chemicals. After the end of the transition periades of origin should have been enforced

exclusively on a subset of products meeting at leas of the following criteria:

0 transitory exemptions to the common external t4@fET) -if exported
to a member that had the product in its nationalngxtions list with a
tariff higher than the CET tariff;

0 products that used as inputs imports exempted ff@CET for more
than 40% of its fob value;

0 products benefiting from selective trade polices;h as motor vehicles
and sugar (“special sectors”), and

0 imports from extra-zone charged with antidumpingcountervailing

duties.

However, since member states were unable to drift af products meeting at
least one of these conditions, rules of origin tardd to be enforced on all traded goods.
The need to continue to enforce universal rulesr@in was strengthened by the ever
growing number of exceptions to the CET. Eventyalec 69/00 authorized member
countries to continue to enforce rules of origindt) traded goods until December 31 2005.
The universal enforcement of rules of origin is@opanied by high administrative costs
and prevents firms and consumers from reaping #veefits of the free circulation of
goods. For some industries with a significant degeintra-regional specialization (such

as motor vehicles) this is a far from negligibletéa. Moreover, the enforcement of the
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rules of origin regime has given rise to conflibetween member countries (such as the
much-publicized bicycles dispute between Argen&ind Uruguay), making market access

conditions uncertain.

2.1.1.d) “Special sectors”

Since the creation of MERCOSUR, the sugar and mutdricles sectors have been
transitorily excluded from intra-regional free teadnd common trade policies. The reasons
for these exclusions were the existence of: a)ifsi@gmt policy asymmetries in national
investment and production regimes, and b) well wigd and very influential domestic
interests. The extension of MERCOSUR general disp to the sugar and motor vehicles
sectors has been under negotiation since the Tofaf\suncion. However, progress has
been modest. Sugar remains excluded from intraanadifree-trade, while motor vehicles
trade is administered through a network of bildtergreements. Only in year 2000,
MERCOSUR member states agreed a common motor eshiejime to be implemented as
of 2006.

The main reason for temporarily excluding suganftintra-regional free trade and
common external trade policies was the prevailirgpgreement over the extent to which
Brazilian subsidies to alcohol production distarténtives to sugarcane growers and the
sugar industry as a whole. The Brazilian offict@nee has been that there is no evidence of
such distortions. However, the Argentine governmieas managed to maintain sugar
excluded from MERCOSUR rules and disciplines foeroa decade under the argument

that freeing intra-regional trade would endanger slubsistence of domestic sugar-cane

P {Supprimé :0

growers and sugar producers, regionally concemtrimt¢he poor Northwestern regigim - -
1997 the Argentine Congress passed a law that rtedelimination of tariffs on intra-
regional sugar trade conditional to a complete gfmg of Brazilian subsidies to alcohol
production. The legislation was vetoed by the Exigeubut it was subsequently confirmed
by Congress through a qualified majority vote. MiERCOSUR “re-launching agenda” of

June 2000 established that a common approach teeitter should be agreed before the

58



end of that year. As part of that commitment, Bragbposed intra-regional free trade as of
January 2002 and the adoption of a 16% commonredteariff. However, strong domestic

opposition in Argentina has so far blocked progress

Motor vehicles’ trade has also been subject torpeted negotiations for most of
the 1990s. At the end of the transition period, R@94 called for the implementation of a
common MERCOSUR automobile regime no later thamdgnl, 2000 (when Argentina’s
special sector regime was scheduled to be phas@d®dthe new scheme should include
intra-regional free trade, a common external taniffl the elimination of national incentives
that distort intra-regional competition. The agreetmmwas set to include a transition
mechanism to move away from national regimes amn@rds a regional one, presumably

through the harmonization of existing promotionigek.

However, shortly after the passage of Dec 29/%%, Brazilian government
introduced a new program for the motor vehiclestseaimed at attracting foreign
investment. The regime included import quotas, greeftial import tariffs for established
firms for parts and finished vehicles and foreigade performance requirements. By the
end of 1996, the Brazilian government introducedeaen more ambitious incentives
package to encourage firms to locate in relatilelgkward regions. The incentives were
amplified by generous tax deferrals granted by llg@ernments. A major source of
conflict was the fact that many of these benefitaidd extend well beyond the deadline

established to adopt a common regime.

Failure to reach an agreement and lack of dispasivf national authorities to
discipline national or sub-national incentives iedl998 to a proposal to extend managed
trade for an additional five-year transition peri@yentually, in 2000 Argentina and Brazil
announced the main ingredients of the so-calledncomtransition regime. The agreement
should have been enforced in July 2000, but it e@sosed by the smaller partners and
gave rise to conflicting interpretations over thethod to measure national content.

Paraguay and Uruguay opposed what they consideredettoo high a CET (35%).

16 Argentina declared the motor vehicles regime keefbe WTO as a TRIM and obtained a phase-out period
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Uruguay also lobbied to gain a quota scheme thaidvenable the country to maintain its
modest production base (that survives on the kaEfs&ministered trade with Argentina

and Brazil). Paraguay, in turn, aimed at maintajnia national regime to import used cars.

Eventually jn December 2001 Argentina, Brazil and Uruguay sigae agreement ~~ S2Primé:c
to be enforced as of January 200he trilateral agreement included: el {supprime : 1
0 a 35% CET for passenger cars and no quantitatig&riagons on
imports;
0 a 35% CET for trucks and buses (Brazil) and 18%-2B%¥gentina),
converging towards 35%;
0 a 14% CET for agricultural machinery;
0 a 14%-18% import tariff on domestically produced rtpaand
components (with an ascendant chronogram for Anggnaind 2% for
non-domestically produced parts;
o an administered trade regime with (rising) annimait$ on bilateral trade
imbalances subject to semi-annual monitoring;
0 60% regional content requirement, with 30% of locaintent for
passenger cars (25% for trucks and buses) if meaddwyr parts, and 44%
for cars (37% for trucks and buses) if measuredsétg or subsets.
Producers would enjoy a transition period to adéptthe new
measurement mechanism;
o creation of a Motor Vehicles Committee to determitransition
procedures when the initial phase concludes bytigeof 2003;
0 a $65m export quota from Uruguay to Argentina anaizB.
_{ supprimé : o

maintenance of its used cars import regime andirabtpan export quota to other member
states to attract foreign investments into the raotore sector. However, shortly after
signing the new agreement the Argentine governmemanded new changes, in particular

more flexible administered trade regulations (tat#e higher Argentine exports to Brazil,
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at that time limited by the deep domestic econoretession), an advancement of free

””””””””””””””””””””””””””””” - {Supprimé He
passenger cars and to zero for trucks, buses aiwlilagral machiner)}ﬂn October 2002 ~ - { supprimé: 0

the Argentine and Brazilian governments finally esgt to flexibilize quantitative
regulations for motor vehicles’ bilateral tradeabling Argentina to increase its exports to
Brazil in the short run. As agreed before, motdrigles’ trade will be subject to free trade
as of 2006.

Free motor vehicles™ trade in 2006 will createHartrestructuring pressures in the

industry. The trend seems to be towards a condamntraf production in Brazil. However,

compensate the small domestic market and limitettysard linkages with an emphasis in

specialization and world-class manufacturing.

2.1.1.e) Trade defense (antidumping and counteéngaduties)

Despite the formal existence of a customs unioa,ahsence of a common competition
policy means that member states continue to enftwde remedy laws against intra-
regional trade flows. Already in 1998, out of 25tidmmping measures enforced by
Argentina eight were applied against imports fromaZ. By the same time, out of 29
investigations then underway, seven were being wtted against Brazilian products. In
fact, Argentina has become a major user of antidognpluties against intra-regional
(mainly Brazilian) exports. Brazil has also turriatb a major user of antidumping duties,

but all investigations and duties imposed have lagginst imports from extrazone.

The trend to make intensive use of trade remedsg lawArgentina worsened after

the devaluation of the Real in January 1999. Ireaff after that traumatic episode, |

antidumping duties and investigations became ondrgentina’s favorite protectionist |

oy

" Administered trade was originally conceived asezianism to encourage production for export in S
Argentina. However, when the domestic recessichrgentina sharply reduced the number of vehicles '~
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devices. Steel products, poultry, pork, househdéttacal appliances and motorcycles

were some of the most heavily affected products.

Dec 28/00 instructed the Common Market Group tdtdtiaciplines to be applied
to antidumping investigations and duties and tarstitis proposal by November 30, 2000.
However, on December 2000 Dec 64/00 extended the et by Dec 28/2000 until June
30 2001 and set disciplines on rules and procedtoesindertake antidumping and
countervailing duties’ investigations on intraragab trade. The new procedures included
the exchange of information prior to the formal wipg of investigations, a maximum of
three-years for antidumping or countervailing deitend measures to encourage price
undertakings, when there is preliminary evidencelwhped or subsidized imports (in an
effort to prevent the imposition of duties). Howgvéy 2002, Argentina had not
internalized the procedures set in Dec 64/00, tepdd a complaint on the part of the
agreements on antidumping and countervailing duirepractice admitting the failure of
member states to go beyond multilateral commitmdntieed, the only practical effect of
those decisions was that of extending the deaditin¢éhe application of antidumping and

countervailing duties procedures to intra-zonedrgste section 3.2).

One of the most divisive issues concerning tradeeckdes against intra-regional
imports has been the divergences that exist betteeArgentine and Brazilian authorities

about how to deal with state aids to industry. Véherthe Brazilian authorities have

trade remedies as long as there is not an agreesw@riding competition policy to state

aids to industry

2.1.2 Services

The Treaty of Asuncidn envisaged free trade inisesvbut said nothing about the

62

- {Supprimé :0

{Supprimé 1 resigr

{Supprimé :0




2000 Action Program reiterated the commitment toerilize trade in services and
mandated the negotiation of a regional framewodatyr based on the existing GATS

before September 1996. However, during the nextyears progress in the negotiations

P {Supprimé HEo) ]

-

was very modest (the target date set for draftinggreement was not met). Eventualty, |

December 1997 the Common Market Council approvedRiotocol on Services Trade
(Montevideo Protocol) by which member states conmditfull liberalization of services
trade in a period of ten years following ratificatti The Protocol committed member states
to grant immediate and unconditional MFN treatmantother member states’ service
providers. However, national treatment and markeess commitments would be limited
to sectors and modalities explicitly included intioaal lists of commitments, to be
submitted and negotiated on an annual basis. Foltpthe GATS’ approach, the Services

Protocol excluded government purchases, to beatmiby an independent agreement.

In 1998 MERCOSUR member states approved the fisstof specific national
commitments involving professional, communicatiodistribution, construction and
engineering, finance, tourism and transportationises. Until June 2002 three rounds of
negotiations have proceeded under the framewothkeoServices Protocol. Each round has
aimed to: i) bind thestatus quooffered by existing national regulatory regimes in
designated sub-sectors; ii) increase the transpwreh prevailing restrictions on market
access and/or national treatment for the diffesentors and modes of supfilyand iii)
move forward in the Multilateral Restraint Roundsenng business services, distribution,

education and tourism (in all these sectors coesimust submit specific implementation

Supprimé : is

commitments). Res 12/02 convened the Fourth Rofifdegotiations, aimed to complete ——
Supprime : in a lot of case

for all the selected sectors the exercise of lilpggtion, consolidation and transparency. A [ Supprimé : with

detailed analysis of the content of initial offensd the first three rounds of negotiations |s Supprimé : a|

Supprimé : ly,

included in Annexes 2.1 and 2.11
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Tables 2.3, 2.4 and 2.5 summarize the main resblizined after three rounds of
negotiations. Table 2.3 reports the share of “nstridion” commitments on intra-
MERCOSUR trade classified by sector and membee.statthe case of Argentina the
highest shares of “no restriction” commitments are tourism, business services,
communications and distribution. However, a 50%rahaso prevails in sectors such as
finance, construction and engineering, and socidllealth services. Brazil concentrates its
“no restriction” commitments in distribution, commiaations, business services, teaching
and education and engineering and construction.gliry made “no restriction”
commitments in tourism, distribution and businessrises, while Paraguay made them
only for tourism. In all other sectors the share'rd restriction” commitments is below
50%.

In the case of Brazil, “no restriction” commitmerage more frequent concerning
national treatment than market access in sectots &g business services, communications,
financial services and health and social secustyises. The same trend is evident in the
case of Paraguay (especially for financial, busin@sd social and health services) and
Uruguay (to a lesser extent in the case of busiaesssfinancial services). By contrast,
Argentina shows similar indexes of “no restricti@gmmitments either in market access or

national treatment.

It is interesting to point out that the businesemmunications, teaching and
education, and social and health services (sulifeatery limited commitments in the
Uruguay Round) were included in intra-MERCOSUR nigions with significant “no
restriction” commitments. By contrast, environmérgarvices show a similar pattern of

commitments in intra-regional and multilateral neéggions (essentially no offers).
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TABLE 2.3
PERCENTAGE OF “NO RESTRICTION” COMMITMENTS
IN MERCOSUR BY MEMBER STATE AND SECTOR

Argentina Brazil Uruguay Paraguay
Business services | MA 60 52,9 44 14,8
NT 60,5 61,6 56,5 24,4
Communications MA 59,3 55 6,9 17,1
NT 61,1 67,5 8 18,4
Construction and|MA 50 50 30 25
engineering NT 50 50 30 25
Distribution MA 56,3 75 68,8 29,2
NT 56,3 75 68,8 33,3
Teaching and MA 33,3 53,6 25 35
education NT 25 53,6 25 35
Environment MA 0 25 0 0
NT 0 25 0 0
Financial services |MA 50 3,8 35,7 20
NT 50 26 46 45
Social and health MA 50 25 25 25
services NT 50 50 25 37,5
Tourism MA 75 8,3 75 68,8
NT 75 0 75 68,8

MA, market access
NA, national treatment
Source: based on official data

Table 2.4 lists some sectors and sub-sectors hitlhighest rate of unbound commitments
for Argentina and Brazil. These sub-sectors carcdresidered as the most sensitive to
engage in liberalization or to make binding comneitis in a changing regulatory

environment.
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TABLE 2.4

ARGENTINA AND BRAZIL: SECTOR AND SUB-SECTORS

WITH

LOW INDEXES OF INTRA-MERCOSUR
BOUND COMMITMENTS

Country | Sectors Sub-sectors
Argentina |Business services Rental of unmanned air or roadsportation services; agriculture,
fisheries and hunting-related services; energyritdigion services;
special photography services; audiovisual works.
Communications | Postal services, radio and TV sesyicound and image transmission
services, sound recording services
Distribution Commission agent services
Teaching andSecondary and superior teaching, adult teaching
education
Environment All
Financial Life insurance and other than life insuw&services
Brazil Business services Rental of unmanned air or roadsportation services; photography
services.
Communications | Postal services, audiovisual sesvice
Environment All
Financial All insurance and re-insurance servidesnking and other financigal
services.
Tourism All

Source: based on official data

According to the quantitative methodology used leyliBski (2001), Table 2.5 shows that

after three rounds of negotiations the offers ofjgiitina have been the most significant

(the same pattern shown in multilateral negotiajofihis is true either of market access or

national treatment commitments. However, the trendhore visible concerning market

access commitments, where the Argentina index esh2f2.5 as compared to 210.5 in the

case of Brazil (in a comfortable second place whiad of Uruguay). The wedge in the

depth of the Brazilian and Uruguayan offers is atid¢tive feature of Table 2.8 as

compared to the multilateral commitments made kg tiho countries, that had similar

coverage ratios.
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Another significant and more relevant differerioetween the offers made by
MERCOSUR member states in intra-regional negotiatiand in the Uruguay Round is the
broader coverage of the former and, particulahg, relatively high level of “no restriction”
commitments as a share of total commitments. Famgike, in the realm of market access
the share of commitments made by Brazil reached?%36at the WTO as compared to
52.9% in MERCOSUF. The share of “no restriction” commitments inceshgven more
remarkably from 22.3% at the WTO to 76.1% in MERQ@®S Concerning national
treatment, the share of “no restriction” commitnserg over 90% for the four member
states, as compared to a range that goes from 3@484il) to 75% (Uruguay). These
figures indicate that, in sectors subject to negioihs, MERCOSUR member states
adopted nearly universal commitments in the casetbnal treatment and for a very high

share of commitments in the case of market access.

Similarly to what happened in the offers madetire GATS, the level of
liberalization offered by the larger countries igher than that by the smaller partners.
Similarly, in the case of Brazil the share of “nestriction” commitments is higher for
commercial presence (mode of supply # 3). At lastilarly to what was observed at
WTO, on intra-MERCOSUR negotiations Brazil empheditiberalization through mode
of supply # 3 (as compared to other modes of syipphis is coincident with the readiness
of Brazilian offers to make more commitments conaeg national treatment than market

access.

The use of this quantitative methodology to assd®e extent of national

commitmentswith no restrictionscan provide a very rough idea of the extent ofameti

commitments, but very limited information on the bstantive content of these
commitments. In effect, a country withlawver, number of sectorsvith , commitments|- -

subject to no restrictionsan provide more substantial market access andnadtireatment

benefits in sensitive or economically importantteesthan another country withhegher, |- -
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relevant If anything, this quantitative assessment mayroee useful to make historical
comparisons for a single country and assess tresispped pace at which new commitments

are made.

A related problem is that the disaggregationestars is not homogeneous (this was
already the case in GATS). In some cases, subseater clearly identified and given a
CPC number. In others, the disaggregation doespuetify different subsectors but simply
relates to different aspects of the legal regimdiegble to the sector. At last, the relevance
of specific commitments can be blurred by the esdorent of horizontal restrictions, such

as those applied by Brazil regarding authorizati@amd capital control of

- {Supprimé e

N

- {Supprimé H

Yet the set of commitments undertaken by MERCOSuWé&mber countries after
three rounds of negotiations, as well as the attémponsolidate thetatus quaf national
regulations, suggest the intention to go beyond SAHowever, in order for these
concessions to enter into force the Services Pobtedl have to be ratified by national

legislatures, something which is still pending.

On the other hand, the approach adopted by MERCOiSUH® area of services has
not addressed the enforcement of common ruleseretbncerning intra-regional trade
liberalization or regulatory issues. In the first@ the objective of reaching common rules
has been replaced by the acceptance of the GATi®agpof more or less negotiated and
bound asymmetrical unilateral liberalization. Iretsecond area, common rules are very

limited in number and touch only marginal regulgti@sues.

| provided in section 3.2 below.
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TABLE 2.5
COMMITMENTS UNDERTAKEN BY MERCOSUR MEMBER STATES

AFTER THREE ROUNDS OF NEGOTIATIONS

Argentina Brazil Paraguay |Uruguay
Market access
1) Percentage of negotiate(b6,7 52,9 22,9 39,5
commitments  (with or  without
restrictions)
2) Percentage of “no restriction”| 96,1 76,1 87,5 85,1
commitments/total of  negotiated
commitments
3) Liberalization index* 272,5 210,5 82,5 167,5
National treatment
1) Percentage of negotiated 56,9 52,4 27,9 45,6
commitments  (with or  without
restrictions)
2) Percentage of “no restriction” 95,3 97,9 96,3 90,4
commitments/total of  negotiated
commitments
3) Liberalization index* 273,5 234,5 105 199

Source: based on official data.

* Index calculated on the basis of Hoeckman’s meéthogy, that counts one point per
each “no restraint” offer, half point per each offeith some kind of restraint and zero

point for unbound sectors.

2.1.3 Government procurement

Government procurement was originally addressethbyAd Hoc Group on Services and

by a Technical Committee (created by the Trade Cission) charged with the task of

examining competition-distorting public sector p@s. The Technical Committee was

given the task to examine the compatibility of aaéil regimes and legislation with the

working of the customs union and to make recommimusto harmonize and/or eliminate

certain practices. In 1996 Argentina proposed teat®n of an Ad Hoc Group in charge of
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drafting a protocol to ensure market access anthdwized government procurement
practices. In 1998 the Common Market Group settiteria, procedures and calendars to
negotiate a common government procurement regineeregulatory framework of which

would be drafted by the Ad Hoc Group. Since thegotiations have made very modest

progress. Most of the effort has been placed iftidgaa protocol that would be compatible

Supprimé : 's

forward joint MERCOSUR proposals in the FTAA pragemd in negotiations with the
European Union. Member states have also circulptetiminary lists of entities, goods,
services and public works to be covered by thedeat However, by mid-2002 they have

been unable to conclude the phase of technicaltiatigos.

The draft version of the Protocol on GovernmenbcBrement currently under
negotiation states that MERCOSUR firms will gaircess to other member states’ official

bids to purchase goods, services or public wor&siged:

0] they are included in the Protocol’s annex (a negdtst will apply to goods

while a positive list will apply to services anditic works);

(i) the bid exceeds a still to be defined minimum vdhregoods (on the one

hand) and services and public works (on the otlaeq);

(i) the public sector entity organizing the bid is ud#d in the positive list of

covered entities to be annexed to the Protocol.

> {Supprimé 1's

When negotiations conclude, the Protocol will neplace national legislatipn.
Instead, the latter will have to adapt to the contd the Protocol to prevent inconsistencies
and to make sure that the national treatment plieés effectively enforced. Public utility
concessions and purchases by state and municigalrgoents will be excluded from the

disciplines set by the Protocol.

Other ingredients of the draft version currentigler negotiation include:
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i) Firms from MERCOSUR member states will have ef@rence in case of a
tied bid: regional firms will be granted the comtr# the price offered is up

to 3% higher than the price offered by a foreigpmier;

i) As far as rules of origin are concerned, memistates will apply
MERCOSUR rules as established in the VIII and XXdlditional Protocols
to theAcuerdo de Complementacién Econdmica NUmAK8a general rule,
goods should meet a 60% regional value added iiegula the case of
services and public works, the supplying firm stle to be effectively
established in a MERCOSUR member state;

iii) All controversies will be settled according tthe procedures and
mechanisms established by MERCOSUR'’s dispute résnlaystem.

Among the most relevant issues still under discusare the following:

i) coverage: there are divergences about the exterdidghe Protocol’s

commitments to subnational governments;

i) minimum bid values: there is disagreement ovemtivdmum bid values

above which the disciplines set of the Protocol aplply;

iii) MERCOSUR preference: there is agreement over thze sif the

preference, but not over the criteria to applypheference.

Government procurement legislation in MERCOSUR d¢oes already give
preference to local suppliers. In Brazil, for exdenp.aw 8666/93 regulating government
procurement establishes in its Art 3 that in pub&ctor bids and contracts “under the same
conditions preference will be given, in that order,goods and services: i) produced or
delivered by Brazilian firms of national capital) produced in the country; and iii)
produced or delivered by Brazilian firms”. Howevére Sixth Constitutional Amendment

(1995) abolished Art 171, which made a distinctimetween a “Brazilian firm” and a
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“Brazilian firm of national capital’. Consequentlgurrent Brazilian legislation provides
preferential treatment to goods and services prdiutomestically, with independence of
the origin of the capital of the firm producing theods or delivering the service. Still in
the case of Brazil, state laws can offer prefeabriteatment for national suppliers or for
suppliers established in specific districts. Consedly, government procurement can be
used as an industrial policy instrument by stateeguments, eventually creating tensions

in a regional regime.

In the case of Argentina, Law 25551/01 also grgmsferential treatment for
domestically produced goods and services in pueshasade by federal agencies and
public utility firms. The margin of preference iefthed as a percentage over the price
quoted for imported goods or services (7% in theeaaf medium and small firms and 5%
for the rest). In deregulated markets or in markatsgect to competition, the preference for
domestically produced goods or services will apphly in case of equal prices. The

domestic content requirement for goods and sergobpect to the preference is 60%.

2.1.4.- Electronic commerce and personal data mtite

MERCOSUR activities related to electronic commeacel personal data protection are
incipient. SGT (Working sub-grougub Grupo de TrabajoNumber 13, in charge of
electronic commerce, was created by Decision 5@f0the Common Market Council,
which altered the structure of SGTs and transforriesd Ad Hoc Group on Electronic
Trade in SGT 13. The sub-group has already metwarsoccasions and drafted an action

plan. In the November 2002 meeting the sub-grasgudsed three issues, namely:

0 Means of payment: the Brazilian delegation was géadrwith the task to
prepare a general diagnosis about the issue.

o Digital signature: the sub-group is preparing resmndations on Digital
Certification. The sub-group extensively discusdbd principles to be
applied, including the objective to promote conesrce of regional and

international norms, particularly those of the Eagan Union.
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o Consumer protection: the sub-group considered rewmdations about
consumer information rights for Internet. If passdte recommendations
will be submitted to the Common Market Group fopegval. The sub-
group is also working on recommendations on Intecoasumers’ privacy,

to be discussed in the near future.

2.1.5. Summary of internal market access issues

The previous review confirms that free circulatimi goods and services among
MERCOSUR member states is blocked by numerous aiffitbarriers. Some of them are

a consequence of the partial enforcement of thigssunion due to the failure of member
states to implement the agreed common trade psliSach is the case, for example, of

rules of origin and trade remedy legislation.

There are other trade barriers, however, that sfesm divergent national
regulations concerning standards and sanitary hgtbganitary matters. A large number of
these divergent national regulations were harmohizely marginally. Moreover, since
national standards continue to differ significantlyere has been little progress in mutual
recognition agreements. The prevailing state is aohgeneralized competition between
different standards and procedures and lack ofeageat on how to deal with the issue,
except market fragmentation. Even in those casewhith a MERCOSUR norm was
eventually agreed, lack of internalization or diffieces in the enforcement of the agreed

norm can place effective barriers to intra-regidrade.

The subsistence of NTBs on intra-regional tradthés outgrowth of two different
logics. One is a short-term logic raised by macooemic urgencies: in this case NTBs are
a response to macroeconomic (mainly external) iertzads and bear little relation to trade
policy per-se. Remarkably, it is not infrequenttttfeese kind of NTBs specifically target
imports from other MERCOSUR member states, padityiwhen large bilateral currency
misalignments prevail. The second logic is accalirfte by the political economy of

protection. Sectors benefiting from special pratecare among those that benefited most
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from import substitution and display severe contpetiness problems vis-a-vis regional
partners. It is not by chance that Brazil frequertbplies NTBs to agricultural imports
(except poultry and pork), while Argentina targetsst frequently textiles, footwear, steel,

pork and poultry.

In the area of services and government procurentieatrecord of MERCOSUR is
more disappointing than in the realm of goods. Reghe signature of a Services Protocol
nearly five years ago, ratification by all memb¢atess is still pending. Although the
exchange of concessions after three rounds of iaigot has gone beyond those made in
the GATS, in practice they have not been enforcechbse of lack of ratification. The
longer the time it takes to ratify the Protocol Drade in Services, the later the ten-year
calendar to fully liberalize sector trade will bite the area of government procurement
progress has been even slower, and negotiationsstdraunderway with no specific

calendar to be completed.
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2.2. Common external trade policies

In order to assess the state of MERCOSUR as amastmion one must address three
analytically distinct issues, namely: a) whethezomnmon external trade policy has been
formally adopted; b) whether that policy has beéfiectively enforced; and c) whether
member states have been able to implement joinbtiaing strategievis a visthird
parties. The adoption and enforcement of a commdarmal policy has far reaching
domestic implications, as it involves moving towaalcommon structure of protection. In
turn, the implementation of a common negotiatimgtegyvis-a-visthe rest of the world

demands shared objectives and the successfuladitnitiof divergent national agendas.

2.2.a) Adoption of a common external trade policy

The Treaty of Asuncidn established the enforcemé&atcommon market after a transition
period set to conclude on December 31, 1994. Thewtan market would involve the free

circulation of goods, services and factors of pobidun, the adoption of a common external

-

trade policy and, if necessary, sector and macrawo& policy co-ordinationJn

December 1992 the Presidents agreed the broadligesl®f the common external trade
policy: tariffs would range between 0 and 20%, ¢heill be tariff escalation according to
domestic value added, a number of transitory exmeptwould be admitted, and all
exceptions would converge towards the common eaxtaaniff (CET) according to a pre-

determined schedule.

The differences in the structure of production anotection that prevailed among
MERCOSUR member states made the determination eofi-ity-item tariffs a painful
process. The main differences were in product caileg) such as capital goods, electronic
products, telecommunications and computers. Olgaremd Soloaga (1998) showed that
the agreed tariff structure of MERCOSUR was a testihational political determinants

weighted by economic size. In effect, the 1994 Gigfeement reproduced the Brazilian
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tariff structure coupled with transient mechanistasaccommodate divergent national

preferences.

The approved CET consisted of eleven tariff ratasding from 0 to 20%), tariff
escalation and an average tariff rate of 11.3%iffTeates varied between 0 to 12% for
inputs, between 12 and 16% for capital goods, ¢atecunications and computer products
and between 18 and 20% for consumer goods (Kuniang, 2001). Exceptions to the CET

included the following:

i) the so-called “special sectors” (sugar and mettdricles) to be subject to a
common regime in the future;

i) capital goods (900 tariff items) and computendatelecommunication
products (220 items); and

iii) four national exemption lists including a mexim of 300 tariff items each

(except Paraguay with 399).

Exceptions would converge towards the agreed CE®rding to a predetermined
calendar: capital goods in 2001 (Paraguay was giespecial waiver until 2006),
telecommunication and computer products in 2006 igms included in national lists
would converge by 2001 (again with the exemptioRPafaguay that would do so in 2006).
The convergence process would be automatic, liaedmprogressive. All exceptions would
be eliminated as of 2006. All imports from spediaktoms areas or export processing
zones (except Tierra del Fuego and Manaus untiBR@buld be charged the CET or the

national tariff rate (if the product was transitpexempted from the CET.

Table 2.6 presents nominal and effective tartéésdbased on the CET that will be in

force in 2006°° The most heavily protected sectors (in nominah&rare motor vehicles,

20 Nominal protection makes reference to the appii@ainal tariff rate. But nominal tariff rates aretn
adequate indicators of the protection conferreghtae added in a particular activity. In order tové an
estimate of the latter, effective protection rates be calculated. Effective protection rates tat@account
the nominal protection conferred to the final proidas well as to its inputs, consequently providing
indication of how high is the protection confertedsalue added. Positive nominal tariff rates camder
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trucks and buses, apparel and textiles, plastidsetettrical material. Only nine out of 32
sectors have tariff rates below 10%. Considerifigctifze protection rates, the most heavily
protected sectors are motor vehicles, trucks amgdytbeverages and other food products,
apparel, processing of agricultural products, smelducts and plastic goods, all with

effective protection rates higher than 20%.

TABLE 2.6
MERCOSUR’S CET IN 2006: NOMINAL AND EFFECTIVE TARIF F RATES
Sectors Nominal tariff rate|Effective tariff rate
(%) (%)
Agriculture and livestock 3,78 2,93
Mineral extractive (excl fuels) 3,95 1,72
Petroleum and coal 0,00 -1,82
Metal mineral products 11,47 13,29
Steel 7,98 12,55
Non-ferrous metals 9,78 10,28
Other metal products 15,80 21,25
Machines and tractors 13,85 14,22
Electrical material 15,99 19,99
Electronic equipment 13,10 12,86
Cars, trucks and buses 33,97 123,96
Other motor vehicles and parts 13,81 14,22
Word and furniture 10,97 13,10
Cellulose, paper and printing 11,94 12,71
Rubber 12,84 14,70
Production of chemical products 12,83 13,91
Petroleum refining 4,58 5,33
Miscellaneous chemical products 8,80 10,62
Pharmaceutical products 10,00 9,95

negative effective protection if nominal tdiniites levied on inputs are higher than those denjson the final
product.

77



Plastic products 16,54 20,59
Textiles 16,39 21,77
Apparel 19,58 22,28
Leather and footwear 14,23 15,75
Coffee industry 11,33 11,73
Processing of vegetal products 12,09 22,17
Slaughterhouses 9,76 9,81
Diary industry 15,57 16,57
Sugar 16,00 16,90
Production of vegetal oils 8,72 9,90
Food and beverages 15,69 23,64
Miscellaneous products 14,38 16,10
Simple average 12,44 17,19
Simple average (excl. cars, buses and trydks)’ 2 13,63
Minimum 0,00 -1,82
Maximum 33,97 123,96
Maximum, (excl. cars, buses and trucks) 19,58 23,64
Standard deviation 5,92 20,74
Standard deviation (excl. cars, buses |@hd4 6,23

trucks)

Source: Kume y Piani (2001)

2.2.b) Implementation of a common external trade&po

The customs union was formally launched on Jandard995, but enforcement of a
common external trade policy has been fragmentadh&more, the myriad of existing
tariff exceptions has made inevitable the enforgana rules of origin for all traded

products. Currently, over a third of total tarifeins do not enforce the CET, but the
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number may in reality be higher due to the penstseof national discretion (see Table
2.7).

Apart from the partial enforcement of a CET, MERQIB member states also
failed to implement the customs code approved iB41%Although in 1997 the Trade
Commission engaged in the drafting of an additiqggratocol to make the customs code
enforceable, no progress has been made. Anotheégartial progress is the integration
of border control facilities: although member stateve formally adopted them, budget
constraints and national resistance have prevededmplementation. No progress has
been yet made concerning the use of unified custbmesmentation or the issue of tariff

revenue distribution.

The most important obstacles to the effective meiment of a CET are the

following:

» Persistence of national governments” discretioraarthority tode factochange

tariff rates.

At least two mechanisms have maintained or givetiomal authorities the power to
unilaterally change import tariff rates. One is thghorization to temporarily reduce tariff
rates on designated products to deal with supphgtcaints, a mechanism implemented in
1996, renewed in 1998 and still in force (see AnBdK). The other is the authorization
given in 1997 to optionally raise the CET by thprcentage points (the decision was a
compromise to enable Argentina to eliminate thesB&fistical import surcharge challenged
at the WTO without effectively lowering Argentinariffs). Originally, the increase would
be in force until December 2000 but it was lateremewed and is still applied. The tariff
surcharge is currently 1.5% and enforcement isoopti Moreover, member states can

exclude designated products from the surcharge.

A decision that further weakened the enforcementhef CET was the waiver

granted to Argentina in June 2001 to temporaritiuce tariff rates on capital goods to zero
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and to raise tariffs on consumer goods up to 35#edd, this waiver was a response to
Argentina’s unilateral tariff changes introducedMiarch 2001. As a result of this decision
Argentine tariff rates diverged significantly frothe agreed CET: in April 2001 the
average CET rate on intermediate products was 1A% e in the case of Argentina it
reached 25%. For consumer goods the differenceewas higher: a CET of 18.7% as
compared to a national average of 27.9% (the diffee between average rates of effective
protection rates was even higher: 22.9% and 40r2%gectively). Most of these changes

were reversed after the devaluation of the pesaiuary 2002

» The subsistence of special import regimes includgmporary admission, draw

back and other exceptions resulting from natiomalegnment procurement regimes.

In Ouro Preto, MERCOSUR member states agreed tietiad import regimes could be
used in intraregional trade only for products titamy exempted from the CET and, more
generally, for products subject to rules of origiven if they were not formally exceptions
to the CET. However, in the MERCOSUR-Chile FTA geeties decided to continue using
these instruments during a transition period. Sithem the issue has not been addressed

effectively.

Special import regimes have been under negotiatiooe 1996, when the Trade
Commission established a Technical Committee t@rdehe the number and major
features of the existing regimes and to identiy tieneficiary products. The objective was
to produce a list of goods on which certificatesodfyin would continue to be required.
However, progress in making the list was very stbowd a set of unilateral decisions made

negotiations even more difficult. In 1997, for exglen Paraguay reduced to zero (originally

2 The loss of collective discipline led Paraguaytilaterally eliminate preferences for intra-regibtrade
and enforce a 10% tariff rate on intra-regional antp for a list of about 500 products (valid uidécember
2002). Again, the Common Market Council respondedliffly, granting Paraguay a waiver as long as the
number of items benefited by the decision wastleas 5% of total tariff lines. Uruguay, in turncneased its
tariff rate by 3 percentage points, levying the@xax also on intra-regional imports.
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until January 1999) the tariff rate on raw matesiadl input imports made by industrial and

agricultural firms benefiting from government praors.

- {Supprimé 1to

-

authorization to enforce special import regimesnfierary admission and draw back) was
extended until 2006. The maintenance of speciabingimes is a good example of the
political economy of intra-regional trade negotias, since they are largely the result of
transnational coalitions of extra-zone import-cotimge sectors with significant intra-
regional export interests. Special regimes enahbéset interest groups to benefit from
relatively high protection of the regional markethile giving them the opportunity to

import inputs and parts at world prices.

» The lack of agreement on a common trade defensmecfpr extra-regional
imports.

In a customs union, common trade policies musuthelcommon safeguards and common
rules to deal with unfair trade practices. In 1896ommon safeguards code was approved,
replicating the existing WTO agreement and autlimmgizhe enforcement of safeguards
either by MERCOSUR as a customs union or by merobentries individually. The code
established a Safeguards and Trade Defense Corannitteharge of assessing whether
there was injury or threat of injury to domesticogucers, launch investigations and
eventually determine the application of duties. @émenon framework for antidumping
measures was approved in 1997 and one for couilbegvaluties three years later.
However, no codes have been approved yet. This sndat there is still no unified

procedure to enforce trade remedy laws as in @&ahifustom territory.
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TABLE 2.7

MERCOSUR: ENFORCEMENT OF THE COMMON EXTERNAL TARIFF *

Argentina

100 items exempted from the CET until 31/12/02, nabshem with tariff
rates lower than the CET.

Telecommunication and computer goods: in convergémt¢he CET unti
1/1/06, most of them with tariff rates lower thae ICET.

Motor vehicles (35% tariff rate) and parts withiffarates lower than thg
CET, for an unspecified period.

710 capital good items with zero tariff rates, LUB1i/12/02.

1268 consumption good items with tariff rates of%28nd 302
consumption good tariff items with tariff rates Wween 20 and 26.6%,
until 31/12/02.

Textiles: 429 items with a 35% tariff rate (WTO Inourate) and 22
items with 30% tariff rates until 31/12/07.

Footwear, 27 items with specific tariff rates uitll/12/07.

Toys, 7 items with specific tariff rates until 32/Q7.

National Health Emergency Law (medicines), 93 maldiequipment
items, 61 diagnosis inputs and 39 medicines witto zariff rates until
31/12/07.

Products bound at the WTO with tariff rates loweart the CET.

A%

A"l

Brazil

100 items exempted from the CET until 31/12/02, tmof them

agricultural products with tariff rates higher thétme CET and healthcare

products with tariff rates lower than the CET.

Telecommunication and computer goods: in convergémt¢he CET unti
1/1/06, most of them with tariff rates higher thiaa CET.

Capital goods, computer and telecommunication prtsdu2800 ex-

Motor vehicles (35% tariff rate) and parts with 5@é4iff reduction, for
an unspecified period.

Medicines, 555 items with zero tariff rates unfif&02.

Products bound at the WTO with tariff rates lowsart the CET.

Paraguay

100 items exempted from the CET until 31/12/02, nabshem with tariff
rates lower than the CET.
399 items exempted from the CET until 1/1/06, nafsthem with tariff
rates lower than the CET.

369 items charged with METIMedidas Especiales Temporarias |de

Importacién Special Temporary Import Measures) until 31/12/02
Telecommunication and computer goods: in convergiém¢he CET unti
1/1/06, most of them with tariff rates lower thae ICET.

Capital goods: in convergence to the CET untild81most of them with
tariff rates lower than the CET.

Motor vehicles: tariff rates between 10 and 15%.

| 22“Ex-tarifario$ are mainly norinternallyproduced capital goods that are levied at ratesidian the CET.
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Products bound at the WTO with tariff rates lowsart the CET.

Uruguay

100 items exempted from the CET until 31/12/02, rabshem with tariff
rates lower than the CET.

Telecommunication and computer goods: in convergémt¢he CET unti
1/1/06, most of them with tariff rates lower thae ICET.

Capital goods: some with zero tariff rates until12102.

Capital goods: in convergence to the CET untild81most of them with
tariff rates lower than the CET.

Motor vehicles and parts: 23% tariff rate.

Textiles: minimum import prices (tariff equivalesgpprox. 30%)

Products bound at the WTO with tariff rates lowsart the CET.

* Excludes transitory exceptions due to supply t@ists (see Annex 2.1), as--
well as preferences included in bilateral agreemevith LAIA partners (see
section 2.2.c.i)

2.2.c) Negotiations with third parties

In 1996 MERCOSUR reached two free-trade agreements,with Bolivia and the other

with Chile. The agreement with Bolivia was basedtloa close trading relation that the
Andean country has both with Argentina and Brdnileffect, despite the fact that Bolivia
is a member of the Andean Community, trade relatistith Brazil and Argentina have
been traditionally more important than with otherd&an countries. This moved Bolivia to
ask a waiver from the Andean Community to sign @A Wwith MERCOSUR. The natural

gas pipeline under construction linking Bolivian tural gas fields with Brazilian

consumption centers in the central and easteromsgiill greatly increase trade flows. The
FTA with Bolivia includes no exceptions and an augtic calendar for phasing out tariffs.
Jointly with Chile, Bolivia is a member of the “Extded MERCOSUR” and participates

2.2.c.i) Intra-LAIA negotiations

regularly in the ministerial and presidential surtami

Negotiation of an FTA with Chile was more complekhe first priority for
MERCOSUR countries was for Chile to join the cussamnion. This stance was based on
the attempt to strengthen the bargaining capaafiéise custom union as well as to prevent

the erosion of the preferences enjoyed by the smatluntries that had adopted the CET.
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However, the Chilean government maintained condistehat although it purported to
become a full member of MERCOSUR, it was not pregdo abandon either its own tariff
policy or its autonomy to undertake bilateral néains with third parties. Indeed, jointly
with Mexico, Chile has been one of the Latin Amanicountries most actively engaged in
preferential negotiations. In practice, the Chiledance has inhibited this country’s full
membership into the cust@wmnion. The incentives to do so were further redugg the
FTA with MERCOSUR (that effectively granted Chileeferences into that market) and by
MERCOSUR difficulties to enforce its own collectitrade disciplines.

The negotiation of the MERCOSUR-Chile FTA was atifficult because of the
content of the trade agenda. Despite the factGhie has lower average tariff rates than
MERCOSUR and that tariffs are being cut down, mite is still high for certain
temperate agricultural products of export intetes ERCOSUR (particularly to Argentina
and Uruguay). This explains the extended phase®etibdds for products such as flour and
wheat. Chilean safeguards and flexible price bamdsvheat and edible oils have led to

periodic conflicts, which have even reached the Wil$pute settlement mechanism.

In contrast to the FTAs with Chile and Bolivia, REOSUR has failed to negotiate
equivalent agreements either with the Andean Coniyuor Mexicd™. Indeed, the
maintenance or renegotiation of pre-existing bikdt@agreements with other LAIA (Latin
American Integration Association) partners (autbexdi until 2003) and the failure to design
a collective negotiating strategy both with Mexiemd the Andean Community are
indicators of MERCOSUR's difficulties to effectiyelenforce a common external trade
policy. Table 2.8 lists the preferential trade &gnents to which MERCOSUR member
states are parties either collectively or indiviluaBrazil and Argentina have bilateral
agreements with the Andean Community (AC), whileaBaay and Uruguay have bilateral
agreements with each AC country. All members of MIEFSUR have agreements with

Mexico and Cuba (except Paraguay).
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TABLE 2.8
MERCOSUR AND LAIA: BILATERAL PREFERENTIAL AGREEMENT S

Argentina Brazil Paraguay Uruguay
Colombia Selective Selective Selective Selective
agreement agreement agreement agreement
ACE 48 ACE 39 APR 18 APR 23
Cuba Selective Selective No agreement Selective
agreement agreement agreement
ACE 45 ACE 43 ACE 44
Ecuador Selective Selective Selective Selective
agreement agreement agreement agreement
ACE 48 ACE 39 APR 30 ACE 28
México Selective Selective Selective Selective
agreement agreement agreement agreement
ACE 6 APR 9. NewAPR 38 ACE 5.15
selective
agreement in
negotiation
Peru Selective Selective Selective Selective
agreements agreement agreement agreement
ACE 48 ACE 39 APR 20 APR 33
Venezuela Selective Selective Selective Selective
agreement agreement agreement agreement
ACE 48 ACE 39 APR 21 APR 25

Source: ALADI

As Table 2.9 shows, most bilateral preferentiakagrents have a limited scope. Only the
agreements between Paraguay and Uruguay and Ecoader a large number of tariff
items. However, only a handful of them grant 100%ferences. Similarly, only the
agreement between Mexico and Uruguay is considbyedAIA as a “new generation
agreement” covering a large number of products el @& disciplines other than market

access conditions for goods.

% The agreement with Mexico recently signed in 286&s simply extend the validity of existing bilater
agreements and creates a framework for future raggots.
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SELECTIVE BILATERAL PREFERENTIAL TRADE AGREEMENTS

TABLE 2.9

Type Date of signature Number of items with
Participating and preferences
countries number
Argentina ACE6 1986 1970
México 1400
Argentina ACE9 1988 358
Peru 212
Brazil APR9 1983 Motor vehicles
México
Argentina ACE 11 1988 329
Colombia 232
Colombia APR 18 1983 33
Paraguay 34
Argentina ACE 20 1992 201
Venezuela 144
Paraguay APR 20 1983 75
Peru 94
Paraguay APR 21 1983 192
Venezuela 240
Argentina ACE 21 1993 533
Ecuador 299
Ecuador ACE 28 1994 5822
Uruguay 6124
Ecuador ACE 30 1994 6503
Paraguay 6533
Colombia APR 23 1983 35
Uruguay 27
Uruguay APR 25 1983 57
Venezuela 35
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Peru APR 33 1983 66

Uruguay 31
México APR 38 1993 2006
Paraguay 950
Brazil ACE 39 1999 ™
Colombia (1731) 1480
Ecuador (1504) 1314
Peru (1608) 1371
Venezuela (1640) 1380
Cuba ACE 43 1999 273
Brazil 288
Cuba ACE 44 1999 200
Uruguay 59
Cuba ACE 45 1999 27
Argentina 79
Argentina ACE 48 2000

Colombia

Ecuador

Pera

Venezuela

(*) In brackets the number of preferences granteBiazil to each counterpart

Source: ALADI

In June 2000 the Common Market Council ratified i ERCOSUR should negotiate as a
single party with non-members, placing June 30 289the deadline for completion of any
pending bilateral negotiation. The Common Market@ml also established that existing
bilateral preferences will be authorized to remainplace only until June 30, 2003,
instructing to launch collective negotiations withexico and the Andean Community.
Despite these formal constraints, bilateral negjotia between Mexico and Brazil
continued, as well as between Mexico and ArgentEzentually, Mexico and Brazil

agreed a limited preferential trade agreement @oge815 tariff lines (with preferences

ranging from 20 to 100%) and a special chapter otomvehicles trade. The agreement is
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quite modest in terms of coverage, except in theomeehicles sector, where the two
countries have agreed tariff-free quotas startiog1f140,000 vehicles per year in 2002 to
reach 210,000 in the fourth year. Argentina and ibtxlso signed a bilateral agreement
on motor vehicles trade. A negotiation for an ifmegional FTA between MERCOSUR

and the Andean Community is also underway, butdifferences that split the parties are
significant. It is uncertain whether an agreemerii Wwe reached before the next

MERCOSUR presidential summit to be held in Rio @eeko next December.

2.2.c.ii) The FTAA negotiations

MERCOSUR member states have shown disparate stramegrests throughout the FTAA
negotiations. Moreover, differences have widenath@ltime. This has been partly the
result of the disappointment with the functioninfgtioe customs union. Indeed, there is
enough evidence that some member states may hase mgarded hemispheric
negotiations as a vehicle to influence the intigieeal bargain process. An example of

such strategic interactions has been Argentinaistence on revitalizing the “four+one”

Supprimé : (originally launched

scheme of negotiations between the US and MERCOSUfowever, despite thes,e”iin 1991).

divergent strategic interests, MERCOSUR memberestétave managed to maintain a
unified stance on market access negotiations. démsmon stance has been facilitated by
the fact that the FTAA negotiations have not yeicteed the critical phase of exchanging

market access concessions (scheduled to takeipl2083).

The FTAA negotiations have been heavily influencbg the worsening
macroeconomic and political environment throughtiingt Hemisphere. Almost two years
before the scheduled date to conclude the negwi@t(December 2004), the major

participants (particularly the US and Brazil) da seem fully convinced that the FTAA is

24 The “four+one” mechanism was instituted by the &@&rden Agreement in 199dee abovesubsection
1.1.9). It consisted on a mechanism to channel tradeut@ti®ns and negotiations between the United State
and MERCOSUR member states. However, fpartone” scheme has been sparsely used. - [ Supprimé : d ]




the appropriate way to go forward. In both coustiigluential voices oppose the creation
of a hemispheric-wide free trade area, a standentg be exacerbated after the Brazilian

presidential elections (Brazil and the US will dwag the negotiations as of next year).

Recent trends in US trade policy have also hdadrafigant influence on the FTAA
process. New trade barriers against steel impartsew agricultural legislation — raising
considerably agricultural subsidies- and the stiragtached to the Trade Promotion
Authority law have given indications that the USym#e reorienting its trade strategies
towards more protection and heightened unilateralig\lthough the increase in US
protection can be partly related to the fact ti¥i2is an election year, this is not enough to

account for heightened unilateralism —of which ectibn is just one indicator.

Indeed, the preferred US strategy seems to berttntie to move forward in the
FTAA process while simultaneously pursuing bilakereegotiations. The US-Chile
agreement is practically concluded, and negotiatiom a US-Central America FTA have
already started. If successful, this strategy ieidid to the consolidation of nhew hub-and-
spoke systems in the Western Hemisphere, simultehedgaising the leverage of US

negotiators in setting the agenda and its térms.

The drive towards an FTAA may also be weakenethbyfact that the Andean and
Caribbean countries already enjoy quite substauligy-free access to the US market,
either under the benefits of the Andean Preferefcade Act (in the case of the former) or
NAFTA-parity (in the case of the latter). Of courseither APTA nor NAFTA-parity are
contractual agreements and therefore their bermetitg be unilaterally removed by the US.
However, this single reason is unlikely to play ajon role in increasing commitment with
the FTAA. Indeed, each regional grouping may haseiwn reasons for trying to reach a
bilateral deal with the US first. This has been Mes strategy during the nineties, in its

successful drive to become the center of a hutspokle system.

% Indeed, there are already several hub-and-spgfésnss in the Western Hemisphere, the most sigmific
of which is that headed by Mexico, the only couritrghe Western Hemisphere that simultaneouslyysnjo
contractual free-trade or preferential access taiNamerican, EU and a large number of Latin Amanic
markets.
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The FTAA negotiations are currently centered afuoing the number of brackets
included in the agreement’s draft text submittetheoBuenos Aires ministerial summit in
April 2001 and on launching the exchange of ofterd demands concerning market access
negotiations. According to the Buenos Aires mimiatedeclaration (April 2001), market

access negotiations were scheduled to start on M3y 2002 organized in five groups,

meeting of the Trade Negotiations Committee heldviay 15" 2002 failed to clarify any
of the “grey areas” left unsolved by the work oé tegotiating groups. This convinced the
participants to move away from their original focos the methods and modalities of
negotiations, and to directly engage in the exchanfgoffers and demands schedules. In
the April 2002 meeting the TNC determined that goweents will have to submit
liberalization offers between December"15002 and February 15 2003, in order for
demands for improvement to be submitted in the tiende-month period. According to
this schedule revised lists of offers will havebsubmitted by July 152003.

Market access negotiations on industrial and atiual goods will take as the
tariff-base the applied tariff rate, rather tharuha tariffs. Custom unions will notify a
base-tariff, even if the CET includes exceptionssbyne members. In order to facilitate
convergence within each customs union, the CET beltered until April 18 2003,

when the base-tariff is scheduled to be notified.

The participants also agreed that the whole tamiffiedule will be subject to
negotiation, although not necessarily to tarifirefiation. Tariff cuts will be linear, but
there may be exceptions to the general rule. Eaamlyer state will be requested to make
substantial tariff elimination offers at the startaf the process. The rest of the products
will be classified in three tariff phase-out categs: a) five years, b) ten years, and c) more
than ten years. An Ad Hoc group was created to tietgospecific rules of origin as of
September 30 2002.
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The TNC meeting also decided that the groups dgakith market access and
agriculture must define before February"Z903 a methodology (including a chronogram)
to deal with non-tariff measures (elimination, retion, etc). The group on agriculture also
received a broad (and vague) mandate to continu&inngpon the extent and method to
eliminate export subsidies on agricultural produetsd other practices that distort
agricultural trade, including those that have deatfequivalent to an export subsidy. No

target date to conclude this task was set.

Other decisions taken in the realm of market aceesre equally imprecise. For
example, in the TNC’s May meeting it was left unded whether “commercial presence”
(in GATS jargon), i.e. FDI in the services sectavsuld be dealt with by the investments
both groups the recommendation was that offers |dhbe broad and compatible with
existing legislation. In the case of the investmgmup (but not necessarily in the case of
investment in service activities, where offers ¢snsubmitted to the services group as
“commercial presence”), offers shall adopt a negalist approach. As far as the services
group is concerned, the parties agreed that thialiniffers will be based on the existing
multilateral commitments or improvements over afmbva@ them. This decision was a
compromise between those parties that supportedgtals the baseline the commitments
bound in the GATS and those inclined to take axisfpractices as the baseline (which

would include unilateral liberalization beyond GAT@®mmitments).

At last, the government procurement group agrdemt the coverage of the
agreement will be “broad”, that offers will includentral and federal government units and
that they “may include other levels”. Again, thisrrhula was a compromise between

alternative approaches to defining the baselirextiange offers.
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2.2.d) Conclusions concerning common external tpaliies

The partial implementation of a common externatldrgolicy has been the result of
conflicting interests and a general failure to @sstully arbitrage them. The result has been
extensive perforations of the CET and unstablairggional preference margins, which in
turn has prevented the CET from becoming a reliaiidicator of intra-regional
preferences. This has compounded (and been patityrdined by) a relatively high level
of national policy discretion concerning intra-regal market access conditions, as

discussed in section 2.1.

The partial implementation of a common externalddrgpolicy has prevented
MERCOSUR from reaping the information and efficigrienefits of a customs union as
compared to a free trade area. Moreover, it has teeda credibility crisis over
MERCOSUR'’s bargaining resources. The combinatidhede factors leads us to conclude
that MERCOSUR’s common external trade policies Haen not only imperfect but also
ineffective, since they have neither played theerof a reliable indicator for private
investor decisions nor improved member states” diairgg capabilitiesvis a vis third

parties.

The current impasse on the enforcement of MERCOSWUBmMmMon external trade
policies has revived the debate about the stratdgjiective of the regional group. While
some have proposed to abandon the target of angsistnion and replace it by the project
of a free trade aréy others continue to emphasize the presumed berefia unified
custom territory. The proponents of the free-tradea approach have been more influential
in Argentina and Uruguay, where a growing conseesists that “importing” the Brazilian
structure of protection devoid of the benefits tafode access conditions into that market is
not an attractive bargain. However, also in Brauil influential view has emerged that
criticizes the custom union approach on the grouhds it has “tied Brazil’s hands” to

negotiate with others (the recent electoral camphags been eloquent in this respect).

| % See footnote 6
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Indeed, if the customs union approach is to prewaire pooling of national policy
discretion will be necessary. This will certainffeat Brazil, but also the smaller members
of MERCOSUR. In effect, the partial implementatioha common external trade policy
has also enabled the smaller economies to benafit $pecial import regimes, which have

been used extensively by countries such as Uruguay.

2.3. Policies to manage structural and policy asyetnies

MERCOSUR member states have made very limited pssgin implementing disciplines
to deal with state policies and aids and incentihed distort intra-regional competition.
Wide differences in tax and incentives structuras distort trade flows and investment
location. Asymmetries in macroeconomic policies getformances can also have a
significant impact on trade and investment flowsl dead to significant pressures for
increased protection and market fragmentation. Wais explicitly recognized by Article |
of the Treaty of Asuncion that mandated the coatilim of macroeconomic and sectoral
policies as well as a general commitment on thé gfamember states to harmonize their

legislation in order to strengthen the integrapoocess'.

The Treaty also stated that “during the transifioocess, the main instruments for
the construction of the Common Market” will be, ides the trade liberalization program,
inter alia, “the coordination of macroeconomic policies, whiwill take place gradually
and in parallel with the programs of tariff redocti and elimination of non tariff

restrictions”

However, these guidelines were no more than prograio principles. In effect,
they included no specific mechanism or policy tonpensate or correct structural and/or

regulatory asymmetries. The issue was taken umagdheAgenda de Las Lefiad 1992.

27(...)“La coordinacién de las politicas macroeconénsigasectoriales entre los Estados parte —de comerci
exterior, agricola, industrial, fiscal, monetarisambiaria y de capitales, de servicios, aduanere, d
transportes y comunicaciones y otras que se acuerdefin de asegurar condiciones adecuadas de

competencia entre los Estados parte”, y
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The Agendaset targets and a schedule to harmonize natioaatarand microeconomic
policies. According to Machado (2000) “th&genda de Las Lefiasmandated the
elaboration of a diagnostics, the assessment efiegiasymmetries and the submission of
specific policy proposals. The approach revealedoacern to reduce asymmetries in
national policies and instruments”, but emphasidoigign trade issues over and above

other topics.

The modest progress recorded in this policy aseabe partly accounted for by the
priority assigned to the trade policy agenda. Ifeaf after 1992 the accumulation of
bilateral trade imbalances attracted most of trerggnof the negotiators (Lucangeli, 1998).
However, since these imbalances were mainly thaltred divergent macroeconomic
policies and performances, the harmonization of ekiio incentives generally received
very little attention. The latter, however, wouldadually become major sources of

attrition.

One consequence of the accumulation of bilateaaletimbalances and the failure
to deal with policy asymmetries was a significartrease irad hoctrade policy measures.
In 1993, Argentina raised the statistical importcbarge (from 3% to 10%) and made
intensive use of antidumping duties, minimum spedafities and safeguards on a variety
of products (including paper, textiles, footweames, electrical housing appliances and
chemicals). The official documefi€onsolidacion de una Unién Aduanera y Transicion
para el Mercado Comunteleased in 1993 formally recognized the impo#gilio meet
the targets set ihas Lefias opting instead to promote convergence on tradk aher
policy instruments required to implement the custamion. This turned the negotiation of
a CET into a key issue. However, while Argentingat&tors favored to simultaneously
harmonize all trade policy instruments (tariffs,pex incentives, rules of origin for
products excluded from the CET, free-trade zones;tariff restrictions) and even some
government subsidies, the Brazilian preferred tmceotrate in the negotiation and

enforcement of a CET, leaving other issues forrtutteatment.

“El compromiso de los Estados Parte de armonizarIsgislaciones en las areas pertinentes para logta
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Argentine officials proposed: a) the implementatdrstructural adjustment programs as of
January 1995; and b) the maintenance of a safeguagime for intra-regional trade. The
former was conceived as a means to facilitate uestring in sensitive sectors via
specialization, public procurement, competition i@gl technological cooperation and
harmonization of regulatory asymmetries. A safedudause, in turn, would make trade
restrictions compatible with economic restructurifipe proposal was opposed by Brazil,
which maintained that a safeguards regime wouldgginst the spirit of market integration
of a customs union. Eventually, the adoption ofRégimen de Adecuacidm 1995 proved

to be an imperfect substitute.

2.3.a) Competition-distorting public sector polisiehe broad view

Dec 20/94 of the Common Market Council created chrical committee to examine
competition-distorting public sector policies. Tleemmittee was instructed to make a

diagnosis and classify measures according to fl@niog criteria:

a) measures involving an exemption from commonetizalicies;
b) tax measures;

¢) credit measures;

d) government procurement measures; and

e) rules governing public sector firms or monopslie

The committee should classify measures accordinghtr compatibility or
incompatibility with the customs union, taking ind@count economic efficiency criteria

and GATT obligations. The proposal should includedglines to harmonize compatible

fortalecimiento del proceso de integracion.(...)"
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measures and to progressively eliminate those ipatible with the custom union. The list
was to be submitted by June 30 1995. In practice, technical committee remained
instructed the Common Market Group to createAanHoc group in charge of drafting
recommendations on how to deal with competitiortedigrg public sector policies. In June
1997 theAd Hoc group asked member states to submit a list of etiimgn-distorting
public sector policies in order to produce a coidstéd list of national distorting practices.

However, it set no date for the submission.

Throughout this period, the issue of indirect t@bates has been a permanent
source of conflict (see sub-section 2.3.c). Morepsice the mid-1990s the increasingly
active role of local governments (particularly irraBil) in granting production and
investment incentives introduced a new ingrediatd ian already complex picture. The
most frequently used incentives were financial fischl measures as well as “dedicated”
infrastructure. In the case of the motor vehicledustry, the incentives granted included
direct capital contributions by sub-national goveemts. Although it is unclear whether
sub-national incentives played a determinant raleegjional investment location decisions,

they did create widespread inter-state conflict.

The demand to make an inventory of existing ine@stiat the national and sub-
national levels was reiterated by Dec 31/00. Theertory should list the measures
enforced and briefly describe the content of theeimtive, its legal base, the application
authority and the eligibility criteria. The mostpartant incentive mechanisms enforced by

each country include:

Brazil

Brazilian incentives can be classified along foategories, namely: a) incentives to

agriculture, b) national federal incentives, c)ioegl federal incentives, and d) sub-national

incentives. The analysis of Brazilian incentivesde to the following conclusions:
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the key role played by export incentives (exemptioh
PIS/IPASEP and COFINS, “presumed” credit against Itle
Proex-interest rate equalization and BNDES/Eximariicing).
Excluding the latter instrument, in 1999 these ntives
accounted for 33% of the total funds dedicatedeti® policies
and 19% of total incentives. Of all these incergjvenly the
Proex-equalization can be strictly characterizedaasexport
subsidy in WTO terms.

the key role played by alternative mechanisms twarfce
investment (BNDES, Constitutional Funds, Regiomalektment
Funds). In 1999 these mechanisms accounted folyrieh6% of
total sector incentives (including export finanaarged by the
BNDES-Exim) and 8.6% of total subsidies. Theset fingo
categories correspond to horizontal policies.

the regional scheme @ona Franca de Manauand two sector
regimes (computer and motor vehicles) granting oueri tax
benefits.

sub-national government initiatives to attract stmeent using
fiscal subsidies, financial aids and dedicated stwent on
infrastructure.

the marginal role of federal and local governmemgpams

aimed at stimulating R&D and technology activities.

The broad picture that emerges from the examinaifdBrazilian incentives is the

significant reduction of federal tax incentiveseaftl998 (due to fiscal adjustment),

compensated by a significant increase in local gowent tax subsidies. These benefits

were granted mainly through the exemption/reduatiblocal taxes, the incidence of which

is important in the case of Brazil. The reductidriozal taxes gives an advantage to local

firms and products, thus eroding the tax base loérostates (firms located in states that

“import” inputs from states granting tax incentivgat a credit for the indirect tax paid on

inputs, which can be later on deducted from logalliabilities).
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Argentina

Argentina enforces nation-wide incentives reginmegional incentives regimes applied on

a regional basis and regional incentives schentes.nTajor conclusions emerging from an

analysis of Argentina’s incentives are the follogin

It is important to

incentives target exports and activities relatedfdoeign sales.
Production and investment incentives are limited.

there are two national regimes with regional imp#ue Tierra del
Fuegospecial customs area and the tax rebate prograexports
shipped from Patagonian ports.

there are modest sector promotion schemes (mimddaestry).
there are no incentives for technology and R&D.

sub-national governments are active, particulanlyBuenos Aires,
Cérdoba and Mendoza, and they use a diversifiety afrincentives

that include tax exemptions and dedicated infrastre.

point out that the Argentine émiory was submitted before the

implementation of sector competitiveness plans anlye2001, which consisted on tax

benefits offered on a sector and firm basis, maimlyexchange for employment

commitments. The implementation of sector competitess plans proved to be

cumbersome and led to a significant loss of trarspgy and presumably high costs in

terms of foregone tax revenue. Most of them wilirbplace until 2003.

In the case of Argentina it is also noticeathlat there isa trend to increase the

number of sector special regimes backed by law.rtAfram the mining and forestry

programs (mentioned above), Congress is consideribil to offer special incentives to

the software industry.
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Uruguay

The two major regimes that exist in Uruguay areltéye de Promocién de la Inversi@md
the Ley de Promocion Forestallhe former is a horizontal program that autharitee
Executive to grant fiscal incentives to targetedestments, which may also benefit from
exemptions from local real estate contributions.e Thtter grants fiscal benefits to
investments in forestry. In the realm of exporteintives the Central Bank offers credit and

a 9% tax rebate on wool textiles.

Paraguay

In the case of Paraguay the two main instrumen&sl LlEe tax exemptions on new
investments, including tariffs on extra-zone impodf capital goods, inputs and raw
materials, and theey de Maquila y Zonas Francaspnsisting of special tax regimes for
highly export-oriented investment and productiorilfées. Paraguay also enforces a

special scheme of tax reimbursements for forestry.

2.3.b) Export incentives

Dec 10/94 aimed to discipline incentives to integional exports. Dec 10/94 determined

that tax incentives should not be used for intgieneal exports, except for:

a) long-term finance for capital good exports gednin conditions, terms and
costs compatible with international practices;

b) indirect tax rebates on exports, up to an ameguivalent to the tax paid
along the process of production (or, alternativédyexempt exports from
indirect taxes until production taxes are harmatjzand

c) those established by special customs regimespfiery admission and
drawback) for intermediate products, parts or comepds used to produce

goods in process of convergence towards the CETqrquroducts charged
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with the CET but in which inputs, parts or compasein process of
convergence to the CET account for more than 40%efproduct’s fob
value. The reimbursement, suspension or exempfionport tariffs should

never be higher than the amounts effectively paidpended or exempted.

Dec 10/94 also established as general guidelimgsexport incentives should be
GATT-compatible; that the concession or creationaohew incentive (as well as the
maintenance of existing ones) should be subjecbisultation between member states as
of January 1995; and that member states shouldimefitom using multiple exchange rate
regimes. In order to appropriately enforce Dec 40/ember states were asked to
implement adequate verification and auditing meddmas concerning indirect tax rebates.
However, no precise instructions were given ash¢éocontent of these procedures. Indeed,

the lack of practical mechanisms was one of thenthawbacks of Dec 10/94.

Dec 10/94 did not address domestic production anéstment subsidies explicitly,
as they were supposed to be dealt with by a spegialp aimed at disciplining
competition-distorting public sector policies. Mover, Dec 10/94 was vague enough to
allow for the maintenance of questionable natigmattices concerning indirect tax rebates

(see next sub-section).

2.3.c) Tax asymmetries

Argentina and Brazil are federal states, a fadt dfffects the tax structufé.On aggregate,
local governments collect a higher share of totalegnment revenues in Brazil than in
Argentina. In effect, by the late-1990s, state k@l governments collected taxes for the
equivalent of 10% of GDP in Brazil as comparedrbtya% in Argentina. This means that
the scope for activist incentive policies on thetpd local governments is significantly

larger in Brazil than in Argentina. The existendeseveral tax jurisdictions also creates
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problems in the realm of indirect taxation, as logalirect taxes are usually of the

“cumulative” type.

The major source of government revenues for alREEDSUR member states is
consumption taxes. All member states levy a vatlaed tax (destination principle), but in
the case of Brazil that tax (Impuesto a la Circidlacle Mercaderias y Servicios, ICMS) is
enforced by the state (and not the federal) govenisa Argentina and Brazil levy other
general consumption taxes, such as the gross revienuin Argentina (Impuesto a los
Ingresos Brutos, IIB) and a services tax in Brélzilpuesto sobre Servicios, ISS). Both
taxes are enforced by the state and local admatistrs. The [IB is a cumulative tax. The
ISS is levied on all services (except transpontatmd communications, taxed with the
ICMS) and it is administered by municipal governmsenSince the ISS is applied
separately from the ICMS, there are cumulationotéfbetween the two. Brazil also applies
two social security contributions (COFINS and PISHEP) with effects equivalent to a

general consumption tax (the tax base is businetsd sales).

All cumulative indirect taxes create problems tnsure that indirect tax incidence is
neutral, i.e.: that indirect taxes are paid in dwaintry of consumption and not in the
producing country. When governments attempt to arspte the effects of cumulative
indirect taxation through tax rebates, the calootabf the exact incidence of the tax (an
almost impossible task) becomes problematic. Théhodemost frequently adopted is to
establish a fixed tax rebate that may bear litdationship with the real incidence of the
tax. Argentina enforces several categories of @aditax rebates depending on the kind of
export product. In the case of Brazil, althoughatipare exempted from the COFINS and
PIS/PASEP, they are affected by the tax accumulietezhrlier stages of production. In

compensation the government offers a “presumedttedit on IPI liabilities.
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2.3.d) Negotiations of competition defense

The issue of competition defense and the need mmdraze existing legislation entered
early into MERCOSUR’s negotiating agenda. Yet b94l@ational competition defense
regimes were still incipient. Dec 21/94 defined wamber of basic principles for defense
competition and established that before March 3951member states should submit
detailed information on existing national legistati Based on this information, the
Common Market Group would draft a Competition DefeiStatute before June 30, 1995.

The basic competition defense principles agreeldded:

a) the definition and prohibition of a set of agreemsenand concerted

practices aimed at impeding, restricting or digtgrcompetition;

b) the definition and prohibition of what constitutas abuse of a dominant
position;
c) the examination of concentration initiatives thaiud lead to a market

share equal or higher than 20%; and
d) the definition of cooperation and coordination emita between national

authorities in charge of enforcing competition ek law.

In 1996, Dec 18/96 passed MERCOSUR’s Competitioferide Protocol (not yet
in force). The Protocol applies to all acts whiclaynaffect competition throughout the
region. The Protocol listed the practices thattlionirestrain competition or market access
and those that constitute an abuse of dominantippsMember states were asked to adopt
common rules to control practices and contracts ey affect competition or lead to a
dominant market position. The Trade Commission g&hd Competition Defense
Committee (formed by the competent national agehciere designated as the agencies

responsible for enforcing the Protocol.

The Protocol established that within a period ob tyears member states “should

draft common rules and mechanisms to disciplinte st@s that may limit, restrict, falsify
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or distort competition and may affect intra-regibtrade”. This commitment provided the
background to the creation of thel Hocgroup on distorting public sector policies already
mentioned in sub-section 2.3.a) (Dec 15/96). Treugrfailed to make progress due to
fundamental differences over the desirability afuging national policy discretion. Lack of
agreement on the subject was one of the reasanaitdain national antidumping regimes.
In fact, the Argentine authorities have refusedttup applying its domestic antidumping
and countervailing regimes to intra-regional tradél there is an agreement on state aids
and competition defense extends its reach inte siaks.

2.3.e) Protocols on investment promotion and pridec

The Buenos Aires Protocol (Dec 11/94) defined galneeatment principles for extra-zone
investors while the Colonia Protocol (1993) addedsglisciplines on intra-regional
investment. None of these protocols are yet indofthe Protocols share a number of
formal features such as the definition of what titutes an investor or an investment. They
also list conventional principles concerning inwesht protection, expropriation and

compensation, transfers and dispute resolution.

The Protocols make no progress in disciplining steent incentives. The Buenos
Aires Protocol establishes that member countriesilshnot “grant third parties a treatment
more favorable than that established by the preBmstbcol”. However, since the Buenos
Aires Protocol makes no reference to incentivemsiruments to attract investment, the
statement can be applied exclusively to the legaltinent. The Protocol left the door open
for divergent national incentives regimes, sincesiiablished that “each member state will
promote in its own territory the investment of thparties and will admit those investments

according to its own legislation and regulations”.
The Colonia Protocol was even more explicit inhadtzing divergent national

treatments for intra-regional investors. Art. Zabdished that investors from other member

states should be treated “not less favorably” tlomal investors or third party investors,
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although transitory and limited exemptions couldrbaintained® However, this opened

the possibility of more favorable treatment, asliekfy stated in Art 7 (“if the legislation

of one member state (...) or an agreement betwedmvastor from a member state and the
member state where the investment was made haeedgnore favorable treatment than
(...) that of the present Protocol, it will prevaieay the present Protocol”. The Protocol
also established that there will be no “performamegquirements as a condition for
establishment, expansion or maintenance of invegsndemanding a certain level of
exports, the acquisition of domestic inputs or B&w or any similar conditions”. Argentina
and Brazil reserved their rights to temporarily mtain performance requirements in the

motor vehicles industry (see section 3.2 for adddl comments)

- {Supprimé re

During the 1990s, MERCOSUR made remarkable progtesards the elimination of

tariffs on intra-regional trade. Moreover, until9Bintra-regional trade expanded swiftly:
intra-regional exports increased fourfold, growatga rate six times higher than exports to
the rest of the world. The elimination of tariffs well as the rapid rise of intra-regional
trade occurred in a context in which macroeconotoiordination was absent. However,
during some periods of time there waslefactoconvergence of macroeconomic policy

and performance (for a more detailed discussianaifroeconomic issues see Annex 2.V)

Although Article | of the Treaty of Asuncién eslished as an objective the
coordination of macroeconomic and sector policiesset no mechanism to ensure it.
Consequently, the Trade Liberalization Program @eded in a context in which each
member country put forward its own macroeconomigadives independently. Along all
this period, cooperation, and even the exchangafofmation, were very limited. When

there was convergence this wadeafactoevent due to exogenous reasons.

29 Argentina exempted from national treatment aingprtation, shipbuilding, nuclear power generating
stations, uranium mining, insurance and fisheBgazil included a longer list (hydroelectric power-
generation, communications, financial intermediatiosurance, pension funds and social security and
internal river transportation).
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This uncoordinated approach was compatible wighalimination of tariffs and the
rise of intra-regional trade flows during 1991-9&er because ofle factoconvergence
(such as between 1994-98) or extremely favorabiernational conditions (as between
1991 and 1994). However, when international coodgiworsened and macroeconomic
asymmetries grew wider in the late 1990s, traddopmance and trade liberalization
suffered. Between 1998 and 2000 intra-regionaletréell by 13% and market access
restrictions mushroomed. Parallel to the worsemihgegional economic environment, the
issue of macroeconomic coordination returned toftme. TheActa de Ushuaig1998)
established that member countries should work tdgvaracroeconomic harmonization and
address issues relevant to monetary unification.tiyeActa de Ushuaiavas an initiative
of the Argentine government geared more to pronasteextension region-wide of the
currency board system used in that country (andteedly dollarization) region-wide, than

a proposal aimed to foster intra-regional coorddamat

In 1999 the Presidents agreed the standardizafiomacroeconomic statistics as a
first step towards enhanced macroeconomic coopetatn 2001, member countries set
medium-term indicative targets for selected maasnemic indicators such as the inflation
rate, the public sector debt/GDP ratio and theipudactor deficit/GDP ratio. A system was
also established to correct deviations from theedjtargets, but including no enforcement
mechanism® The assumption behind this approach was thatngive divergent national
revealed preferences concerning the exchange egtme (an inflation targeting regime
with managed floating in the case of Brazil anduerency board in the case of Argentina),
the best option would be to promote convergencea &et of nhominal variables, in the
expectation that this would prevent major disrupgion real variables. The foreign
exchange and financial crisis of Argentina in 208@ically changed the approach and the

environment for macroeconomic policy coordinatiatthough one of the major obstacles

% The targets agreed included a maximum 5% inflatita for the transition period 2002/2005 and then
convergence towards 3%: a maximum 3.5% of GDP pwigictor deficit for the transition period untilGz)
and 3% thereafter; and a declining trend for thiglipisector debt/GDP ratio after 2005 and a consecg
towards a 40% ratio thereafter.
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for enhanced coordination was removed (the currboeyd), the Argentine crisis opened a

period of significant macroeconomic volatility.

The macroeconomic disruptions suffered by MERCOStiike the East Asian
crisis of 1997 suggest that economic integratiodl Wwardly progress, or even be
maintained, in a context in which such significamcroeconomic divergences prevail. A
worsening macroeconomic environment and synchropates have led to a significant
increase in non-tariff measures and othdr hoc interventions (such as private sector
“orderly marketing agreements”) that have signifitya deteriorated market access

conditions.

However, the prospect of macroeconomic coordinatioMERCOSUR is shaped
by the underlying structural factors. A major osethiat despite the rapid rise of intra-
regional trade during the 1990s, regional interdedpace is still modest and, more
importantly, highly asymmetric. The ratio of intregional exports to GDP is only 2%, well
below the levels recorded by the EEC in the ea®§0k (9%). This is the consequence of a
relatively low ratio of intra-regional to total feign trade (20.4% in 2000) and low
international tradability on the part of the largesonomies. In effect, the export to GDP
ratio in Argentina and Brazil was below 10% (priorthe devaluation of the Argentine

currency).

Trade interdependence among MERCOSUR member statealso highly
asymmetric. Whereas for the region as a wholerttra-regional to total foreign trade ratio
was 20.4% in 2000, that ratio reached 63.5% foadeay, 44.5% for Uruguay, 31.8% for
Argentina but only 14.5% for Brazil. This structufeature has decisively shaped national

incentives to coordinate macroeconomic as welltlasrgolicies.

As it is the case in the real economy side, regjifinancial interdependence is also

modest, but it has been clearly on the rise. AIROSUR member states are net capital
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exporting countries. This is very clear asdai-Dl is concerned: during the FDI boom of
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the 1990s, all member states were net recipieritsoégh intra-regional FDI increased, it
never reached over 2% of total FDI inflows. Intgreledence is also limited for portfolio
capital (except for “contagion” effects). AccorditgBIS data, between 1994 and 1997 the
capital inflows into MERCOSUR that were originated the US, EU, Canadian and
Japanese banking sectors never accounted for hess 80% of total capital inflows.
Regional financial interdependence is also constdhiby the lack of depth of domestic
financial markets. The exception to the rule is ¢hese connection between the Argentine
and Uruguayan financial sectors. Traditionally, glray has served as an off-shore banking
center for Argentine residents. However, the rdleUouguay as an off-shore financial
center has been as a transit facility: limits omlescand product diversification have

constrained its ability to upgrade its financigkiimediation functions regionwide.

Labor market integration is even more incipiemrtlhat existing in goods, services
and capital markets. There are no special fadglifio labor movement and national labor
markets continue to be highly segmented. Per capitame disparities are also very large.
Whereas in the EU the difference in per capitanimes between Germany and Portugal is
between Argentina and Paraguay (measured in PRTamge rates) is four and a half times.
In such asymmetrical context, more labor marketgrdation would probably mean large

migration flows. |

The empirical evidence on macroeconomic interdepecel in MERCOSUR
confirms what one would expect from these struttooaditions. The aggregate demand
and the real exchange rate in the importing couptrgdominantly the former) are the main
determinants of bilateral trade flows. This wasfoared after the sharp devaluation of the
Real in January 1999, when total trade contracteilewArgentina maintained a bilateral
trade surplus with Brazil. The empirical evidentsoashows an elastic response of bilateral
trade to changes in economic activity levels. Adoty to available estimates, the
cumulative effects (including lags) of a 1% inceeas Brazilian real GDP stimulate an
increase of over 2.5% of Argentine exports towdhds country. The “long term” response

of Argentine exports to Brazil's real exchange ttews an elasticity of 0.9%, confirming
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that changes in activity levels are more signiftcdgterminants of bilateral trade flows than

changes in the real exchange rate.

Argentina and Brazil EMBI spreads until 1998 shewlose correlation, suggesting
than shocks originate in external factors. Thisdampatible with the evidence that intra-
regional capital flows are modest as compared pitalaflows to/from abroad. Given the
high correlation of national risks, portfolio digé#fication into regional financial assets has

been very limited.

The limited intensity of interdependence has givige to low incentives to
coordinate. However, this does not mean that maorammic spillovers have been
negligible during the 1990s. Considering the sigaiit increase in non-tariff barriers in
recent years, maintaining market access conditimslikely to demand more
macroeconomic convergence, either coordinatedediacto The obstacles to coordination
are aggravated by the absence of a regional fowialt.pBrazil would be the obvious
candidate to play such role, but it has a poor oezonomic track record. Paradoxically,
the most stable economy in the region is Paragubigh can hardly play the role of a focal
point for macroeconomic coordination. The abandommef the currency board by
Argentina in January 2002 removed one of the majmstacles to enhanced regional
cooperation, but opened the door to heightenediliglaln the present circumstances of
deep financial crisis, it is unlikely that coordiivm efforts will succeed. Credible

commitments will have to focus on modest and imgetable initiatives.

2.4. The legal and institutional nature of MERCOSUR

2.4.a) MERCOSUR'’s law: an overview

MERCOSUR was created in 1991 by a short Treaty Ttieaty of Asuncion) that defines

its objectives, principles and instruments and lagsvn its institutional structure. It

includes five annexes that established: a) an aatiojriinear and generalized program of
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elimination of intra-zone tariffs, b) a system ofes of origin, ¢) a transitory system of
intra-zone safeguards, d) a timeframe for thersgtiip of a dispute settlement mechanism
and e) ten working groups to promote the coordimatif specific economic and sector
policies. Annex | had to be fully incremented by9491995 for Paraguay and Uruguay)
and the other Annexes were envisaged only for rdmesitory period until December 31st
1994. Before this date a new permanent institutistracture had to be defined as well as

definitive procedures for decision-taking.

The conventional interpretation of the Treaty ofiAsion considers it a “framework
treaty” to be filled up by “secondary”’ legislatiofAbreu 2000). This “secondary”
legislation would be produced by MERCOSUR organeweler, the process has not
worked as this interpretation suggests. First, sofmne more relevant pieces of “filling
up” legislation produced by MERCOSUR organs (thatgrols on competition, services or
investment) are not really “secondary” legislatinn primary law (i.e. international treaties
added to the Asuncién Treaty and approved follovilmg same procedures) (see Annex
2.VI). Since they are international treaties, themg not subject to the procedure of
internalization discussed below, but to usual ratification mecérasi This practice is
overseen by most studies of MERCOSUR institutianspérticular those that attempt to
analyse the “internalisation deficit” without disgiuishing between proper “internalisation”
and “ratification” as well as those that do notngobut that, at present, a consolidated
version of the Asuncion Treaty would be much longean the European Community
Treaty or even NAFTA).

Second, the most remarkable achievements of MERCGO& be attributed to the
operation of primary law, and particularly to theedty of Asuncién annex that established
the elimination of intra-zone tariffs. In contrastlly “secondary” legislation has proved
quite ineffectual. Although these results can tdaege extent be explained by the
underlying economic, social and political factoiscdssed in section 1.1, there seems to be
a number of strictly legal misconceptions in therapch used to produce “secondary”
legislation. Because of the political and practicgevance of the issue, the next section

engages into a strictly legal discussion of theirsabf MERCOSUR'’s secondary law.
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2.4.b) The nature of MERCOSUR'’s secondary law

The nature of MERCOSUR'’s secondary law is not gasgscertain. Since the regional
academic and political debate has been clouded isynaerstandings on the nature of
“regional integration law” in general and on thetura of European Community law in
particular, some preliminary considerations conicgrrregional integration and EC law
may thus be useful. Many of these misunderstandargsbased on the concept that
regional integration law (or EC law at least) ikiad of “tertium genusbetween the “law
for the States” and the “law for individuals”. Thagproach mixes the issue of the creation
of obligations for States with that of applying thes to (or making its effects being felt by)
individuals. This obscures one of the major chgémnfor regional integration law, namely:
that of creating obligations for States, the sufista content of which will eventually

apply to individuals.

The notion of “supranationality” as the distinguiglh feature of European
integration has aggravated the misunderstanding.e THistinction between
“supranationalism” and “intergovernmentalism” agergng to the existence or not of an
international mechanism to produce law that obligdes independent of a national act of
acceptance, ratification or internalization hasnbeéxed up, on the one side, with the issue
of the composition of the bodies or institutionatthreate such law and, on the other, with

the effects of such law upon individuals.

In effect, while NAFTA is a perfect example of ‘@mgovernmentalism” in the
sense of absence of an autonomous mechanism folamewreation (i.e. any new NAFTA
law —or a modification of the existing one — mustthe result of a new Treaty), the EC

Treaties cannot be simply considered as its “swgtiamal” opposite. The EC Treaties do
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certainly create a supranational mechanism of lawdyrction, but the Treaty itself is an
international treaty that, like NAFTA, imposes adwiranging set of obligations on
Member States without any intervention of supramei institutions, but simply as a result
of the acceptance of those obligations by each MerSiate.

When there is a supranational mechanism of lawtioreathe nature of the law
depends neither on the specific composition of ittetitutions producing it nor on the
procedures that these institutions follow. The anptional nature of EC law is not altered
by the fact that the Council (an intergovernmebtady) is the institution that enacts it (on
the basis of a proposal of the Commission and watiiable degrees of participation of the
Parliament). Similarly, the nature of EC law rensaihe same whether the Council acts by
unanimity or by majority voting (and still remaitiee same whether it is the Council or the

Commission that produces implementing legislation).

Once “integration law” has been created and h&sren into force, the question of
its direct applicability to individuals remains @p€elrhe conventional interpretation of EC
law in informed circlesn MERCOSUR s that all EC law is immediately applieabrhis
is not correct. Indeed, this is only the case wéfulations. Neither directives nor primary
law (the Treaties) are immediately applicable. Elegislates mainly through regulations
in certain areas (trade policy, fisheries, agrim@lf monetary questions), while in others
(such as in the harmonization of national legistgtiit does so through directives (that are

not immediately applicable).

At last, the issue of the “direct effect” of a péeof international/supranational
legislation (in the sense of making possible “towoke a legal provision before a
jurisdiction”) is different, in general and in tlspecific case of EC law, from that of its
“direct applicability”. There are EC legal provis® that are not directly applicable to
individuals but that can be invoked in national cammunity jurisdictions. Others are

neither immediately applicable nor have directeffe
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EC directives, for example, are not directly apgihie to individuals. However,
since EC law has the vocation of being or beconairiaw for the individuals”, the states
are obliged not simply to “apply” them but to “tspose” them, i.e. to produce a piece (or
pieces) of national legislation embodying the ndiveacontent of the directives in order to
make sure that such content “is delivered” to iidlials in the very same conditions and
with the very same attributes of any other pieceaifonal legislation. The European Court
of Justice (ECJ) has systematically rejected tlea phade by Member States that they

whether the national legislation necessary to dhe directives “full applicability” to .-
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individuals exists or not.

However, provisions included in EC directives hawvesome cases, direct effect
even if they are not immediately applicable. Whésn d¢ontent is clear, precise and
unconditional, a provision can be invoked befojjerédiction to challenge national legal
provisions contradicting it (only in this senser@tit effect” exists). It must be underlined
that the European Court of Justice does not rezegdirect effect to whole pieces of
legislation but to specific provisions. The reagothat the direct effect of a norm does not
depend on the formal nature of the act -as immedagplicability does- but on the

substantive content of a provision.

The nature of EC directives is best explainedttierpurposes of comparing it with

the nature of MERCOSUR legislation, by means o&sample. Consider a directive on the

- {Supprimé ron
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use of pesticides in agricultural production thegtlaces a more permissive previous one:

the directive is adopted on December 31st 1995satsl a deadline for transposing it into
national legislation by December 31st 1998. Thedlive, as “law for the States”, enters
into force immediately on January 1st 1996 (or &dtar date if it is so established). The
obligation for member states is that of having ifdcce a piece of national legislation

applicable to individuals by December 31st 199 atlatest.

Each piece of national legislation transposing directive will set a date for its
entry into force. That date can be earlier thanebdmer 31st 1998, but not later. The
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typical situation will thus be that most membenesawill have their national pieces of
legislation enforced before the target date (othat date at the latest). If a member state
does not have its national legislation in placdHat time, it will be in violation of EC law.

law, “giving life” through national legislation tihe directive’s legal content.

This logic is quite different from that prevailing MERCOSUR. Indeed, the exact
nature of MERCOSUR’s “secondary” law was uncleariry 1991-1994. This is the
reason why Articles 38 to 42 of the Ouro Preto &tok (1994) tried to clarify it. Article 40
states that, in order to achieve the simultaneodis/ énto force in all member states of
MERCOSUR's legislation, MERCOSUR'’s legal acts walhly enter into force 30 days
after MERCOSUR’s Administrative Secretariat has ifireet that they have been
internalizedby all Member Staté&

In Article 40 two issues seem to overlap. One iat tbf entry into force of
MERCOSUR legislation as law for the States. Theeptlis the applicability of
MERCOSUR legislation to individuals. Such overlagpimay give rise to three different
interpretations. Considerrasolucionof the Common Market Groupith the same content
as the above mentioned EC directive. One posgilbdepretation is that given by the third
arbitration award in the dispute between Argen@ind Brazil on safeguards (2000). The
resoluciénenters into force only when it has been transpdmsedll member states (i.e.,

incorporated into national law) and all the reqdireotifications have been made. In the

31 «Con la finalidad de garantizar la vigencia simn#é en los Estados Partes de las normas emanalidss de
organos del MERCOSUR previstos en el articulo 2ed&ée Protocolo, debera seguirse el siguiente
procedimiento:

i) Una vez aprobada la norma, los Estados Partes aadoptias medidas necesarias para su
incorporaciéon al ordenamiento juridico nacional gmenicaran las mismas a la Secretaria
Administrativa del MERCOSUR,;

i) Cuando todos los Estados Partes hubieren informadancorporacién a sus respectivds
ordenamientos juridicos internos, la Secretaria iAtnativa del MERCOSUR comunicara el hecho
a cada Estado Parte;

iii) Las normas entraran en vigor simultaineamente en IBstados Parte 30 dias después de la fecha
de comunicaciéon efectuada por la Secretaria Admirasiva del MERCOSUR, en los términos del
literal anterior. Con ese objetivo, los Estados Parte, dentro lElgomencionado, daran publicidad
del inicio de la vigencia de las referidas normas mtermedio de sus respectivos diarios oficidles.
(emphasis added)
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meantime theesolucidnhas entered into force neither as law for the State as law for

the individuals.

A second interpretation is that given by the fowathitration award on the dispute
between Brazil and Argentina on antidumping measuo@ poultry (2001). This
interpretation, taken over by other awards latey artepts that theesolucionis not
applicable to individuals because that must be B&maous in all member states and
requires the already outlined transpositéomd notification procedures. However, the fourth
award establishes that member states have theatibligointernalizethe norm before the
date set (December 31st 1998) aadbe challenged by other member states for not doing
so. Some analysts have argued that this interpretdtrings MERCOSUR law back
towards the EC precedent on the nature of dirextiVhis, again, is not correct. Indeed,
even in this interpretation, theesolucién does not enter into force until it has been
incorporated into national law by all member stat@snsequently, if by December 31st
1998 the newesoluciénhas not been internalized by all member stated taerefore it
has not entered into force), the pre-existing rdsmh (more permissive in the use of
pesticides) will remain in force. As a result,stthis previousesolucién(and the national
legislationinternalizing it) which must be applied by all member states|uiding those
that have alreadyjnternalizedthe new normand would be ready to apply it! If those
member states that “have done their homework” amernalized the newresolucion
applied the more restrictive one, there would beoatradiction between MERCOSUR's
legal order (in which the olcesolucionwould remain in force) and the national legal orde
in which the newesoluciénwould already apply. Rights indirectly grantecbtoducers by
the former MERCOSUR's legislation (still in forogpuld be violated by the new national

law.

The third interpretation would be equivalent tottbBEC directives. In that case the
entry into force of MERCOSUR legal acts would bdependent from the existence of
national legislationinternalizingits content and making it applicable to individudle our
knowledge this interpretation has only been suggely Cozendey (2001) and, in spite of

its ingenuity, it is difficult to sustain on the dia of the present drafting of Ouro Preto
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Protocol’s Article 40 and the interpretations athggiven to it. In any case, no arbitration

award has gone so far in this direction.

Three final considerations may help to elucidate ttature of MERCOSUR'’s
“secondary” law. First, the distinction between sgexrond and the third interpretation is

blurred when:

a) all member states haviaternalized MERCOSUR legal acts. On the
contrary, the difference is manifest when some nerstate is not fulfilling

its obligations.

b) the example taken is a provision that: a) gingists to individuals instead of
restricting them and/or b) is a proviside minimisnot prohibiting member
states to enact more liberal provisions. Again differences are manifest in
the case of a provision that restricts individughts as compared to the pre-

existing legislation.

The second consideration is that the differencevéen the second and the third
interpretations is also evident as regards the mijggof the law of integration. According
to the second interpretation, the effective apgibcaof the new norm must wait until the

more reluctant state has moved forward. Exactly dpposite happens according to the

the more enthusiastic state has transposed it.

Finally, the difference between both interpretai@also clear from the standpoint
of the content and the effects of an arbitratiojudicial decision declaring the violation of
a member state obligation itternalizeor transpose new legislation. However, a thorough

discussion of this point exceeds the limits of 8tigdy.
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2.4.c) MERCOSUR's institutional system: decisidiAgand consultative bodies

The Asuncién Treaty created two decision takingiémdthe Common Market Council
(CMC) and the Common Market Group (GMC, fr@nupo Mercado Com(nin 1994 the
Ouro Preto Protocol created a third one, the MERGRSrade Commission (CCM, from
Comisién de Comercio del MERCOS)JJURbove them, although not formally established,
periodic “Presidential Summits” would provide ségit direction to the integration

process.

All MERCOSUR organs are composed by ministers afiitials employed in
national governments and administrations (for aemaetailed analysis see Annex 2.VII).
Apart from aSecretaria Administrativavith limited logistic and secretarial tasks, thé&e
no organ or bureaucracy independent from natiodafimistrations’> National officials
combine their participation in MERCOSUR organs wilieir routine tasks in national
administrations. This means that MERCOSUR has notional equivalent to EU member

states” Permanent Representations in Brussels.

Initially, this organizational approach intendedpi@vent the isolation of regional
decision-taking organs from national Administraicaand agencies ultimately charged with
the internalization of legislation and policy impilentation. The approach seemed justified
by the poor results obtained by previous regiontdgration experiences in Latin America,
where ‘“integration bureaucracies” de-linked fromnmber states politics and national
services engaged in commitments and produced &tigisland policies that were never (or

only very partially) implemented at the nationalde

From a legal and political standpoint the three NIERSUR organs are equivalent
in the sense that they assemble representativemwiber states” governments. However,
lower ranking organs such as the GMC and CCM atesimoply preparatory working

groups of the higher ranking institution (the CMQhey can certainly “pass upwards”

7777777777777777777777777777 by
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%2 1n 2002 the Secretaria Administrativabeing transformed inia Secretarfa Técnica responsible for giving {Supprimé : was complementecﬂ
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unsolved issues, but they also have the power dptddgal acts without referring them to
the CMC (i.e. the Ministers). In effect, while t@dMC adoptdecisionesthe GMC adopts

resolucionesnd the Trade Commission issukectivas all of which share the same legal
nature. This is also a very important differencesMeen the structure of MERCOSUR and
that of the Council of the European Union. The Gulualso has a three-tiered structure
composed by: (a) the Council —or “Councils”-; bg tBoreper — Committee of Permanent
Representatives- and other high-level committeegroups; and c) the working groups.
However, in the EU Council all decision-taking powis concentrated at the highest
ministerial level, which means that all decisiogse®d at a lower level must pass through
the Council, even if there is no debate (mechari$rthe “A points” in the Council's

agenda).

Moreover, each one of the two lower ranking bod@sC and CCM) has its own
structure of auxiliary technical groups. This istywe of organization prone to create
overlapping and even inconsistent decisions. Thexe been two attempts to clarify and
re-organize this structure (one in 1995 and theroih 2000 —CMC Decision 59/00), but
with very little success.

Another important difference between the compasitid MERCOSUR and EU
Council’'s bodies is that while in the former thenee several representatives from each
member state (two in the CMC and four in the GM@ anthe CCM), in the latter only
one individual represents each member state gowwrhnmdependent of the number of
individuals accompanying him or her in the delegatiThe experience of the EU Council
seems to confirm that the multiplication of “seatshe table” is directly proportional to the
inability to accept responsibility for difficult desions and inversely related to the

effectiveness of the decision-making process.

The highest ranking organ, the CMC, is composedth®y Foreign Affairs and
Economy Ministers, with the general coordinatiotirfg in the hands of the former. The
participation of the Economy Ministers tried to madure that the integration process did

not become a mere diplomatic exercise and that CGi¢Cisions, many of them on
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economic issues, were effectively implemented. ringiple, the CMC meets in ordinary
session semi-annually and the Presidents attendniigtings at least once a year (in
practice all presidential summits have been semital). Considering the extension of the
agenda, the frequency of CMC meetings seems tooTbws is particularly the case for an

integration process that was supposed to be filely “secondary” legislation.

The effectiveness of CMC meetings decreased pregedg during the nineties.
The Presidential Summits, that at the startup ofREDSUR played a very important
function as orientation and signaling events, gadlguost credibility as implementation
failed to materialize and divergences became mpesa.oEven if the so-called “presidential
diplomacy” sometimes served to unlock negotiatiaghgver-exposed and weakened the
Presidents, particularly when the follow up of demis was insufficient or simply non
existent. Moreover, “presidential diplomacy” wast ratrictly a MERCOSUR political
instrument, but a bilateral mechanism used by Aiganand Brazil to which the two

smaller partners had almost no option but to acpeie

The GMC was given three main and different function) to prepare CMC
meetings and decisions; b) to implement CMC dexssicand ¢) to adopt legislation
(resolucioney and to organize, by means of SGBaljgrupos de Trabajo)he technical
work necessary to move integration forward. Atstertup of MERCOSUR, the GMC and
the activities of the SGTs stimulated personal Hedge and mutual trust among national
officials, contributing to the development of matilon and team spirit. Consequently, they
helped to the advancement of negotiations and #ueieptance by national agencies. Since
the mid-1990s, however, the effectiveness of theQGNecreased as a result of the
increasing number of questions that found neitHgoditical” solution at a higher level nor

were solved at SGT's “technical” level.

The reason behind the creation in 1994 of the CGi thie need to manage day-to-
day problems related to intra-zone trade and tolémpnt common trade policy
instruments. To assist the CCM in this endeavar, Technical Committees (CT) were

created. The CCM was conceived as the institutito@isin which foreign trade national
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officials would meet and interact regularly. Howgwvauring some periods the CCM was
unable to fulfil even its minimum statutory requitent of meeting once per month.
Eventually, the CCM and its CTs suffered the sam@blpms that caused the loss in
efficiency of the GMC and its SGTs.

The Ouro Preto Protocol also created two consudtatiodies: the FCESF6ro
Consultativo Econdémico y Socdiand the CPCComision Parlamentaria ConjuntaThe
FCES assembles nine members from each memberegpaésenting business, workers and
consumers. Actually, the FCES has been more a leebicex postcommunication of
decisions already adopted by MERCOSUR organs thaninatrument ofex ante
participation. In this sense, the FCES compareavanfbly with the experience of FTAA

negotiations, where private sector involvemenelatively well organized and anticipatory.

The CPC has also had a very modest role. On thehand, the CCP has not
contributed with either proposals or technical adviOn the other, it has been unable to
block (or even react to) unilateral measures byesamember state Parliaments manifestly
contrary to MERCOSUR law (such as Argentina’s ueikd exclusion of sugar from intra-
zone trade liberalization). The CPC has also faitedontribute to solve the problem of
delays ininternalizationof MERCOSUR law when the latter requires legislataxopted

by Parliament.

2.4.d) MERCOSUR s institutional system: disputdesaént

Less than a year after the signature of the Asun€réaty, the Brasilia ProtocdPfotocolo

de Brasilia para la Solucion de ControversiasPBSC-) established MERCOSUR'’s
dispute settlement mechanism (for a more detaiszlidsion see Annex 2.VIl). The PBSC
was conceived as a transitory agreement to be aatfaduring the “transition period”, at
the end of which a definitive institutional systémluding a dispute settlement mechanism
would be set up. However, the Ouro Preto Protortreled the applicability of the PBSC

and postponed the creation of a permanent systéinfulhconvergence on the External
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Common Tariff, scheduled to take place in 200@ldb established the procedure for filing
complaints before the CCM.

The PBSC dispute settlement mechanism combinesordgilc procedures of
consultation and negotiation with procedures ofiteation. Formally, the three main
procedures available are consultations, complants arbitration. Consultations offer a
mechanism to settle disputes through direct nefijotis subject to pre-established rules and
timeframes. The mechanism of consultations aimsnabling member states to manage

trade frictions that do not justify triggering colaipt or arbitration procedures.

The complaints procedure can lead to an arbitrgpi@nel, but it is not a kind of
“first instance” prior to engaging in arbitratidm. effect, member states can directly initiate

arbitration procedures without passing throughdmmplaints mechanism. Complaints can

_ {Supprimé H

member state representative before the CCM. Thaeudisis settled if, after a procedure
developed in accordance with pre-established rate$ timeframes, the CCM or, in a

second instance, the GMC arrive to a solution nseasus.

Finally, the arbitration procedure is a state-stestprocedure even when it can be
triggered either at a member state’s own initiativeat the initiative of an individual. The
arbitration procedure includes an initial stagelioéct negotiation between the parties and a
second diplomatic stage that involves the GMC.dfsolution is arrived at through these
diplomatic means, the proper arbitral procedure lmaraunched before ad hocthree-
member panel. The decision of the panel is findl @nnot be appealed. If a state found in
violation of its obligations does not conform te tarbitration award, the complaining state

can apply retaliatory measures.

In February 2002 member states signedPtteocolo de Olivos sobre el Sistema de
Solucion de Controversias en el MERCOS(@®vos Protocol). The new Protocol will
replace the PBSC after its ratification and entrtp iforce. However, it will not repeal the

commitment to adopt a new and permanent systerf06.2The five major innovations of
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the Protocolo de Olivosare: i) the mandatory choice of a dispute setttgrferum; ii) the
implementation of an expedite mechanism to dedi wgthnical issues; iii) the shortening
of the time frame to trigger arbitration proceduyliigy the creation of a permanent Court of

Appeal; and v) the possibility that the Court ofpial issues interpretative opinions.
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CHAPTER 3

MERCOSUR'’S INSUFFICIENT INTEGRATION:

COMPARATIVE ANALYSIS, COSTS AND
DILEMMAS FOR THE FUTURE
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3.1 The “value added” of MERCOSUR integration as comga to multilateral

obligations

3.1.1 Introduction

Regional integration does not take place in a vacuGountries’ interactions prior to a
regional integration agreement are governed bynth#ilateral system. Consequently, in
order to assess the “value added” of regional natémn agreements their content must be

compared with that of preexisting multilateral ghfiions.

Torrent (2002) distinguishes to this effect betwe&ontent” and “effective
content”. “Content” is defined in terms of widthdadepth. The width of an international
agreement or organization (including regional orees) be defined in terms of the number
and the scope of the areas covered by it. Depthge¢d the degree to which these areas are
subject to common rules or collective regulatiom. é&xample taken from the multilateral
level helps to differentiate both notions. The Gahé\greement on Trade in Services
(GATS) is wide because it covers all service sactord all aspects of post-establishment
treatment of foreign firms; but it is not deep (aatiany rate, heterogeneously deep) since
the market access and national treatment commimemde in member countries’

schedules are quite limited.

At first sight, width can be easily determined byking at the subject matter and
coverage of regional integration agreements. Thjzaeent ease does not apply to rules
because the width of rules must be analyzed usingatix approach: the vertical axis
referring to sectors (such as agriculture or fim@nservices) and the horizontal axes to
policies or regulatory interventions (such as taxat competition or labor standards).
Depth is not easy to determine, in particular ifatien to rules. The best criterion for
determining depth is the extent to which membeestenaintain their discretion to regulate

specific areas: the more they do, the shallowenrdigéonal integration agreement will be.
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Application of this criterion requires careful aysit of the relevant legal provisions

establishing the regulatory framework and its impdatation.

For analytical purposes the distinction betweenthviahd depth is sound but can
also be misleading. Indeed, width and depth are independent characteristics of
integration. What matters is the content of thecpss, and width and depth are but two
dimensions of it that must be considered jointlite real world offers plenty of examples
of bilateral economic agreements that are wideciops, but have no depth in terms of
obligations or effective cooperation. Frequentigyt end up being little more than political
declarations of intent.

On the basis of this concept of “content”, “effgeticontent” is defined as “content

(of regional integration)” minus that of multilag¢obligations.

In order to apply this approach to the analysiMBIRCOSUR, a careful analysis of
its legislation as compared to its member courtriesiltilateral obligations was
undertaken. This demands to have an instrumentasiehdirectory, capable of being used
to classify legislation (very much like the methayplied in EU enlargement negotiations
to analyze the compatibility of candidate statggislation with EUacquis). Since that
directory did not exist prior to the present stydge section 1.2 and the corresponding
Annexes), the examination that follows is preliminand sets a scheme to be later

deepened. Only in relation to GATS and MERCOSURrises liberalization the analysis
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3.1.2 Trade in goods

As discussed in chapters 1 and 2, the only arewhith MERCOSUR has achieved
positive “effective content” is that of tariff idvalization on intrazone trade in goods. This
is important because, as is well known, tariffsimbin GATT were much higher than those

effectively applied. Therefore, the increase in lianel of commitment undertaken in the
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context of MERCOSUR is much higher than the prefeeethat results when preferences

are compared to applied tariffs.

On other issues covered by the Agreements of GAPBHeex 1 A, all of them
related to trade in goods, the tendency has bedeate aside the initial objective of
reaching deeper rules and simply restate WTO dibige within MERCOSUR'’s
framework. This has been the case in the areasechriical Barriers to Trade (TBTS),
Sanitary and Phitosanitary Standards (SPSs) andivimping (AD) and Countervailing
Duties (CD). In all of them MERCOSUR has adoptezibspective WTO agreements.

In terms of procedure, this approach enables dispub be raised within
MERCOSUR'’s dispute settlement mechanism. On substahowever, it does not
contribute to the establishment of an integratgdllécamework because WTO agreements
had already been approved by member stdMereover, this does not imply that they ha}/e
to be “transposed” into domestic legislation (in&rlegislation may -and will- continue to
differ among WTO -and MERCOSUR- Member States mtedi the limits set by the

multilateral agreement are not violated).

On specific technical and sanitary and phitosapistandards, MERCOSUR has
produced a great number of pieces of legislatioanyrof them not yet entered into force)

that should be carefully examined by specialisterther to assess the extent (if any) of its
| /,.'{Supprimé: (which this study }

does not)

been some harmonization of external tariffs, buty/Jdétle has happened in other areas. rime :
examination lies beyond the sco

of the present stud
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Looked at from the EU perspective such harmoninasaot beneficial if it leads to higher

tariffs.

3.1.3. Services

Section 1.2.2 has dealt with the main charactessif the Montevideo Protocol on Trade

in Services and the content of commitments undertakthin that framework. Annexs 2.1
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and 2.1l, exhaustively compgre these commitments with thosgertaken in the GATS
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The present section applies to this comparison kinan's methodology in a more
disaggregated manner. Although we already mentishedimitations of this quantitative

approach, it helps to provide an overall view.

Tables 3.1.1 to 3.1.12 in Annex 3.1 compare acrfisg service sectors and three
MERCOSUR member countries the offers made at GAT&Gia MERCOSUR after three
rounds of intra-regional negotiations. This dataves for a more careful examination of
the extent of GATS-plus commitments undertaken regfivnally, taking into account
differences in the number of sectors and sub-seatcfuded in the offers and the modality

of commitments (share of “none”, “unbound” and friesions”).

The tables show that the GATS-plus character bfregional commitments vary
significantly across sectors and countries. In ¢hse of Brazil the largest differences
between offers made in GATS and MERCOSUR are inctiramunications sector (only
the courier sector was included in the offers mad8ATS). By contrast, in MERCOSUR
Brazil included 5 out of 18 sub-sectors. MoreovBrazil included 83 no-restriction
commitments as compared to only 4 in GATS. In aom$ibn and engineering, where
Brazil made numerous offers in the GATS, the nundfesffered sectors and the share of
no-restriction (none) offers increased in MERCOSWURinancial services the GATS-plus
content of Brazilian offers in MERCOSUR is very nestt there is an increase in the
number of sub-sectors included in insurance andnerease in the number of “none”
restrictions in banking activities (particularly inode of supply #3). Overall, however, the
intra-MERCOSUR offer is dominated, as that of GADS,“unbound” and “restrictions”

commitments.

In the case of Argentina the increase in the camerits undertaken sub-regionally
is less remarkable, but starting from a more gareaffer in the GATS. In the case of
communications the two sectors added by Argentinghé original GATS offer include
many “unbound” and “restrictions” commitments. Fdine rest, the GATS and

MERCOSUR offers are exactly similar. In constructiand engineering the share of
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“none” commitments increased, but in many cases thithe result of computing
“unbound*’ commitments as “none” (when the modalitfy provision is technically not
possible). In distribution and financial servicegy@ntina’s offer differs very little from the
GATS as well, except for a small increase in theber of non-restriction commitments in
insurance, but not in banking activities. The asiglyof Argentine sub-regional offers
suggests that this country implicitly received frols MERCOSUR partners (and

particularly from Brazil) credits for the comparesly generous offers made at GATS.

Uruguay made very limited offers in the GATS iretfour sectors considered,
except for banking activities (included in finarciaervices). In communications,
engineering and construction and distribution Uaygmade no offers in the GATS. In
MERCOSUR Uruguay included a significant number ofrastriction commitments in
distribution and engineering and construction altjh, again, in the case of this sector
many “unbound” commitments are counted as “no-{iE&ins”). In communications,
“unbound” and specified restrictions are frequelnt. financial services, apart from
including insurance in the MERCOSUR offer (excludemin GATS), Uruguay increased
the number of sub-sectors listed in banking adisifwith a balanced participation of the

three modalities of commitment). A similar pattésrobserved in the case of insurance.

In sum, the commitments already undertaken in IBBUR after three rounds of
negotiations confirm a GATS-plus approach to sewitrade. However, the extension of
these commitments must be qualified by more detasleuntry analysis. In addition, in
order to become effective concessions and enterfimte the Services Protocol will have
to be ratified by national legislatures, somethihgt is still pending. Finally, it must be
mentioned that the adoption of the GATS approachthtes only one to promote
MERCOSUR services’ integration means that the repias not moved forward in the path
towards “positive” integration, which should demardioption of common sector
regulations. The only exception to this is trantuéwsn, where a common “Cono Sur”

institutional framework exists (see next section).
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The only existing MERCOSUR legislation refers tee thdoption of already existing
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international, in particular B&s norms. - -
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3.1.5 General conclusion

The general conclusion is that, as compared toilateltal obligations, the "effective
content" of MERCOSUR integration is concentrated on
0 intra-zone tariffs elimination
0 some broader and deeper commitments on intrazamkem
access and national treatment on services (if toat®&ideo
Protocol and its Annexes eventually enter intodprc
o efforts to harmonize some aspects of extra-zonenwmncial
policy, mainly in the realm of tariffs.
0 some minor harmonization of standards

o0 other miscellaneous areas
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3.2. MERCOSUR: a comparison with EU integration

If judged by the objectives set by the Treaty ofida6n, MERCOSUR was launched and
conceived as a process of "deep integration”. fiecefafter the enforcement of a customs
union, member states were expected to graduallgdem and deepen the scope and depth
of common rules until reaching a common market Viitte factor mobility. Apart from
differences in methodology, the substantive tagggmed to be to progressively cover
much of the ground covered by European integrati@m institutions, however,
MERCOSUR was conceived to be much lighter tharEilm®pean Union.

After more than a decade of economic integratiolsREOSUR has made very
limited progress towards the originally stated aiffisis should not be problematic, were
not for the fact that neither political will nor stitutional procedures seem capable of

effectively moving the process into the originatated direction.

| - {Supprimé : albeit

Eleven years after the Treaty of Asuncion MERCOStdRtinues to be spoken of in the
academic and technical literature as an “incompltstoms union. In this expression the
term "incomplete" makes reference to the subsisteoit multiple "perforations" (i.e.
national exceptions) to the common external tragle&ey However, the very notion of an

“incomplete customs union” suggests that a socustoms union at least partially exists.

Yet this standard description is misleading. MERC®Shas made very little
progress to meet the key requirement of a custammnuas defined by GATT’s Atrticle
XXV, namely: to merge four separate customs terigis into a single one. It is only when
national customs territories are unified that temddits of a customs union can be fully
reaped both by member states and, provided certaiditions are met, by non-members.

For member states these benefits include:
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o the enhancement of the union’s bargaining resoutuesto a larger import
market;

0 competition among different points of entry, thtimsilating efficiency and
facilitating trade;

o the increase of transparency and the lowering afisictions costs (by
eliminating the need of rules of origin on intraie@al trade); and

o dynamic gains derived from a larger market and degyegration.

For non-members a customs union has the advantegeadree-trade area that it is more
transparent and can be considered a step forwdhe iprocess of multilateral liberalization

(provided the conditions set in Art XXIV are effegly met).

In order to merge separate customs territories rivain conditions are required,
namely:
a) a high degree of harmonization of rules applEao extra-zone trade
(concerning not only tariffs but also other aspefthe trade regime); and
b) enforcement of the principle of "free circulatiqArts 9 and 10 of the EEC
Treaty, present articles 23 and 24 EC Treaty).

Indeed, from a methodological point of view, thea®l condition is even prior to
the first, since it sets the principle and cregesssures toward harmonization of rules on
extra-zone trade. Once the principle of free catioh is established and effectively
implemented, the subsistence of asymmetries iretfi@cement of common trade policies
can be treated as true "exceptions”. For the resfeaiaof the universe (which would cover

most goods and services) the customs union witlctiffely exist.

MERCOSUR does not meet any of these conditions:

o First, MERCOSUR not only fails to effectively enfera common external

tariff, but it implements neither a common custaode (initially approved
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in 1994) nor other common procedures applied onomspfrom non-

members (such as trade defense).

o Second, MERCOSUR law does not set the principl&exd circulation of
imports from third countries, which implicitly mesanhat the four custom

territories remain separate.

Therefore, MERCOSUR is faaway from being an "incomplete customs unior’f'.
Indeed, it resembles more an “incomplete free tradea with some degree of

harmonization of member states' extra-zone comigpolicies".

3.2.b) MERCOSUR's FTA is more shallow than inifialbnceived

Apart from the effects on intra-zone trade of thiesistence of rules of origin and other
administrative procedures derived from the lack “@fee circulation” of goods,
MERCOSUR is a shallow free-trade area.

First, intra-regional trade continues to be hinddrg trade defense legislation. The
latest decisions concerning trade remedies (Dd221&id 14/02) were announced as "steps
forward" in regional integration. However, they aeually a non-transparent acceptance
of the failure to move ahead. Dec 18/96 adoptedFimtaleza Protocol on Competition,
which authorized the enforcement of antidumpingieduton intra-zone trade until
December 31, 2000. Nearly two years after thisetadgte, no agreement concerning the

elimination of antidumping has been reached. Del©2.®n antidumping (and Decision

but instead adopted WTO agreements on AD and C\ébws/iiich MERCOSUR member
states were already signatories). These decisiane ho practical effect on the rules
applicable by each member state, since they allewaready bound by the WTO
agreements and had adapted to them their respéatéreal legislation. On substance, the

two practical effects of Dec 13/02 and 14/02 weradmit through a cumbersome and non-
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transparent procedure the inability to reach aneement (implicitly admitting a
continuation of trade defense procedures againgoits from intra-zone) and the
possibility to take violations of WTO rules on tmmeatter into MERCOSUR dispute

settlement system.

Second, MERCOSUR has not yet started the processaofharmonization
necessary to achieve indirect tax "neutrality" anra-zone trade (in the EEC the
harmonization of the VAT occurred in the “60s ands). Indirect tax harmonization would
make sure that such neutrality prevails (evenxfrédes continue to differ among countries)
by guaranteeing that: a) export tax rebates arexhet equivalent of the indirect taxes paid
in the exporting countries, and b) imports are daxe importing countries in a non-
discriminatory way as compared to internal produbktsghe case of MERCOSUR, due to
the asymmetries in domestic tax legislation anddifferent existing indirect tax regimes,
export tax rebates do not match the amount ofriateaxes paid in the exporting country.
Instead, the rebate is calculated as a percenthgeport values. Different rates apply
depending on the type of product. This practiceiced transparency and opens the door to

the use of export tax rebates as a hidden expbsidyion intra-zone trade.

Third, the elimination of "non-tariff trade barrggrhas become a recurrent theme,
but it has not been accompanied by a credible eétiin program. MERCOSUR organs
have produced a great amount of legislation harmmogitechnical norms and standards
(including sanitary and phyto-sanitary standart)wever, this at first sight impressive

body of legislation has had little effect on markeégration because:

a) much of it has not even entered into force bsedlinternalization" is still
pending. This is the case of whole "packages" gfslation in sectors as important as
motor vehicles (where there are nearly forty GMGotetions still not enforced). The
production of new legislation in these areas (ewben older norms have not entered into
force) expands the stock of unfinished businessdamdages effectiveness and credibility.

It may be more productive to concentrate on maleffgctive the legislation that has
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already been passed, rather than continuing to neikghe stock of unimplemented

regulations.

b) plenty of legislation aimed to "harmonize stamda fails to do so because it
simply collects and replicates existing divergeational norms. National legislation are
divergent not only because they differ among merstaes, but also because each member
state applies different criteria and standardsattheof the other three (i.e. standards applied
by Argentina, for example, to products origingtim Uruguay are different from those
applied to products originating in Brazil or Paragu This is notably the case in an area so
important to MERCOSUR as phyto-sanitary standasdsgecific agricultural products (37

GMC resolutions).

c) on aggregate, the process of harmonization ohnieal standards seems
unfocused. The impetus to harmonize seems to coome from the work program agreed

by each technical group, than from priorities sed well structured program.

3.2.c) MERCOSUR has not gone beyond goods” tradgalization

The EEC Treaty included from the very beginningvisions that extended integration
beyond goods” trade, encompassing the provisioseo¥ices, right of establishment,
movement of capital and movement of workers. Celtanot all these provisions had the
same nature and the same effects. Treaty provisiofigeralization of capital movements,
in particular, were shallower than the rest andiireg much more secondary legislation to
really become effective. Moreover, the practiceas of many of the liberalization

provisions (in all areas, including trade in good&®re curtailed by the existence of
divergent (and legally justified) national legistat raising “indirect barriers" to trade, the
elimination of which could only be gradually (andver completely) achieved through a
detailed process of harmonization. But in any cd#ise,fact remains that from the very
beginning the EEC Treaty included far-reaching effielctive provisions covering services,

right of establishment, movement of capital and ement of workers, at a minimum
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enshrining the obligation to grant national treaitrte economic agents from other member

states.

This has not been the case in MERCOSUR. The AsanEiéaty does not contain
any operational provision applicable to economlatiens other than trade in goods, even
if it proclaims the target of a common market ardssthe principle that economic
integration should eventually embrace servicesthadnovement of factors of production.
This suggests that the extension of economic iat&gr into areas other than trade in goods

was seen as being fully the task of "secondargletjpn">>

Yet secondary legislation has been quite ineffe¢tsuggesting that MERCOSUR
integration has not been driven by secondary letisi enacted by MERCOSUR organs in
the context of a "framework treaty" (the Asuncioredty). On the contrary, MERCOSUR
has reached the most tangible results only in taosas openly addressed by "primary law"

(such as the Asuncién Treaty’s Trade Liberalizaoogram).

As far as movement of capital is concerned, MEROR®as produced only two
pieces of legislation. One has been repealed amattier has not yet entered into force,

although its coverage is only partial and it doespurport to produce broad liberalization.

> {Supprimé HS

On financial markets regulation the only existingeges of legislation refer to -

internationally accepted norms and standards hanftial supervision.

As far as movement of workers is concerned, nolsiqgovision recognizes
freedom of circulation or a general obligation ational treatment. The only piece of
legislation referring to movement of workers is DE¥/97 that allows for cumulation of
social security rights. However, according at le&st Uruguay representatives in
MERCOSUR’s Foro Consultivo, it does not go muchtiar than preexisting bilateral

agreementd?

3 Frequently, this so-called "secondary legislationtovers additions to primary law (see below)
% In November 2002 an agreement to facilitate resideind the movement of personas was announced by
the Interior ministers. The agreement will be subedito the next presidential summit.
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Services and direct investment are two areas obmwjategic importance both
from an economic and political point of view. Théswhy failure to place them under the
framework of MERCOSUR legislation is one of the amajunfinished business” of
regional integration. Briefly, the situation congigig services and investments is as

follows:

a) The only existing general MERCOSUR rules on thwe topics are those
included, respectively, in the Montevideo Protaaodl its additional annexes (services) and

in the Colonia Protocol (investments). None of thHes entered into force yet.

b) The Montevideo Protocol on services and itsitamithl annexes follow the
GATS approach. This means, apart from the factrtfety commitments undertaken in its
framework simply replicate those undertaken und&m' &, that the process of integration

in the services area concentrates in “negativeéréibization, leaving aside “positive”

P {Supprimé :

essential, in particular from the EU perspective,so far as it could lock in policies
favorable to EU investments (which, in themsehas quite unaffected by intra-zone

“negative” liberalization).

c) The Montevideo and the Colonia Protocols oyedantradict each other. Indeed,
the Montevideo Protocol on services follows the WGEGATS system of definitions.
Therefore, it covers the "commercial presence" arvkifyn service suppliers. But sincei
"commercial presence" is in practice "foreign dirgwestment" of other member states'
firms in the country of origin, those transacti@re also covered by the Colonia Protocol
on investment. This overlapping creates a potefaratonflict. The Montevideo Protocol
on services (that limits "commercial presence"dotars and issues listed in the respective
schedules of commitments) is less liberal thanGbknia Protocol on investments (signed
in the early nineties) that liberalizes foreignedir investment in all sectors (except those

listed as exceptions).
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On specific services sectors, only insurancesprart and telecommunications have
’ been covered by MERCOSUR legislation. On théetat20 GMC resolutions have been
adopted but most of them have not yet entered fimtce (although they refer only to

Supprimé :

market). On transport, MERCOSUR harmonisation retfacilitated by the existence of

a geographically broader framework where agreemangsnegotiated (the Cono Sur
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| framework); this was also the case in Europe, wheasny transport agreements were
negotiated, outside the European Community framikewor the framework of the UN

Economic Commission for Europe.

3.2.d) Beyond economic issues

MERCOSUR integration is somehow paradoxical ingbase that the lack of progress in
areas explicitly targeted in the Asuncion Treatypastaining to the establishment of a
"common market" (services and movement of factdrproduction) is accompanied by

significant spill-over into areas not initially eisaged as part of the integration process,
such as education and justice. In both areas dewelots in MERCOSUR address issues

that European integration has taken decades ttetémkhas not yet tackled).

Spillovers can "bring new life" into a processrefional integration, engage new
actors and government agencies and increase tiienlegy of the process by going beyond
"market integration”. But they can also shift tredamce between priorities and contribute
to a loss of direction. European integration givesy good examples of both the positive

and negative aspects of a more encompassing agenda.

In the case of MERCOSUR the dangers seem bigger ttine benefits in spite of

some positive developments in the areas of heattth iatellectual property. New
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agreements (not secondary legislation; see se2tirare concentrated mainly in the areas
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the recognition of diplomas for academic (to purstiglies) but not professional purposes™ { supprimé :,
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and to the setting up of programs of collaboratiwnpromotion of activities devoid of
specific funding. Protocols on judicial cooperatiare very ambitious and cover very
sensitive issues, which in the European experichaee proved very resilient to

harmonization or to legally binding commitmentsislts perhaps the reason why many o

f

them have not entered into force yet. Moreovenettage doubts whether these protocols

will be effectively implemented after they entetarforce. Domestic judiciary systems

need deep reform and often fail to ensure evenwusdednternal cooperation.

Concerning circulation of persons and procedureshatborder, there is some
legislation envisaging the facilitation of procedsir (simplification of documentation,

differentiation of channels of entry at the bordsr,.)put there is no significant expansidrf

of the labor rights of MERCOSUR member state citizeVioreover, the implementation of

Supprimé : .
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purely administrative commitments (such as speefdty channels at the borders) were

either not enforced or phased out after some time.
In the area of the environment there has been améylegal act (D 2/01), simply
adopting the principles of the Rio 1992 Declaratiom lacking operational content. This is

also the case concerning employment: D 8/92 icamrapty of any operational content.

3.2.e MERCOSUR's external relations

MERCOSUR activity in the area of external econorsiations has mainly concentrated on

agreements with Chile and Bolivia, countries withieth a horizontal agreement has been

concluded, later enlarged by specific sector agesgsnextending to those two countries

agreements signed among MERCOSUR Member States.

Concerning relations with the EU it is worth mentiy that the 1995 framework

agreement was never approved by MERCOSUR in spitieecfact that it is a Party to jt

the fact that it is only MERCOSUR as an internagioorganization (and not its Member
States) that is a Party to it.
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It is true that coordination in the FTAA and MERCOS-EU negotiations as well
as "4+1" dialogue with United States have helpedkdéep some sense of "common

endeavor”. But this positive factor is counterbaéh by the proliferation of separate

Supprimé :

chapter 2.)

3.2.f MERCOSUR institutional framework

MERCOSUR's institutional framework has already bdertussed in point 2.4 where some

elements of comparison with the EU have already Ipes forward.
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3.3 The costs of MERCOSUR’s modality of integratiocinom the EU business

perspective

EU businessshave exported and invested heavily in MERCOSURnduthe last decade‘,
particularly prior to the economic slowdown thatldawed the Russian debt default.
However, most of this explosion in business agtivie disconnected from regional
integration. In effect, unilateral trade liberatioa, real exchange rate appreciation and
structural reforms (i.e.: privatization) have bdan more important determinants of EU
business opportunities that the existence of MEROR.SThe deepening regional crisis
and the collapse of the currency board and othenauic arrangements in Argentina
during 2001/2002 produced in EU business growingicems on legal instability,
regulatory uncertainty and profitability. Thesereaere made clear in the draft version of
the Madrid Declaration prepared by the Europearti@eof the MEBF. Many of them

were taken again in the final version of the docaime
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reproduce in the market access section a listitithides the major barriers identified by
EU firms and business federations. In addition steices and investment sections contain

the main proposals put forward by European investor
Taking as a base the Madrid Declaration of the MEBPril 2002), Table 1

summarizes the major interests revealed by EU basinin EU negotiations with
MERCOSUR.
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TABLE 3.1
A SUMMARY VIEW ON EU BUSINESS DEMANDS

CONCERNING MERCOSUR
Areas Issues Problems identified /Proposals
negotiation
Market accessTariffs Tariffs for many product categories remdiigh
(goods) and do not encourage companies to invest.

Other expenses relatetBpecial taxes and fees” are collected on imports,

to imports inflating prices.

Tax base for tariff andMinimum import prices are fixed arbitrarily

import taxes calculationgbove the real price of many imported goods.

Import and  expontimport or export regimes of MERCOSUR
countries widely differ, hampering economic

regimes benefits of integration.

To obtain an import license frequently involyes
various administration agencies and compulsory
registration of importers.

Customs procedure Custom procedures in some MER®DSU
countries can be complex, slow and
unpredictable.

Internal customs have not disappeared.

Standards, technicgRegulations vary widely among the countries and

regulation, conformityfrequently deviate from international standards

assessment, and

certification

Sanitary andCompulsory  registration result in  very

phytosanitary measuresgbureaucratic, slow and complex procedures

Use of trade defens®lse of antidumping measures against some EU

instruments exports are perceived by EU companies| as
protectionist

Investments | Taxation Negotiations on double taxation avoidance
and Services agreements

Privatization MERCOSUR countries should complete the

Deregulation liberalization and  privatization  process,
permitting foreign access to the provision| of
services and goods on the basis of natipnal
treatment.

Movement of personne| Foreign managers and direabicompanies to
be permitted to carry out their jobs in the
recipient countries. Bureaucratic practices should
not slow down the granting of work and residence

permits.
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should be developed

Regulation Transparent and stable regulatory fraonkesvto
avoid uncertainty and unpredictable change
law that deter foreign investment in servi

s of
ces

This agenda suggests that EU businesses operatiflERCOSUR face obstacles in the

following areas:

(i)

(ii)

(iii)

the characteristically complex and changing natofethe domestic regulatory
environment creates high uncertainty for investord exporters (changes in the tax
system, sanitary and phyto-sanitary regulationstarus procedures, etc). After the
events in Argentina, the list has been expandedntiude the ability and
willingness to honor pre-existing contracts (igublic utility concessions, banking
regulations);

the persistence of important barriers to the fieaulation of goods, that constrain
the potential benefits of free trade, particulddy firms located in more than one

country; and
the problems derived from the incompleteness of “tstom union”, including
differences among national trade regimes, high @&Tselected products, intra-

regional customs, etc..

The answers to the questionnaire submitted to Edinksses in the context of the

present research confirm that the current crisiMBRCOSUR aggravated EU concerns.

The answers show a pragmatic response of EU fimetng a business environment

characterized by uncertainty and regulatory opagsenSix major conclusions emerge

from the answers to the questionnaire:

(i)

The interest in the MERCOSUR market goes hand-mghvith general interest in
the Latin American market. However, many firms ddasthat, because of lack of

infrastructure, establishment in MERCOSUR doesmean better access to other
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(ii)

(iii)

(iv)

Latin American markets. As a matter of fact, maimn$ already established in
MERCOSUR export to other Latin American countri€sife, for example) or even
to other MERCOSUR Member States, from parent comegaim Europe and not
from subsidiaries in MERCOSUR;

Firms are convinced of the importance of MERCOSU& ket in the long run, but
are equally convinced that MERCOSUR will not beccen€ustoms Union in the
short and medium term. Most firms consulted seenvioged that MERCOSUR

Member States are not “good friends” among them;

as far as trade negotiations are concerned:

(iii.1) firms are not afraid of the FTAA processthtine potential competition
from US companies. Establishment in MERCOSUR byoRean firms with
specific know-how makes them very competitive in REEDSUR markets and the
FTAA may create new opportunities for them in theekicas. However, as pointed
out in (i), the lack of infrastructure could hamplee potential benefits of the FTAA

for European companies established in MERCOSUR,;

(iii.2) as firms do not believe in MERCOSUR congdaliion in the short and
medium term, they tend to be extremely skepticathenpossibilities of success of
current EU-MERCOSUR negotiations. When asked, theyld prefer negotiations
to concentrate on specific issues that interesh timstead of pursuing an ambitious

agreement that may never arrive;

as a result of the circumstances explained inn@ @) and of specific features of
Brazil's culture and economic tradition, establighmhin Brazil is envisaged as the
best option for many firms because it guarantetelgaat, access to this market, by
far the most important one in Latin America. Blagiseen as a very protectionist
country not only in terms of rules but also in teraf market culture. Brazilian

firms (not to talk about the public sector) tendhay Brazilian”;
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(v) establishment is important to make European firmspetitive in MERCOSUR
markets and to reduce actual and potential disnetion, especially in Brazil,
whose economic culture makes a big difference batveDI — which is positively
assessed — and imports — negatively seen. Ev@&maiil, the most protectionist
MERCOSUR member state, there is no discriminatigairest firms controlled by

foreign capital after establishment. They are aergid “Brazilian”; and

(vi)  regulatory and governance risks — changes in raelsprocedures, inefficient tax
structures, complexity of administrative proceduagsl corruption, among other
phenomena -negatively impact EU exporters andsiove in MERCOSUR. There
was a great insistence on the negative consequehtagal instability in trade rules
(and the uncertainty they create) and of arbites$nin customs practices. There is
an “escalation” of protectionist practices, in arar in Brazil. Whenever possible,
firms split their exports in smaller shipments id@r to minimize risk. Arbitrariness
is directly linked to corruption. Firms are dividdgbtween those that consider
corruption as a phenomenon absolutely generalizetthose that consider that

there are honest officials in the ports and custsengices.

The opinions expressed by the European sectiomeoMEBF as well as the answers to the
guestionnaire prepared for this project indicatelear perceptionon the part of EU
business with interests in MERCOSUR, of the intefreggility of member countries and

the obstacles to move forward in regional econantigration.

Regulatory uncertainty and protectionist inclinatipparticularly in Brazil, are two
factors that come out frequently as inhibiting &aahd investment flows. Consequently,
one major conclusion of business surveys is thatatjenda of trade liberalization with
MERCOSUR must include not only tariffs, but alsogeneralized reduction in the
regulatory and administrative obstacles to tradesifess facilitation thus becomes a main
priority for EU businesses. The regulatory agenida has significant importance for EU

business: in this respect, a bilateral agreemantideelp to bridge the domestic regulatory
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gap that prevails in each member state, as wah@segulatory and institutional gap that
prevails in MERCOSUR as a group.

In summary, the perspective of EU business temd$réngthen the conclusions we

draw on four main areas of the integration process:

- customs union: high relevance to regulatory isapst from tariffs asvell as to

- {Supprimé :nd

- services (including investments): the current GAik8-approach is of little help to
EU investors. EU business would prefer MERCOSURdacentrate on regulatory
issues, locking in investor friendly rules;

- investment in industry: no major problems detectadept for the fact that in Brazil
preferential credit lines include “national contergquirements?;

- macroeconomic coordination: EU business is sympiatite any mechanism that

would promote macroeconomic stability.

% |t was also pointed out that the signature oftiomal person continues to be needed in Brazlbst in
practice) to open the banking accounts necessagsfablishment. This creates specific problemsiiaall
and medium size firms.
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3.4. MERCOSUR: an overview of its current dilemmas

More than a decade after the signature of the Aeantreaty MERCOSUR offers a
mixed record. While MERCOSUR has made significangpess in removing tariffs, in

most other areas performance has been short ot extjpas.

Part of the success of MERCOSUR in iglating tariffs can be attributed to the
fact that regional integration was part of a breoadelicy drive towards economic
reform. In this new paradigm trade liberalizationdamore outward-oriented trade
regimes played a key role. The fact that MERCOSUR part of a broader policy drive
accounts for methodological innovations such asatteption of automatic and across-
the-board trade liberalization calendars (the Tratteralization Program), quite in
contrast to the “positive list” approach typicallaftin American economic integration.
The result was a significant increase in intra-@agl trade, which in turn considerably
raised intra-regional interdependence. The fadtpheferential liberalization took place
in parallel to the unilateral reduction of tariffich non-tariff barriers also accounts for
the modest presence of trade diversion. In this pelicy environment, Argentina and
Brazil were able to carry forward a transaction t@nsisted, in very simple terms, in
obtaining preferential access into the Brazilianrkat in exchange for Argentine

support to Brazilian international trade strategies

However, at the end of the transition @&riMERCOSUR began to face
mounting difficulties. These difficulties were asudt of:
a) a growing wedge between the macro and micro@nimnpolicies prevalent
in the major partners,
b) a deteriorating international macroeconomicafficial) environment, and
c) difficulties to successfully deal with “deepeititegration issues going

beyond border barriers to trade.

These factors posed insurmountable olestdol the effective implementation

of the agenda adopted in December 1995, creatingraaving gap between
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commitments and implementation. This placed intesgon the credibility and
effectiveness of MERCOSUR.

Since 1998 MERCOSUR entered into a dowdwspiral of stagnant trade,
rising conflict and growing market fragmentatiomeTcredibility crisis and the growing
wedge between commitments and implementation wggeasated by blurred priorities
and unfocused policy-making. This placed MERCOSUWRtitutions and procedures
under severe questioning.

The “re-launching” agenda adopted ineJ@000 confirmed that worsening
conditions required a new political initiative. Hewer, the “re-launching” of
MERCOSUR failed to build on a new positive agendd,dn practice, it did not go
beyond a list of “unfinished business” and gooeiiibns. More than two years later,
many of the problems then identified remain untaa;twhile new ones have emerged.
Even the idea of MERCOSUR as a customs union has imereasingly placed under
guestion. Remarkably, this seems to coincide iighpragmatic diagnostic made by the

business sector.

3.4.a) The problems of implementation

MERCOSUR displays significant problems in the realnmplementation. One area in

which these problems have been most evident isetifercement of border trade

disciplines affecting intra regional-trade. Thesehtems deepened after 1995, when
the policy and regulatory agenda of MERCOSUR stiiftem border barriers to trade

towards the more complex issues of common foreigdet policies and non-border

barriers.

One major problem of MERCOSUR as angrdgon regime has been the

subsistence of unilateralism as a relatively lowtcpolicy option. In practice,

unilateralism has been stimulated by an approaahehshrined flexibility and a case-
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by-case focus, as opposed to the enforcement ef rahd established procedures.
Structural instability (macroeconomic volatilityomtributed to make things worse,
widening the scope and reasons for unilateral act#s a result MERCOSUR shows
significant differences with rules-driven processésuch different kind as NAFTA or

the European Union.

During its short life MERCOSUR has madeensive use of diplomatic
resources, of which so-called “presidential diplegiahas been the major example.
The intervention of top political authorities tohlock critical negotiations is always
necessary, but quite different from the regularermntion in day-to-day affairs.
Moreover, the intensive use of diplomatic resourte@smove regional integration
forward was accompanied by poor implementation raeigms. Consequently, even in
those areas with agreed regional rules, implemientateaknesses proved functional to

the subsistence of national discretion.

The effects of these fragilities worsgres the regional integration agenda
grew more complex and demanded a deeper and brpading of national discretion.
The obstacles to effectively move forward with thiseper agenda translated into a
“broadening” of the issues addressed by the negoimand a parallel multiplication of
normative acts, many of which were usually not ecéd. This “broadening” of the

negotiating agenda led to a loss of focus and aiative inflation” that amplified the

damaging to MERCOSUR'’s credibility.

A broad and unfocused agenda, aggravayed growing “implementation
gap”, has led to a shallow integration process. epkcin the realm of tariffs,
MERCOSUR has had a very limited impact on the wayhich national economies
are regulated. In addition, it has moved membeestaery little towards becoming a
single custom territory or a common market. Thisfggenance can be explained by a

number of factors, including the following:

147

P {Supprimé res




o the structural framework of the process of econadntiggration;
o its methodology, or “integration technology”, atsl instruments; and

o the institutional mechanisms adopted.

Wide differences in economic size and eatin structure have translated into
asymmetric interdependence relations. The smadlentties are much more vulnerable
to events taking place and policies being impleeeriy the larger countries, thus

raising their incentives to coordinate. For thegéar countries with more modest
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discretion for the sake of enhanced coordinatian ratch lower (particularly in the

case of Brazil).

Smouts (1998) points out that “regionahstructions (...) seem to be an
answer to the need felt for new political spaceg,(towards which social forces can
redirect demands that the nation-State is no lodpe to satisfy”. In other words,
faced to the erosion of the nation-state due tballpation, regionalism can become

part of “the search for a pertinent space for attar a new “space of meaning” (Laidi,
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the erosion of the economic, political or symbgmwver of its member states. It does
not seem either than those responsible for givilgRGOSUR political direction have

been able to draw the consequences of the aboviomexh erosion and translate them
into an agenda envisaging the emergence of a raigépace as an area for “action and
political meaning”. The shallow nature of MERCOSUBr the fact that deeper

integration is relevant only for some selected @¢tesuch as multinational firms in a
handful of sectors) help to account for the diffii@s to translate into agreements and

policy decisions the integration will expressedViBRCOSUR founding charter§.

% |n the case of Brazil —the largest MERCOSUR partobser relations with Argentina and MERCOSUR
itself were initiatives aimed at updating the gliidteaapproach to foreign policy typical of Braztiself in turn
strongly anchored in a territorial vision of thetst The national industrial development projechams
untouched as the main paradigm in Brazilian forgiglicy, not even complemented by a regional apgroa
On the contrary, in the negotiations with its partnthe national industrial development projectshiself
as a competitive rather than a cooperative project.
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Integration technology also contributed to makeepening unlikely.
MERCOSUR founding treaties are as ambitious as egipe. Consequently, the
dynamics of the negotiating agenda and the enfaeoémf agreements (in areas such
as investment or competition) owe more to the asgtrimstructure of incentives that
shapes national costs and benefits, than to theamgsnderived from the need to
consolidate regional economic integration. AlthoupfERCOSUR was initially
conceived as a dynamic process that should bet“algihg the road”, its rule-making
procedures are very deficient, partly as a restilthe structural framework and

conditions mentioned above.

As far as institutional mechanisms araceoned, member states exhibit a
significant domestic institutional deficit. This wbusly places into question the very
effectiveness of domestic policies and regulatidnsthis context, it comes as no
surprise that the regional space reproduces whatréady prevalent at the national
level. Considering the integration methodology jtext in MERCOSUR and the kind
of instruments used, the scope for formalized tmtstinal mechanisms remains very

limited.

This set of factors lead to what may lmled “low effectiveness of
integration mechanisms”, particularly concerningithability to influence private and
public behavior. This “low effectiveness”, howeyveapplies both to rules and
disciplines to enforce a free-trade area as wehl asistoms union. Indeed, this issue
precedes the chosen economic integration modeisatada large extent independent of
it. These issues will have to be addressed moeztafely were MERCOSUR to be a

free trade area or a customs union.
3.4.b) A free-trade area or a customs union?
As we have argued before, MERCOSUR remains an isfesztory free-trade area.

Many of the problems faced by the process of ecandmegration are not related to

the choice of a modality of integration but to #féectiveness of the instruments used.
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However, whether MERCOSUR member states will emgbalsuilding a free-trade
area or a customs union remains an important p@sye both for domestic reasons as

well as because this will have an effect on thiadips.

The “imperfections” that pervade MERCOSId&nmon trade policies are
numerous. There is a large number of exemptionsyned which are discretional),
there are bilateral agreements that grant diffemeattment to the same goods imported
from the same origin, and there is nothing clos¥rae circulation” (as revealed in the
subsistence of origin requirements and internatiéi®). These issues have been under

discussion for many years, but with very littleeefiive progress.

Size and development asymmetries have beeabstacle to shape a trade
strategy common to all member states. Brazil héerge and diversified economy, a
fact that has at least three implications. FirsgzBian policy makers do not see Brazil
as a “small economy” and therefore consider th@imeistic market as a useful
bargaining chip. This bargaining chip can becomggéi if the “internal market”
expands into the sub-region. Second, economic slfieation and relatively high
protection means that liberalization would havatreély high transition costs. Even if
trade opening improved welfare in the long-termaZfir would face a transition
problem derived from high adjustment costs. Thisggoeconomic as well as political
economy problems to trade liberalization, whicheskis to the third implication: a
diversified and protected economy means that taeeepowerful domestic interests
focused on preserving the domestic market. In $kisse, the international economic
policies of Brazil can to a large extent be seenfusmstional to these influential
domestic interests (focused more in domestic rathem export markets). By contrast,
the smaller countries have less diversified ecomemior them, low protection in
capital goods and intermediate product industriekke® much sense and transition

costs are not that high.

These divergent preferences must be datitthrough adequatee gpftigaﬁtippf/x/{su"p"me : bargai
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In effect, the welfare and efficiency costs of tiekly high protection for the smaller

150



countries can be counterbalanced by enjoying prefid and stable access to the larger
markets and by the attraction that that would Haveforeign direct investment (that

would otherwise locate in the bigger market). Afids been the case in the EU, the
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attainment of this can be helped through redistiieuransfers (certainly more difficult - { Supprimé : barga
-~ 1 Supprimé : bargain

The key issue in MERCOSUR is that thisgh@y has not been successfu,1ly - { supprimé :
maintained along time, thus leading to a questproh the very idea of a customs
union. While in Brazil there is a growing perceptithat the “political” benefits
expected from MERCOSUR have not materialized (paldily the alignment of the
smaller countries behind Brazil's internationalopities), in the rest of the region
prevails the view that Brazil has been reluctantrésign policy discretion and
unilateralism and to provide constructive leadgrghithe region. Indeed, these related
perceptions are not fully correct. On the one hasdye have seen in Chapter 1, Brazil

benefited substantially from trading with the regiand hasalso been negatively

affected in_some periodsby growing regional interdependence. Hence, economi
considerations should be more explicitly includedhe equation of the Brazilian side.
On the other, the smaller countries have also nradgient use of discretion and non-
implementation, thus being also partly responsibteveak enforcement mechanisms.
Overcoming MERCOSUR’s current impasse will consatijyerequire a mutual

reassessment of costs and priorities.
Negotiations with third parties, and pautarly the FTAA process, have

deepened MERCOSUR's divide. In contrast to the Fipdcess in which centrifugal

forces have been stronger, negotiations with théh&l¢ served to maintain joint work.
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3.4.c) Conclusions

MERCOSUR is currently in a deep crisis. The crisass been aggravated by the
macroeconomic turmoil that affects the region sii®88. However, its causes are
deeper that the bad shape of the macro-economshdr, the “low effectiveness of
regional integration” in MERCOSUR can be accounted by four major factors,

namely:

0 a lack of clear focus. This translates into a broegotiating agenda
that distracts attention from areas critical to tumstruction of a

customs union or a free-trade area;

0 regional commitments and agreements that frequewidlyvery little

to existing multilateral commitments;

0 a sterile dynamism that masks the ability of memtmuntries to
maintain discretion in policy making, even in arelssely related to

intra-regional trade; and

o failure to make a sustainable bargain on the maifixosts and
benefits associated to the adoption of common talizies and

“deepening”.

If MERCOSUR is to survive as a relevaobreomic integration process,
effectiveness and credibility will have to be sfiggantly upgraded. In this context, the
improvement in the macroeconomic outlook appeas @scessary but not a sufficient
condition. In effect, a revitalization of MERCOSUARII critically depend on a new
“social contract” that lays renewed foundationsdaregional partnership and reshapes
common objectives and shared targets. This will aema deep revision of the role of

Brazil and its readiness (and abilities) to prowidestructive regional leadership.
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The coincidence of new governments in MERSURS two largest partners irr

2003 creates a propitious opportunity to undertakeassessment of where member
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foundations of the common endeavor will be a nemgssondition to regain dynamism.
However, politics by itself will not do the job. #&f adequate political commitment is
ensured, the key challenge will be to adopt ruled @rocedures that can make

economic integration effective and real.
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CHAPTER 4

PROSPECTS AND PROPOSALS FOR MERCOSUR
FROM THE EU PERSPECTIVE
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4.1. Scenarios for MERCOSUR

Not many exercises have been made on medium agetédom scenarios for MERCOSUR.
One major reason is the lack of well-establishedds due to the relatively short life of the
regional integration process. However, after mdranta decade since the Treaty of
Asuncién it is possible to identify some regularities oniegthto make hypothesis OI|‘|
structural determinants. Interdependence has isedeaignificantly (although it continues
to be highly asymmetrical) and societal interestkeld to regional integration have
increased considerably. Moreover, after more thadeeade the effects of structural

differences, policy preferences and institutiorabacities have had enough time to show

up.

The elaboration of long-term scenarios demandsideatification of structural
political, economic and social variables that achational “shaping factors” in the process
of regional integration. The identification of tleewariables is critical to make any
prospective analysis because the structural dilesrohMERCOSUR are closely linked to
the relationship of the economic integration preces i) established trends in member
countries (particularly concerning the way in whisBues such as economic and political

sovereignty are dealt with), and ii) the prevailtgyelopment model.

The scenarios were constructed based on the ititerasf three key variables. Two
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variables are “domestic” and point at alternatieghp of economic, political and soci/f(l/
organization in MERCOSUR’s two larger partn&r©Qur main hypothesis is that the
compatibility (although not necessarily the conesrge) between these alternative paths
will continue to be a critical determinant of theng-term shape and viability of the
regional integration process. Since all MERCOSURniper states are peripheral countries
heavily dependent from the international environtmere included in the analysis a third

variable that captures alternative internationanseios. These scenarios are construed

%" The exclusion of Paraguay and Uruguay from thiyasis is a simplification based on the assumpttiar
the major trends in the regional integration prec® shaped by events in its two larger partners.
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taking into account economic organization, regujatpatterns and the distribution of

power.

In order to define the two domestic variables justerred to, we construed
prospective scenarios on the evolution of MERCOSlURajor partners. They were made
taking into consideration alternative combinatiafigour attributes describing alternative
ways to organize the economy, the polity and ttuéespin a long-term trajectory. The four
selected attributes were: a) governability, b) @locbhesion, ¢) the intensity of international
integration, and d) the degree of economic addfttabiVe characterized each one of these
scenarios with a qualitative ranking ranging fromghhto low. Combining these four
attributes we identified four plausible and cleadigtinct scenarios for Argentina and

Brazil. In the case of Brazil these four stylizegrsarios were called:

a) participative modernization,
b) national neo-developmentalism,
¢) social crisis and disintegration, and

d) triumphant markets.

In the case of Argentina the four alternative sdesavere called:
a) equitable growth,
b) mighty Argentina,

¢) Latinia, and

d) dollarization.

Table 1 summarizes the major features of each soena
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TABLE 1
DOMESTIC VARIABLES: ECONOMICS, POLITICS AND SOCIETY
IN ARGENTINA AND BRASIL

Features

Social Economic International
Governability Cohesion| Adaptability Integration

Scenarios

BRAZIL
Participative High High High Medium-High
modernization
National neo- High Medium Medium Medium
developmentalism
Social crisis and Low Low Low Low
disintegration
Triumphant markets Medium Low High High

ARGENTINA
Equitable growth High High High High
Mighty Argentina Medium Medium Low Low
Latinia Low Low Low Low
Dollarization Medium Low High High
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In order to define the international variable, #uenarios were construed based on three
global attributes, namely: a) the depth and extensf globalization (market integration),
b) the way in which that process and its effecte administered (international
coordination), and c) the structure of internatlopawer (hegemony). According to
alternative combinations of these attributes westrocted three plausible “global order”
scenarios, scenarios, which we named: a) New Rbjnpost-Westphalian condominium,

and c) Post-imperial anarchy. Table 2 briefly diéss the attributes of each.

TABLE 2
THE EXTERNAL VARIABLE: THE INTERNATIONAL ORDER
Features
Market International Hegemony
integration coordination

Scenarios
New Rome High Low High
Post-Westphalian _
condominium Medium High Medium
Post-Imperial Low Low Low
anarchy

Based on these variables we undertook a sequeréatise that consisted of:
1) identifying alternative combinations of the “destic” variables, distinguishing
those combinations in which regional integratiopegrs as dysfunctional to the
prevailing national projects and those that care livith different “kinds” of
MERCOSUR; and
2) making plausible scenarios for MERCOSUR incoatiog into the relevant

- {Supprimé H
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Our exercise led us to construct four alternatensrios for MERCOSUR in 2010, which
we called: )IMERCOSUR Communitas i) MERCOSUR Fortis iii) MERCOSUR Levis
and (iv) MERCOSUR Finitus Table 3 presents a brief description of each soer{for

details on each scenario see Annex 4.1).

TABLE 3
ALTERNATIVE SCENARIOS FOR MERCOSUR 2010

Variables

Scenarios

Brazil

Argentina

International order

Participative

Post-westphalian

Communitas modernization Equitable growth condominium
National neo- Mighty Argentina | Post-imperial anarchy
developmentalism (Post-westphalian
Fortis (Latinia) condominium)
Triumphant markets Dollarization New Rome
Levis (Equitable growth) (Post-westphalian
Condominium)
Social crisis and Equitable growth New Rome
Finitus disintegration (Post-westphalian

condominium)

Note: scenarios between brackets also lead to dilsigoaonfigurations.

Of course, it is likely that MERCOSUR will not resble any of these particular

scenarios, but a combination of them. In any cédmeperformance of the last decade seems
to have moved MERCOSUR away from the virtuMIERCOSUR Communitascenario,

certainly the most akin to the EU experience and soiccessful agreement with the EU. In
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the context of this performance, the alternati@dMERCOSUR seem to lay between two
contradictory scenariosMERCOSUR Fortis and MERCOSUR Levi¥ or the terminal
crisis envisaged iIMERCOSUR Finitus

For the EU, only two of the four stylized scenarissuld involve a continuing
interest in the undergoing negotiations. Thesal@ecenarioMERCOSUR Communitas
and MERCOSUR Fortis Both scenarios are compatible with some constitidaof
MERCOSUR as a customs union and, particularly, hth establishment of a minimum
set of rules geared to administer the flow of goa#dsvices and investment between the
member countries and between these and the réise aforld. In this sense, the scenario
MERCOSUR Fortis could be characterized as the minimum required dowiable
negotiation with the EU. By contradl ERCOSUR FinitusandMERCOSUR Levisseem
compatible with a consolidation of the FTAA. In faa NAFTA-minus FTAA —not an
unlikely possibility- would strengthen the probitlyilthat the subregional group will

survive with the features associateditBRCOSUR Levis
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4.2 MERCOSUR integration from the EU perspective: stegic priorities for
the future

4.2.1 Historical background

The EU has traditionally been sympathetic to MEROBSintegration. However, this
general attitude has failed to translate into d-designed strategy able to set priorities and

to target cooperation towards those priorities.

Initially, the Commission induced MERCOSUR membstates to give
MERCOSUR legal personality as an international vizgtion, an objective achieved by
Article 34 of the Ouro Preto Protocol. Followingeth995 framework agreement, the EU
strategy consisted in undertaking negotiationditoit'up”, a process that has been carried
forward without a target date. From the EU perdpecthese negotiations have been
conducted with a kind of "virtual MERCOSUR", assamithat MERCOSUR would

effectively become a customs union as announcétkiisuncion Treaty in 1991.

The present critical state of economic integrattMERCOSUR suggests that the
EU should radically alter its strategy. If the Eltha to strengthen economic integration in
the MERCOSUR region, it has to define a well-stuoeti and selective strategy that goes
beyond the simple continuity of trade negotiatiamsl that does not take for granted that
the "virtual MERCOSUR" will become real in the néature.

4.2.2 Elements for a EU strategy concerning econoniitegration in
MERCOSUR

In order to develop a EU strategy concerning ecaadntegration in MERCOSUR it is
necessary to set a number of criteria to assesdgitificance from the perspective of the

EU. We will consider the following three:
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o the matrix of offensive and defensive EU interegisirade as well as in
foreign direct investment issues;

o the potential contribution of regional integratiom MERCOSUR member
states' development, a goal derived from the pyiafi development in EU's
external action; and

o the potential contribution of MERCOSUR to the glbbechitecture and a
more balanced multilateral system (the main EU goalinternational

economic relations).

In order to set the priorities of the EU in relatim MERCOSUR'’s integration, it

may be helpful to contrast these criteria with flresent dilemmas facing MERCOSUR

(see section @). These dilemmas suggest that there are thréeatritreas that challenge ~~ SPme:2
the very existence of MERCOSUR as a substantivecgs® of regional economic
integration. These critical areas are:
o trade policy for goods, especially concerning thensolidation of
MERCOSUR as a single customs territory;
0 treatment of services and investment; and
0 institutions.
Confronting the criteria to assess the significasficIERCOSUR to the EU with the areas
critical to the future development of MERCOSURIsitpossible to identify some strategic
- {Supprimé =

4.2.2.a The consolidation of MERCOSUR as a siog#toms territory
One major priority should be to effectively condalie MERCOSUR as a single customs

territory. Doing so does not require full convergeno a CET. As the experience of the

European Community proves, national "exceptionsh&CET are possible provided that:
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they are managed and authorized collectively aadhat simply the result of
unilateral actions,
they are exceptions to a single (not only "commaoafjime that covers other

trade policy areas.

The consolidation of MERCOSUR as a single custtenstory meets in the best

possible way the three outlined criteria, namely:

(0]

It enables exporters to reap the benefits of MERORSntegration by
giving them access to an enlarged market. A unifigstoms territory also
facilitates trade (and, consequently, exports ftbenEU) because it would
give importers and exporters the choice of a pofnéntry to the enlarged
market. This would increase competition among mowft entry and may
help to reduce arbitrary rules and corruption. ‘tBesactices" in foreign

trade will get rewarded.

From the point of view of MERCOSUR economic intdgna per se, the
consolidation of the single customs territory wiiiminate the need for rules
of origin on intra-zone trade and all the cumbermsoadministrative
procedures associated to their implementation amdral. Intra-zone trade
would be facilitated and the trade-creating andagyic effects of regional

integration will be strengthened;

From the point of view of the potential contributido global governance
and a stronger multilateral system, the consolidatf MERCOSUR as a
single customs territory would have three positeféects, namely: a) it
would contribute to simplify the “"spaghetti bowl'f preferential trade
agreements currently taking shape in the Amerisag @raphic 4.1), and

inhibit the proliferation of bilateral agreementsdamultiple membership to
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FTAs®® b) it would pool member states” bargaining resesitto take part in
the Free Trade Area of the Americas process, figrtéveling the playing
field; and c) it would enable MERCOSUR to bettertiggpate in WTO

negotiations.

In order to promote the consolidation of MERCOSUWRassingle customs territory, the EU
should increase the awareness of decision-makefoter interested parties of the fact
that, in law and in practice, the creation of ateoss union requires merging former
separate customs territories into a single ones At to be done through the enforcement
of the principle of "free circulation of imports'glearly and unambiguously recognized in

Treaty provisions.

% For an analysis of the “architectural” problemised by multiple membership in different FTAs by
different members of any one of them, see Torr2002 b)
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The Spaghetti Bowl:
Trade Agreements Sighed and Under Negotiation in the Americas
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Graphic 4.1

Source: 2002 Report on Regional Integration. IAtererican Development Bank
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The EU should emphasize the importance of thedtmaion of MERCOSUR as a

single customs territory. Indeed, the EU shouldcliec

- that the EU is not, in particular in trade issuéthe 15” (Member States), but a separate
entity with legal personality (whose foundatioraisell consolidated Customs Union)

- that the undergoing negotiations between the EUMBRCOSUR were launched on
the EU side (and authorized by the EU Council)lagégional”. Indeed, no negotiating

mandate exists for an agreement with MERCOSUR @sseparate customs territories.
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will become effective only if it consolidates asiagle customs territory.

The consolidation of MERCOSUR as a single custemstory raises the issue of

the allocation and distribution of tariff revendéis would be a much welcomed field for
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MERCOSUR (and between MERCOSUR and the EU). Theeissay be easier to tackle

than imagined because:

o if the consolidation of MERCOSUR as a customs ummymotes economic

growth and foreign trade, total tariff revenue may fall; and

o Brazil, by far the largest economy in the regiah,aiso the country less

P {Supprimé o f

Consequently, if Brazil is willing to play the rotd "benign leader” in the
region (this is indeed a necessary condition foe thurvival of
MERCOSUR), it should be able to guarantee thatropaeties at least

maintain their share in total tariff revenue.
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4.2.2.b Priorities concerning specific trade issueslated to MERCOSUR
integration

From the EU perspective, not all the pending issefeMERCOSUR integration
have the same priority. And not all of them havéedooked at from the same perspective.
Priorities on Mercosur integration should be wedghtwith priorities in the ongoing
Mercosur —EU negotiations. If the EU has no offeasiterest in a specific issue, either
because it relates to a sector non relevant foekgubrts or in which EU firms are already
well established in Mercosur Member States maretsecause the EU also wants to keep
it out from the scope of the negotiations, Merctsuack of integration concerning this

specific issue may be considered as quite irreleivam the EU perspective.

This criterion should be applied by EU negotiatiacsording to the evolution of the
negotiations.

4.2.2.c Priorities concerning specific issues rethto MERCOSUR's integration

in the area of services and investment

The screening of MERCOSUR legislation proves thétgration has not touched
the areas of services and investment yet. IndedeRGOSUR legislation in these two
areas has not entered into force. Moreover, wern® ienter into force, there may be

contradictions between the protocol on servicedetiand that on intra-regional investment.

Two lessons can be drawn from the current stataffafirs: a) services and
investment remain two areas much more difficulintieade in goods to be tackled by
MERCOSUR integration and, in general, by any regioimtegration process; b) the
objective of reaching horizontal, far-reaching sulen these areas is doomed to fail.
Consequently, it looks a more promising approacketect specific issues for negotiation

and insert them in an overall strategy. This strat@ust focus on two sets of questions: a)
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the general approach to be followed in the areseofices and investment; b) the sector
priorities concerning intra-MERCOSUR as well as FIBRCOSUR relations.

Two conflicting approaches exist concerning theetithzation of services and
investment: that of NAFTA and that of GATS. In thNAFTA approach provisions on
services apply exclusively to cross-border exchan@ieansport or telecommunication
services between country A and country B, for edanpnvestment in service sectors, by
contrast, is dealt with in the chapter governingestment issues jointly with investment
rules applied to any other economic sector. In G%TS approach, investment in the
services sector is dealt with as "commercial preseof foreign services providers (one of

the four "modes of supply" of services).

The NAFTA approach is more coherent than GATS bsedluseparates two issues
(trade and investment) that, although intertwinae distinct from a legal, political and
economic point of view. NAFTA and GATS also diffen the strategy for liberalization in
the field of investment. NAFTA favors a “negativést approach according to which
liberalization rules apply universally except foreasures included as exceptions; while
GATS follows a "positive list" approach according Wwhich liberalization rules apply

exclusively to the sectors and issues listed ichaedule of commitments.
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However, §ter the failure of the OECD Multilateral Agreement Investments, that -
followed the NAFTA approach, the EU has been ingsiregly prone to uphold the GATS
approach. In effect, the EU has done so in thentceigned agreement with Chile as well

as in the WTO context, where the EU seems reludtatatke investment (i.e. "commercial
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covering all sectors of the economy. The EU apgraacthis issue seems to be coincident
with that of Brazil, at least in the undergoing FA Aegotiations. Indeed, how to deal with
investment in the services sectors is one of thie oraesolved "architectural” issues in the
FTAA context, with the US pushing for a NAFTA appoh while Brazil favors that of
GATS.
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Consequently, concerning the general approaclerdces and investment the
criterion related to the contribution to global ltecture clearly prevails. As a result,
the EU should favor the GATS approach in MERCOSU®Rgration. This means the
ratification of the Montevideo Protocol on serviceghile leaving aside the Colonia
Protocol on investments (that follows the NAFTA egach and overlaps with the

Montevideo Protocol).

The discussion of sector priorities in EU's sggtéowards MERCOSUR goes
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However, there is no doubt that it is in the Elemest to help MERCOSUR to focus in
the area of sector regulation in areas such asdiabservices or telecommunications.
Focusing on internal and international regulatiorsfead of pursuing solely a GATS
approach centered on liberalizing market accessnaakdng commitments on national
treatment may be more productive, as the EU expegielearly shows that a GATS
approach may be insufficient to achieve regionegration if internal regulation is not

at least partially harmonized.
4.22.d Priorities in MERCOSUR's institutional strengthegin ‘

The specificity of this topic advises to discusasa separate section. |

4.3.- Strengthening MERCOSUR: specific recommendats

Very often, in particular from a European perspexstithe strengthening of regional
integration is identified with the creation of regal institutions that mirror those of the
European Community. This approach is inappropr{ategeneral and in particular as it

applies to MERCOSUR) due to four main reasons:

169



o it fails to take into account the diversity of méxlef regional integration;

0 it is contradicted by the considerable successAFTA, an agreement that
deepened integration in North America with a lighgional institutional
structure;

0 itis not very useful when applied to MERCOSUR hemait is most likely
that its institutional structure's main charactargswill not be modified in
the foreseeable future;

o finally, it does not take sufficiently into accouie fact that the success of
European integration depends not solely on itdtiriginal design but on the
strength of its legal system. This, in turn, hagrbelependent on the
voluntary compliance of Member States (includindumtary compliance to
the rulings of the European Court of Justice). Malsintary compliance is a
result of a general attitude of respect for the mfl law that prevails in all

member states.

Therefore, the strengthening of MERCOSUR shouledesside the creation of new

institutions and concentrate on three main issuasely:

a) how to strengthen MERCOSUR law;

b) how to strengthen MERCOSUR'’s institutionatusture without
altering its essential characteristics; and

c) how to strengthen the internal commitmentetgional integration in

each individual member state.

These three issues have to be analyzed againbatiground of a redefinition of
MERCOSUR’s agenda (something that we have alre@bussed from a EU perspective
in the previous sub-section). Concerning the firsi issues, it is convenient to distinguish
what could be done without modifying MERCOSUR Tiestand what would require only
minor changes, fully compatible with the presematiof the main characteristics of

existing institutions.
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4.3.a Strengthening MERCOSUR law

- {Supprimé ritwas

As mentioned before, the strength of regional irddgn law depends, first and foremosgt,

P {Supprimé : of

on Member States’ internal attitudes with resgedte rule of law (by public institutiong. -
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the major factor explaining MERCOSUR legal weaknésgusing on MERCOSUR's law

itself, the following recommendations can be made:

Without any Treaty modification

1.- The relation between primary and secondarydasuld be clarified.

Primary law gives a process of regional integratgmiid foundations and continuity.
Secondary legislation provides it with flexibilignd capacity of adaptation. The successes
of EU integration depend heavily on a historicaligequate "mix" of primary and
secondary law. NAFTA, in contrast, relies only aimpary law. This can eventually make
the agreement too rigid: but primary law has besefally drafted keeping in mind what it
was (primary law enshrined in an international Tyesubject to cumbersome legal -and

political- procedures for approval).

MERCOSUR was conceived on the basis of very Ifgbtstitutional" foundations
in terms of primary law (a "framework” Treaty) aihdvas supposed to develop through the
production of secondary legislation. However, thecpss has not worked that way. The
main pieces of what is presented as secondarydégis are, in actual fact, additions to the
Asuncién Treaty. If all these additions were ratifiby all Member States, the Asuncion

Treaty would become the longest Treaty in histarg MERCOSUR would become the

g {Supprimé 1re

political and practical reasons:
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o First, it confounds on the nature of the procedse Tssue is not only
terminological: many speak of "internalizing secandlegislation” when in
the most relevant cases the issue is that of ymtjf international
agreements that constitute additions to the Asunti@aty", something that
is completely different from the legal and the pcéil points of view.

o Secondly, it will be problematic in the future. TE®J experience proves
unequivocally that secondary legislation needs inantis change and
adaptation. To have the content of its provisioranstitutionalised” in the

founding Treaty makes little sense.
Therefore, if the only possible destiny of manyvsimns included in pieces of
supposedly "secondary legislation" is that of belogniconstitutionalized" in the Asuncién

Treaty, it may be better to forget about them ang the ratification process.

2.- In so far as MERCOSUR secondary legislationdae@ternalization/ratification by

Member States, "fast track” procedures should trednced to make the process swift.

It is well known that "fast track" procedures assh used by US Congress are compatible
with the preservation of parliamentary powers ofification of international treatiés
They are, essentially, procedural rules adoptedPastiament defining how to exercise
those powers. Their main goal is twofold: a) to @dinal parliamentary decision within a
pre-established deadline; and b) to guarantee glesitecision on the agreement (or the
package of agreements) submitted by the executieienting the disaggregation of the

whole in separate pieces of legislation.

Consequently, "fast track" procedures increasdrttegnational credibility of the
Executive negotiators. This, in turn, increases thedibility and effectiveness of the
international agreements to which they apply. Thasethe reasons why in the Americas
(North, Central and South), the existence of "festk" procedures is considered a sort of

precondition for the credibility of the U.S. asarfmer in international trade negotiations.

| %9 For a comprehensive analysis of the legal andipaliaspects of "fast track”, see Jacksoeo(), - [ Supprimé: ...
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Rather paradoxically, MERCOSUR Member States hatdaen able to put into
place "fast track" procedures among themselves. rékalt is well known: after being
adopted by MERCOSUR organs, norms enter into a giriimbo” where they can remain
indefinitely awaiting the completion of the intelization process. This weakens up to the
point of nullification the credibility of MERCOSURw (in particular when combined with
the effects of art. 40 of the Ouro Preto protodidcussed below). The establishment of
"fast track" procedures for the internalizationfreation of MERCOSUR legislation is
such an easy way to strengthen MERCOSUR that ihsde constitute, as for the US, a
kind of a necessary precondition for MERCOSUR fgaie its credibility as a negotiating

partner.
With minor modification of the Treaties

3.- To revoke Article 40 of the Ouro Preto Protocol

The official explanation for Article 40 of the OuRreto Protocol is that it was needed in
order to guarantee the simultaneous applicatiaMBRCOSUR legislation in all Member
States. This simultaneous applicability would bedeal to prevent that a Member State is
"trapped" in applying "onerous” MERCOSUR legislatito its own residents while not

receiving "reciprocity” on the part of the rest.

This official explanation does not hold. Indeedpidler to achieve the proclaimed
goal, Article 40 is redundant. It may be enoughadmpt a technique sometimes used by
Argentina when internalizing MERCOSUR legislatiaramely: to postpone the internal
measure's entry into force until all Member Statese finalized their internalization
process and notified it to MERCOSUR's Administrat&ecretariat (SAM).

In reality, the practical effectseffet utile- of article 40 seem to have been the

following:
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0 to give a "second chance blocking power" to indrgidMember States on
MERCOSUR legal acts (in addition to the "first charblocking power"
offered by the consensus rule to adopt decisiond BRCOSUR organs).

o to inhibit the evolution of the nature of MERCOSU®&yislation in the
direction of European Community directives. Sucloletion would have
been compatible with the Asuncién Treaty and cdiet with the drafting
of some legal acts prior to the Ouro Preto prot¢aalrafting that pointed to
the entry into force of those acts as "law for 8tates" independently of

whether they were "“internalized" or not).

o to make life easier for politicians and civil semt& in charge of
MERCOSUR affairs within each national administrafiovho were given
the guarantee that the decisions of MERCOSUR or@afnshich they were
members) were powerless since what really mattevess their

internalization (or lack of it).
At the end of the day, Art. 40 of the Ouro Pretotpcol served to further imbalance

the legal system of MERCOSUR, increasing the weighiational legislation at the
expense of MERCOSUR law.

4.- The "constitutional impediment" for some MERQJFKS Member States to accept that

decisions of MERCOSUR organs would create new sighhd obligations without

requiring a national ratification or internalizatiprocedure is unfounded

All MERCOSUR Member States are also WTO member®rdfore, it must be
assumed that there is no legal/constitutional impedt that prevents them to accept WTO
law and obligations. WTO provides for a mechanigrproduction of international law that

works without requiring (even without allowing faahy national procedure of ratification
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or internalization. This is the case, in particutart not only, when waivers have to be
adopted or when new members have to be admittdabtincases, the decision is made by
a WTO organ. Moreover, these organs act on thes lmdishajority vote (even if consensus

is, in principle, looked for).

There seems to be no reason (apart from lack d@figadlwill) why what is valid

- {Supprimé tis

MERCOSUR founding treaties should assess the inttimh of WTO-type mechanisms
within MERCOSUR legal and institutional structur®f course, such an introduction
should only apply to transitory departures from omon rules (mirroring the logic of WTO
waivers). The two rather unquestionable casesper@rent these new procedures could be
those of safeguard measures on intra-zone tradewatilimping measures on extra-zone
trade. Both could be authorized or adopted by MERBOR organs without requiring an

internalization procedure.

5.- In exceptional circumstances one Member Statg depart from common rules subject
to a MERCOSUR procedure even if the decision maiyrimeediately applicable.

MERCOSUR history is full of episodes by which a M®n State departed from
common rules by means of a unilateral decisiorr latevalidated by MERCOSUR organs.
If this has been, and is, the case, it seems meitarkio provide a legal framework for that
event, instead of allowing it to develop as a d&tdgractice and in open violation of
MERCOSUR law (further weakening it).

The basis for such a legal framework could be plediby a distinction between
two situations: that of adopting a common regime #rat of authorizing departures from
it. In the first case the requirement of consemaust be maintained (at least in the short
and medium term it cannot be envisaged that MERCR®®MWI introduce new obligations
by majority voting). In the second case, by cortfragchanisms not requiring consensus
could be used since the issue would not be thattafducing new obligations but that of

authorizing a Member State to depart from its ailans.
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Therefore, in exceptional circumstances (more ss kgidly or loosely defined),
one Member State should be able to depart fronmoamrules (introducing, for example,
safeguard measures on intra-zone trade or modiffhegexternal regime), subject to a
MERCOSUR procedure (such as very short notice aibtigation in MERCOSUR Official
Journal -BOM), even if the measure would be immtedijaapplicable. After notification
the measure would be examined by MERCOSUR orgame.alternative procedures could
then be considered as an outcome of the examinptmess: a) explicit authorization by
consensus or majority voting by the other partigs;repeal of the measure, also by
consensus or majority voting by the other partidse decision should, in any case, be

published in the BOM and would have immediate efédter its publication.

Two precedents from the European Community couldobenterest for the
detailed discussion of this mechanism: a) concertiie point of substance, the study of
cases in which unilateral action by Member Statesrfally subject to ex post Community
examination) has been allowed by the Treaties rtiqular in the "transitory period"
leading to the Customs Union); b) concerning théntpof procedure, the so-called
"comitology" procedures, which offer a good repee®f alternative procedures applicable
in the framework of such a mechanism. In any césseems beyond doubt that any
mechanism of that kind would be an improvement dkerpresent combination of formal

rigidity and substantive lack of respect for commoles.

6.- On dispute settlement, the Olivos Protocol istep forward in the right direction. It

seems advisable to let it be applied and learn fegperience instead of envisaging a new

modification of it.

4.3.b Strengthening MERCOSUR institutions
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Without any Treaty modification

7.- Increase the number of meetings of its mairtipal body: the Consejo del Mercado

Comun (CMCQ).

_ - Supprimé : It seems
unconceivable a

normally not more than twice per semesteems inconceivahléit this stage it seem

A process of "deep integration” ruled by a body tmaets only from time to time an,t/

obvious that a process so complex and demandirigaa®f MERCOSUR requires more
than a few hours per year of political discussionl #egislative work at the ministerial
level. In this respect, the argument of Ministengérloaded agenda is unacceptable. Here
again, the EU experience (with Ministers' agendas lass overloaded than those of
MERCOSUR's Member States Ministers) indicates that Council (at the ministerial
level) holds around 80 meetings per year. Manyhesé meetings may be useless, but
many of them are substantive and necessary. Allljrmost specialists in the workings of
the EU Council would agree that between a day addyaand a half per week would be a
reasonable amount of time for the EU Council toecdhe complete agenda of its different

meetings.

CMC should meet, at the very least, once per montirder to provide adequate
political guidance to MERCOSUR and to have enougie to deepen the debate and find
adequate solutions on legislative issues. Thateas® in the number of CMC meetings
would definitely strengthen the internal structafeMERCOSUR's institutional system,
excessively torn away by Heads of State "presidemdiplomacy” on one side and the
bureaucratic approach of technical working groupd high officials committees on the

other.

8.- Improve the organization of CMC meetings.

If the CMC were to meet more often, its agenda adad organized on the basis of the
model of the Council of the European Union, thatidguishes between "A points” (to be
approved, in principle, without any debate) and pPBints" (to be discussed). The

corresponding articles of the rules of procedurehef Council of the EU could also be
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adapted, in particular on approval of the agenadhanthe possibility of transforming an

"A point" into a "B point".

The division of the CMC's agenda into these twotgavould also help to
introduce recommendation number 11, to be discussddw. But such a division is
justifiable in itself because it combines democrdggitimacy (in so far as a body
composed by Ministers of democratically electedegomnents have the final word on all
points -"A" and "B"- even if some of them are admptvithout discussion -"the A points"-)
with efficiency (allowing the debate to concentrateunsolved issues- those introduced as

"B points"-).

9.- MERCOSUR's Administrative Secretariat (SAM) gldodefinitely be strengthened.

The current reforms (transforming the Secretandb ia "Technical® one rather than
keeping it as simply "Administrative™) may have theerit of breaking the taboo of the
"only Administrative" Secretariat, but it is cleaihsufficient. The increase in the number
of personnel employed in the Secretariat will bk (of, at best, very small). In these

conditions, it will very difficult to imagine thats role will be enhanced.

At the very least, it is necessary to create withim SAM a proper legal division
(with a head and, at least, two additional lawyersgjowed with sufficient independence to,
at least, improve the quality of MERCOSUR legigiati Apart from carrying the work
commissioned by MERCOSUR bodies, the head of thal ldivision should be given the

right to give confidential oral and written opingto them on his/her own initiative.

10.- The structure of working groups dependent ftoenGMC and the Trade Commission

should be streamlined.

The present structure looks overcrowded, with t@nyngroups that maybe do not meet

sufficiently enough to justify their existence ootcostly if all the groups meet relatively
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often. The streamlining of the structure of workigigpups could also contribute to better
focus MERCOSUR on a limited number of prioritieadéed, proliferation of working
groups may give the activities of MERCOSUR theiegent disorderly character, in so far
as their content and orientation depend mainly hen “productivity” of the more active

technical groups (which are not necessarily thosgharge of the priority issues).
The fact that presently some aspects of this wgrigoup structure are enshrined
in primary law is not an obstacle for streamlinihg.order to do it, it is enough to take a

political decision concerning the increase or réidncin the number and periodicity of

meetings.

With minor modifications of the Treaties

11.- Concentrate decision-taking power in the CMC.

The present MERCOSUR's institutional structure émtered on bodies composed by
representatives of Member States' governments atibridl Administrations. This is a
characteristic not to be modified, at least in shert and medium run. But it is doubtful
whether the present three level structure with édh each level which are conceptually
the same (representatives of Member States Govetsraad Administrations) and do, in
practice, the same (to enact legislation) is resdlgquate. Had the integration process been
a success, progressively gaining scope and strefigghadequacy of the institutional
structure would have been proven by the facts.sBwte this is not the case the question of

that adequacy remains open.

It may be useful to dispel one major misunderstagdnamely, the idea that this
three level structure somehow resembles that ofonencil of the European Union, with
the GMC playing the role of COREPER, i.e. coordimgtthe activity of the working

groups and creating an interface between the fpallitand the "technical" level. This
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analogy is incorrect because the GMC has the paeeadopt legislation whereas
COREPER has not. The latter's role is strictly prafry of Council's decisions because,

in principle, it is only the Council (at ministekiavel) that has the power to adopt them.

The concentration of the decision-taking power atisterial level has, at least,

two advantages:

o first, it gives greater legitimacy to decisions ¢aese they are adopted by a
body composed of Ministers from democratically &ddcgovernments),
both in relation to citizens and private operatasswell as in relation to
Member States' administrations in charge of imgletimg them;

0 second, it stimulates the involvement of MembeneSgovernments (and
Ministers) in the integration process by making ntheesponsible (and

accountable) for athe decisions taken within its framework.

These two advantages would not be counterbalangediypdisadvantage in terms
of efficiency, because no significant delay occinrshe adoption/ implementation of the
decision as compared to the current delays expmxieby internalization procedures.
Furthermore, any delay in the adoption of a denisiay be shortened by more frequent
CMC meetings (see recommendation 7 above). If sacgsand as a last resort mechanism
to adopt urgent decisions, a written adoption pilace could be established, allowing for a

decision to be taken in a matter of hours.

The attribution of decision-taking powers to the ChNh exclusivity would not

- {Supprimé : without work r
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continue to give shape to the decision and the GMIDId continue to coordinate the
working groups structure and to solve, prior toatebin the CMC, issues that cannot be

settled at the technical level.

12.- Streamline national representation at top MBERBOR decision-taking bodies.
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There is presently a contradiction in the compaositf MERCOSUR governing bodies. On
the one side, Member States representation ibatid to a plurality of individuals. On the
other, it is not made clear that all these indigidurepresenting Member States are,
constitutionally, the same thing (a minister fronMamber State government) and fulfill

the same role (to represent and to commit the wipalernment).

Member states plural representation in MERCOSURIdsodvas originally an
attempt to directly involve officials from the eammic area in order to prevent the
emergence of an isolated “integration constituencyfistituted by diplomats with little
effective input in domestic policy-making. Howevar, practice, plural representation in
MERCOSUR bodies has served to magnify the faildfrtMember States governments to
internally achieve a unified position on issuested to MERCOSUR integration (or, at
least, to arbitrate quarrels of protagonism antbjesaes between different Ministers). Such
inability also exists in EU Member State governrsemtowever, the problem lies in the
fact that MERCOSUR present institutional rules adg@and protect) this inability without
creating any pressure to overcome it. In contrgst, rules on the composition of the
Council challenge that inability by attributing Mber States governments’ representation
in the Council to a single person endowed withgheer and the responsibility to commit

the whole administration.

The EU experience tends to confirm, in the contextegional integration, the
common sense negotiating principle that the attidnuof a single role (the representation
of a Member State government in our case) to afityrof individuals tends to reduce the
ability of the representation to arrive to comprses and trade-offs among issues under

discussion. The reason is quite straightforwardinaividual that is part of a collective

P { Supprimé : a secto

representation thinks and acts as a governmenle ahiof them act asectoria 7mipj§tfe§J‘/ g [ Supprime
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whose views on the issue under discussion maygibrigell not coincide. h { Supprimé : 2
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In the European context, the idea of attributing tlepresentation of Member
States government within the Council to a vice-griminister (or vice-president) for EU

affairs, directly linked to the Prime Minister (tme President), has been repeatedly put
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forward as a means to bring coherence as well Biicpbimpulse to the activities of the
Council, "upgrading" it from the approaches anddagf individual sector Ministries. This
idea, never implemented in the European contexaulse of intra-bureaucratic jealousies,
could be usefully taken over in the context of MERRIJR. The appointment of such a
vice-president or minister for MERCOSUR affairs edifly linked to the President is
perfectly compatible with the presence in eachghgien of sector ministers. It could be
conceived of as an instrument for keeping the adgs of “presidential diplomacy” (in
the sense of guaranteeing high level political éegklip as well as ability to establish trade
offs among sector interests) without its inconvenes (excessive involvement of the
Presidents in the day-to-day affairs at the riskegkiving too much share of the blame for

failures and shortcomings).

It is also not advisable that an internationaltir§auch as the Treaty of Asuncién)
establishes how the representation of each Memta¢e 1 MERCOSUR bodies must be
made. Such provisions only create rigidities anrfere with internal Member States

decisions.

4.3.c Strengthening member states” commitment RGESUR

MERCOSUR has gradually lost momentum and prioritihiw each Member State. The

first reason concerns substance: MERCOSUR integrateems too far from the real
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their solution). But there is also a second readdBRCOSUR integration has largely

remained a process conducted by politicians andauarats without any deep involvement
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minimized.

13.- Member States Parliaments' involvement impttoeess must be enhanced.

There are basically two main reasons for doinghamely:

0 to increase the demaocratic legitimacy of the prscaest only because of the
involvement of the Parliaments but also becaussmitld somehow create a

bridge between the regional process and individitizens.

o0 to increase efficiency: MERCOSUR law will alwaysquire internal
measures to be adequately implemented and apptieditizens and
economic operators (even if the need for interadithn procedures
disappeared for the entry into force of MERCOSUgdation as "law for
the States"). In some cases, these internal measilfeonsist of legislation
enacted by Parliaments. Parliamentary involvemapstteam”, during the
process of decision-making, may result in a smaotRarliaments
participation "downstream”, when MERCOSUR decisidmsve to be

implemented.

The United States experience with "fast track" pthaes shows, contrary to what
is often believed, that they are not only compatiklith Parliament's involvement in
international affairs but also capable of promotihgin effect, "fast track" legislation
contains policy guidelines on the issues to whithapplies and it also establishes
procedures for consultation with Parliamentary bsedand committees. If applied to a
process like MERCOSUR, which produces a ratherdgteflow of legislation to be
internalized or implemented, "fast track" proceduneuld allow for a periodical scrutiny
by Parliaments of MERCOSUR activities. This pergadiscrutiny would stimulate public
debate on the issues. From the public opinion'stpafi view, this pattern of information

and discussion would compare favorably to the prtesae, too much centered on press
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of information prior to them.

14.- Broaden positive experiences of civil socigdyticipation, such as that of COMISEC.

COMISEC is a Commission created by the Uruguayavegonent and linked to the
Presidency (through the Oficina de Planeamientcegupuesto, a unit ranked as a Ministry
and linked directly to the Presidency). It is ckdiby a high official (the Director General
for Trade).

It is composed of delegates from the followingioval institutions: National
Budget and Planning Agency, Uruguayan Chamber dtidtries, National Chamber of
Commerce and services, Mercantile Chamber, Natidfaker’'s Union, Rural Association
of Uruguay, Rural Federation of Uruguay, Federakgdarian Cooperatives, state-owned
enterprises, and local governments. Among its MERUOR associates, Uruguay is the

only country that has established this institutidreenework.

The Sectorial Commission is COMISEC’s supreme badyg meets periodically
under the chairmanship of the Director. COMISEC®eaalized work units are the
following: a) Documentation and Information Centey;Consulting Unit; c) MERCOSUR
Information System (SIM), a national network lingil0 MERCOSUR information
Centers throughout the country; d) Social AffairsdaYouth Group; e) Universities
network (ARCAM Group); f) Monitoring MERCOSUR; g)f3ervatoire of MERCOSUR.

Even with very modest means in terms of personmel laudget, COMISEC's
activity has proved very useful in providing infation and facilitating exchange and
interaction around issues concerning Uruguay  sgigation in MERCOSUR. Initiatives of
this kind could make a positive contribution in tbdher member states. Moreover, the
existence in the four Member States of like-mindtestitutions would produce synergies

and enhance their aggregate influence.
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ANNEX 1.1

DIRECTORY OF MERCOSUR'S LAW
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Legislation already entered into force is showiblaxck bold letter; legislation not entered
into force is shown in red (see the appendix te #rinex for an update on the basis of

additional information provided in B.O.M. n. 20)

A) CONSTRUCTION OF THE CUSTOMS UNION AND THE INTERNAL
MARKET

A.0.- Tariff classification

- Tariff classification (approved jointly with the Common External Tariff)
D 22/94+ Dir. 7/95+R 19/95 + R 65/01(definitive version)
- Internal procedures for the settlement of problemsf classification
R 81/93+D 26/94
- Specific classification decisions
Dir. 6/95, 16/95 17/95
1/96, 3/96, 9/96, 13/96
1/97, 3/97, 6/97,13/97, 14/97, 16/97, 18/97
5/98,10/98, 12/98
3/99, 4/99, 5/99, 7/99, 8/99, 9/99, 10/99, 16/99
2/00, 7/00, 8/00, 9/00
3/01, 5/01, 3/02

A.l.- Intra-zone trade regime

- Tariff elimination and “adaptation regime”

General rules
Annex | Asuncion Treaty + D 22/00
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“ adaptation regime”
D 5/94+ R 48/94+ D 24/94+ D 9/01

Rules of Origin

General rules

Annex Il Asuncion Treaty + D 6/94 (modified byD 4/02 + D 23/94
(modified byD 16/97) + D 7/94+ D 21/98+ D 3/00(which modifiesD
6/94andD 16/97)

Specific Lists of products
D 5/96+ Dir. 8/97 (which replace® 5/96and is modified by 41/00

Entities empowered to deliver certificates, Procedagime and sanctions
D 2/91

Control of certificates and Administrative rules fbe implementation of

the Origin regime

Dir. 4/00 (which replace®ir. 12/96, which also had been modified by
Dir. 12/97, Dir. 20/97, Dir. 11/98 Dir. 15/99

Non-tariff trade restrictions (measures applicableto foreign trade)

General program of elimination
D 3/94+ D 17/97+ R 123/94(modified byR 17/95

Export incentives and subsidies; Temporary admisaia draw back

R 7/91+ D 10/94+ D 21/98 (epealed by 69/00
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- Travelers tax exemptions
D 18/94

- Sectoral agreements
Iron and steel product® 13/92

Sugar D 19/94 + D 7/94
Motor vehiclesD 29/94+ D 70/00+ D 4/01

- Trade protection and competition

Exchanges of information and consultations in tmeplémentation of national

legislation to intra-zone trade
R 63/93 extended byR 129/94 that explicitly authorizes the application of inagl
legislation +Dir. 5/95, D 64/00

Competition; general criteria
D 21/94

Competition /Fortaleza Protocol)
D 18/96 + D 2/9% D 13/02 + D 14/02

- Specific regimes

Rental carsR 76/93(replaced byr 35/09)

Private cars for tourisnR 131/94(replaced byr 35/09

Promotional materialdk 115/94repealed byr 121/96

Specific customs treatment partly transported lay@eiver(Cono Sur)Dir. 4/97
Psychotropic substancd® 49/97repealed by 27/98

Postal service®R 117/94+ R 29/98+ R 21/99+ R 22/99
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Borderline transitD 18/99+ D 14/00
Perishable product®ir. 20/95
Goods for cultural project® 122/96

- Specific territorial regime
- Specific _exception for Brazil and Urugua¥Colonia and Manaus "zonas
francas"):D 9/01

A.2.- Extra-zone trade regime

- Common External Tariff and modifications

General regime
D 7/94+ D 22/94+ Dir. 7/95 (“ratified” by R 19/95 + R 36/95+ R 65/01(definitive

version)

Across the board modification
D 15/97+ D 67/00 +D 6/01

Specific modifications

R 1/95 30/95 35/95

60/96 62/96 70/96 72/96 73/96 119/96 120/96

7197, 10/97, 11/97, 24/97, 40/97, 44/97, 45/97, 63/97, 82/97

1/98, 2/983/98, 12/98, 13/9835/98, 36/98, 39/98, 41/98

18/99 19/99 20/99 40/99, 41/99 64/99 65/99 76/99 4/00, 14/0G 46/0G 47/00,
58/00, 59/00, 63/00, 64/00, 65/00

3/01, 7/01, 11/01, 12/Q25/01, 29/01, 30/01, 32/01, 45/01, 46/01, 48/01, 17/02036

Temporary exceptions for specific Member States
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General rulesR 22/95+ R 37/95+ R 19/96+ 69/96 (extended by 33/98 + 69/00

General exception for Argentin@.1/01

Specific exceptions

R 33/95 37/95 40/95 70/96 64/01

Dir. 4/96, 7/96, 11/96, 18/9¢modified by2/97 + 11/9Y, 19/96
5/97,10/97, 15/9719/97

3/98 4/98 6/98, 7/98, 8/989/98, 16/98

1/99, 2/99, 6/99, 11/9912/99, 13/99extended by/00), 14/99
1/00, 3/00, 11/00, 12/00, 13/00,4/00

1/01, 10/01, 11/01, 12/01

1/02, 2/026/02

- GSP (Generalized system of preferences)

Accession to GSP/UNCTAD agreemebt51/00,
Second round of negotiations of the GSP/UNCTAD arent D 52/00

- Customs code and other customs legislation

Customs codeD 25/94
Customs dispatchingD 16/94
Customs valuatiarD 17/94+ Dir. 4/95

Integral control/ customs station of rail borderuguayan-Dir. 4/02.

- Safeguards
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D 17/96 (+ 4/97, Spanish version plus error correction)D+ 19/98 (extension of

transitory provisions)

Trade protection

Complaints and consultations on extra-zone dumpgaits by another Member State
D 3/92

Antidumping regulationD 11/97(repeald 7/93concerning antidumping)

Countervailing dutiesD 29/00(repealsD 7/93concerning countervailing duties)

A.3.- Other aspects of the internal market

Services

In general

Montevideo ProtocolD 13/97(Spanish) an® 12/98(Portuguese)

Sectoral Annexes and lists of commitmerits9/98 (initial), D 1/00 (first round),D

56/00 (second round)P 10/01 (third round),D 11/01 (general commitments for the

future)

Specific sectors

InsuranceD 8/99+ D 9/99(harmonization in order to liberalize establishthen

Transport
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- Hazardous merchandises (rules on substabc2/94 + D 14/94 sanctionsD
8/97, uniform control procedur® 6/98+ R 2/99 specific control proceduref
10/0Q specific control procedures for rail transport))

- Multimodal transportD 15/94

- Document TIF/DTA (application Cono Sur agreemeris$/92

- “Green card” (application Cono Sur agreemer&sB7/92+ R 120/94+ R 63
/99

- Access to the profession (in the framework of ALAdgreement)R 58/94

- Insurance multimodal transpoR:62/97

- Vehicle technical inspection (application Cono 8greements)R 75/97

- Vehicle technical rules Cat. M3 for motor vehickspengers transpoR:19/02

- Vehicle technical rules Cat. M2 for motor vehickspengers transpoR:20/02

Transport/traffic securityR 8/92

TelecommunicationsR 42/93+ R 43/93 + R 25/94 R 6/95+ R 146/96+ R 64/97
(repealed by 60/0) + R 65/97(repealed byL9/0]) + R 66/97+ R 68/97+ R 69/97 +
R 70/97+ R 71/97 + R 30/98 R 43/98 + R 23/99 R 24/99 + R 44/99 + R 45/99R

31/01 + R 5/02 + R 6/02 + 18/02

Capital markets

General criteria for regulation:
D 8/93+ D 13/94

Basel norms on minimal requirements of capital
D 10/93(only one article)

Principles for Banking Supervision
D 12/94(only one article)
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Criteria for debt classification and risk splitting

R 1/96(only two articles)

Basel norms for transparency in financial systems
R 53/00 + R 20/0%only one article)

- Free movement of capitals

Elimination of limits for tourism purposes
R 43/92

Liberalization short term credit bonds ("descuete#@fectos™)
R 52/92+ R 58/98

- Intra-zone Investments

General rules with annex of exceptiofs11/93

- Extra-zone investments

General rulesD 11/94

- Movement of workers: D 19/97

A.4.- Taxation

- Indirect taxation: Nothing

- Direct taxation: Nothing
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A.5.- Standards for goods and goods production

- In general: R 38/98(national treatment)  58/00(OTC agreement of WTO)

- Measurements and metrologyD 4/92 +R 53/92(repealed b¥%1/99 + R 57/92+ R
13/93+ R 15/93+ R 91/94+ R 13/95+ R 93/94+ R 94/94+ R 26/97 + R 27/97 + R
51/97+ R 26/99 R 58/99+ R 17/00+ R 15/01+ R 8/02 + R 9/02

- Phytosanitary: R 44/92+ R 61/92+ R 62/92(repealed by 14/95 + D 6/93(repealed
by D 6/96) + R 30/93+ R 33/93repealed byr 49/9§ + R 34/93+ R 55/93+ R
56/93+ R 23/94+ R 59/94 (modified byR 2/00andR 32/0Q repealed by 54/01and
55/0)) + R 75/99+ R 61/94+ R70/94+ R 73/94 + R 74/94+ R 118/94+ R 2/96
(repealed by 34/09 + R 43/96(repealed by 2/00 +R 44/96(repealed by 1/00 +
R 60/97(modified byR 69/98 R 53/01andR 29/0Q + D 17/97 (veterinary) +R 28/98
+ R 47/96 + R 48/96(interpreted byR 149/9¢ + R 87/96+ R 156/96+ R 71/98+ R
11/96+ R 88/96 + from R 89/96 to R 95/9696/96 + 97/96 + 98/96 + 99/96 + 100/96
+101/96 + 102/96 + 103/96 + 104/96 + 105/96 + 966/ 107/96 + 108/96 + 109/96 +
110/96 + 111/96 + 112/96 ¥13/96+ from R 60/98 to R 68/98 + R 67/99 a 70/OR
30/00 + R 31/00+ Res.:3/97, 4/97, 19/97, 20/97, 21/97, 17/98, 45/98, 86/M)/98,
71/99, 72/99, 74/998/0Q 11/02.

- Animal health: Res.: 11/9329/93 44/93 66/93 (repealed)67/93 (repealed by.7/99,
53/94, 57/94 64/94, 65/94, 66/94 (repealed by51/01), 67/94, 68/94, 69/9475/94

(repealed by54/00, 3/96 (repealed by52/01), 4/96 5/96, 6/96,7/96, 8/96,9/96
(repealed byp0/96), 10/96 16/96 39/96 40/96,46/96, 76/9677/96 73/99, 7/00

- Food and food packaging:

- Food and packed foodRes.:10/91 (repealed byl7/92 and36/93) 3/92, 18/92, 30/92
(modified by 32/97), 31/92 36/92 55/92 56/92, 14/93 16/93, 17/93(modified by
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73/93), 18/93, 19/98modified by38/01and37/07), 27/93, 46/93, 47/93, 49/93, 59/93,
83/93, 84/93, 85/9386/93 (modified by 14/97), 87/93 (modified by 34/97 and
actualized by52/97, 11/99,13/99 29/99y 52/00), 6/94, 18/94,21/94, 55/94, 95/94
(modified by36/97) 101/94, 102/94modified by35/96), 104/94 105/94, 106/945/95,
10/95, 11/95, 12/95, 28/9680/96,86/96,140/96, 141/96, 144/96, 15/97, 50/83/97,
54/97, 55/97, 56/9772/97, 73/97, 74/97, 15/98 (repealed by77/00), 16/98 52/98,
53/98, 54/98, 55/98, 56/98/99, 10/99, 12/9and14/99 (all repealed b¥0/01); 25/99,
27/99, 28/99, 30/99, 31/99, 32/AEB/94 (modified by35/97 and20/00), 52/99, 55/99,
16/00, 51/00, 67/00, 68/004/01, 57/01, 21/02, 25/02.

Lactic Products: Res31/93(repealed by4/96, 69/93,72/93

Wine and alcoholic beverage:45/96(modified byR 12/02) + R 20/94+ R 77/94 + R
143/96+ R 7/02

Packaging:

Identity and quality

R 70/93(butter)

R 72/93(lactic fat)

R 74/93+ 100/94(onion)

R 71/93(milk cream)

R 15/94 repealed b¥6/99 repealed by$9/99(honey).
R 16/94 (alimentary caseinates).

R 40/94(fresh fish)

R 41/94(repealed b®8/94) —garlic-.
R 43/94(caseine)

R 63/94(anhydrate milk fat)

R 78/94+ 135/96+ 76/94(milk UAT).
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R 79/94 29/96, 30/96, 31/96, 32/96, 34/96, 42/96, 81/38/96, 83/96 78/96, 1/97
(cheeses)

R 80/94(fluid milk)

R 99/94(tomato)

R 14/96(cheese Uh7)

R 85/96(strawberry)

R 117/96(apple)

R 118/96(pear)

R 136/96(dust cheese)

R 137/96(milk jam "dulce de leche™)

R 142/96(paprika)

R 145/96+ 44/98( "Minas" frescal cheese )

R 5/97(rice)

R 47/97 (fermented milk)

R 48/97(blue cheese)

R 82/93 R 138/96andR 31/93 repealed bR 84/96(powder milk)

Motor Vehicles: Res. 9/91, 6/9repealed by48/98, 65/92, 26/93, 26/9427/94,

28/94, 29/94 (repealed by49/98, 30/94, 31/94, 32/94, 33/984/94, 35/94, 36/94,
37/94(repealed by7/01), 38/94 from R 82/94to 89/94(from 84/94 to 86/94repealed
by 128/96, 29/97, 1/99, 36/01, 40/0141/01, 42/01, 43/01, 44/01, 23/02, 24/02, 32/02

Packaging in general:R 41/92 58/92 12/93,35/93(repealed byl 8/01), 48/93 60/93,
93/94,19/00, 22/02

Medicines, Cosmetics and medical and pharmaceuticéspection: R 4/92, 59/92
66/92 (repealed byR 6/93, 88/93,92/93 52/94,92/94,96/94 (repealed byr 33/99,
110/94 (cosmetic products definition/95, 15/95 (repealed byl2/96), 16/95 23/95
24/95, 25/95, 26/95, 27/95, 28/98x{ended all by28/97 and actualized b¥/99, 5/99,
6/99, 7/99, 8/9971/00, 72/0), 29/95 13/96, 14/96, 22/96, 23/96 from 51/96 to
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53/96 54/96,R 55/96 57/96 66/96, 131/96132/96 133/96 31/97, 39/97, 21/98,
50/98, 51/9872/98 34/99,36/99, 37/99, 38/99, 39/99, 46/99, 57/9®B/99, 79/99,
18/00 (repealed byl7/07), 49/00, 50/0061/00, 62/0Q repealed by’'4/00 and 66/00),

26/02, 28/02, 29/02.

Medical Products: Res. 29/95, 36/96(repealed byR 75/00, 37/96 (repealed byR
40/00), 38/96 65/96, 79/9609/01.

Domisanitary products and production: Res.: 24/96, 25/96, 26/96, 27/9656/96
30/97 (repealed by 23/0), 46/97 (repealed b¥%7/98) 3/99,35/99,49/99 56/0Q

Textiles: R 9/00

Colorings: Res.14/93 28/93 45/93 139/94 38/97.

Other products: Aerosols: Res.:80/93 54/94; Jotters: R 22/94 Toys: R 54/92

Cooking papers:R 47/98 Paper handkerchief: R 2/01;, Covering plates:R 16/01

B) OTHER ASPECTS OF THE INTEGRATION PROCESS

B.1.- Macroeconomic coordination:

D 30/00

B.2.- Circulation of persons

Res.:44/94(repealed by 63/96 repealed byr 75/99, 2/95, 58/96and59/96(repealed by
R 74/96.
D: 12/91, 44/00, 46/00, 48/00.
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B.3.- Procedures in Commercial Borders .

Dir. 3/95, 6/00.
D: 5/93, 2/99,11/99, 4/00, 5/001.2/93
Res.:2/91,3/91, 4/91, 6/91, 1/92

B.4.- Judicial and police coordination

D: 5/92 (modified byD 7/02), 1/94, 27/94,1/96, 2/96,10/96 1/97, 5/97, 6/979/97, 3/98,
7198, 14/98,16/99 5/98 (repealed by2/99 (with the complementation introduced By
13/01, 9/02), 6/00, 8/00, 10/00, 12/00, 16/00, 18/@0/00, 49/0053/00, 3/01,11/02

B.5.- Education and culture and scientific coopeition

D: 7/92 (extended by25/97), 4/94, 4/95 (repealed byD 8/96), 7/95, 9/96,11/96 3/97,
26/97 (all modified by11/98and repealed b¥/99), 13/98 33/02

B.6- Intellectual property rights

D: 8/95, 16/981/99 (vegetables)

B.7.- Health and Sanitary Services

Res.:129/96,130/96(repealed byt2/00, 12/97 (repealed by 41/0Q, 50/99,53/99,80/99
(repealed by4/01), 6/00, 8/00, 21/0Q from 22/00 to 28/00, 55/00, 57/0G0/00, 34/01,
58/01, 10/02, 30/02.

B.8.- Tourism.

R 41/97

199



B. 9.- Employment.

D 8/92

B.10.- Environment.

D 2/01

C) EXTERNAL RELATIONS

C.1.- Agreements with Chile and Bolivia

- Horizontal agreements
Chile: D 3/96+ D 12/97+ R 61/99+ R 62/99
Bolivia: not approved by MERCOSUR

- Extension to Chile and Bolivia of specific MERCOSURprograms

Judicial and police cooperation

D 4/98 (+ D 15/99 error correction)D 6/98 (replaced byD 23/99+ 7/00 + 9/00 +
11/00 + 13/00 + 14/01 + 10/p219/0Q 12/01, 8/02, 12/02,8/98, 15/9817/99,17/00,
50/00

Immigration and circulation of persaris 45/00andD 47/00

Border neighboring transib 19/99 + D 15/00

Education D 15/01
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C.2.- Agreement with Mexico
D 15/02

C.3. Agreements with the European Community and itdlember States

- 1995 Framework agreement
never approved by MERCOSUR

- Specific agreements
1993 horizontal administrative agreement with theropean Commission: never
approved by MERCOSUR

Administrative agreements with the European Comionis® 23/97

C.4.- Cooperation with international organizations

- UNESCO: D 22/97
- BID: D 24/97
- ALADI: D 53/00

C.5.- Cooperation with specific third countries

- Canada D 14/97

- South Africa: D 62/00
- EFTA: D 63/00

- Germany: D 3/02

C.6.- MERCOSUR coordination in international fora
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D 32/00

D) INSTITUTIONAL ASPECTS.

D 1/91, D 1/98, D 17/98R 22/98,R 23/98 R 60/00,D 22/00, D 23/0@extended by
55/00, R 38/98.

APPENDIX TO ANNEX 1.1

ADDITIONAL LIST OF NORMS NOT REQUIRING INTERNALIZAT ION

ACCORDING TO BOM N° 20 (see comment at the end) DE NORMAS VIGENTES

» {Supprimé : ULTIMA LISTA

Decisions:

Year 1991: 3,4,5,6, 7, 8,9, 10, 11, 13, 14,115,

Year 19921, 2, 3,6, 7,9, 10, 11

Year 19931, 2, 3,45, 6, 7,912

Year 1994: 9, 20, 21

Year 19951, 2,3,4,5,6,9

Year 1996: 1, 7,12, 13, 14, 15

Year 19973, 7, 10, 12, 14, 20, 21, 22, 23, 24, 25,
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Year 19986, 11, 18, 20,21, 23

Year 1999: 2, 36, 7, 13, 24, 27

Year 2000: 1, 23, 20, 21, 22, 23, 24, 25, 26, 27, 28, 30, 31, 32,33, 36, 37, 38, 39, 42,
43, 51, 52, 53, 54, 55, 57, 59, 60, 61, 65,%06,

Year 2001: 1, 3,5, 7, 11, 12

Resoluciones:

Year 1991: 13, , 8,9, 10 11, 12

Year 1992: 12, 5,6, 7, 10, 11, 12, 14, 15, 16, 18), 21, 22 23, 24, 25, 2627, 28,29, 33,
34, 35,37,38, 40, 4245, 44 48, 49, 50, 5152, 59, 60, 6263, 64,66, 67

Year 1993:1, 2,4,5,6,7,8,9, 15, 22, 23, 24, 2531, 32,33, 34, 3738, 39,42,50, 51,
52,53, 54 58,61, 62, 63, 64, 6556, 67,6872, 74,76 77, 78, 89, 90, 9892, 93

Year 19943, 4,5, 7,9, 10, 13, 145, 29, 3739,41, 42,44, 45, 46,49, 50, 51,56, 64, 66
72,75, 81, 84, 85, 86, 967, 108,114 , 121, 122124, 125, 126, 128, 129, 130

Year 19952, 9,14, 15 17, 1820, 21, 22,23, 29,31, 32, 34, 38, 39, 42
Year 19963, 9, 1], 12, 15, 1718, 19 20, (33,36, 37, 43, 44
, 58, 61,63, 64, 67, 6869, 71, 796,113, 114 115, 116, 123, 124, 125, 1287,

147, 148, 149, 150, 151, 152, 153, 154, 155,

Year 1997:1,6,8, 9,11,12, 16,17, 1§ 22, 23, 25, 2835, 36, 41, 42,46, 47, 49,
57, 58, 5960, 61,64, 65 67, ) 76,77,78,79, 80, 81
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Year 19984, 5, 7,8, 9,10, 11, 1415, 16, 18, 19, 20, 22, 235, 26,29, 31, 32,33, 34,
38,57, 59, , 73,74,75,76, 78

Year 1999: 2; 13,15, 16,17, 42, 43,
, 66,80, 81, 82, 83, 84, 85, 86, 87, 88

Year 2000:1, 11, 12, 1317, 18, 33, 34, 35, 36, 37, 393,44, 45,61, 62, 73, 76, 79, 80,
81, 83, 84, 86, 87, 88, 89, 90, @P, 93, 94, 95

Year 2001: 1, 5, 6, 8, 10, 21, 22, 25,26, 28, 33, 35, 47, 49, 58, 59, 61, 62, 63, 66

Year 2002: 1, 2, 3, 4, 13, 14, 15, 16, 33, 37, 38

Directivas:

Year 19941

Year 19951, 2, 5,8,9, 10, 11, 1213,14, 15, 18, 19, 21, 22, 23

Year 1996: 24, 5,6, 8, 10, 1416, 17

Year 1997: 7,9

Year 1998: 1, 23, 13

Year 19993, a7,

Year 20004, 6, 10

Year 2001:

204



The previous list of norms enforced had been phbll in Boletin Oficial del
MERCOSUR Num 18. When compared to the list pubtliste Boletin Oficial del

P {Supprimé HS

entered into that category after publication of BOMmM 18. This would suggest an

acceleration in the pace of internalization.

However, while the list published in BOM Num 1&lmded “norms enforced that
have been internalized by the four member stathg”jatest list includes “norms enforced

that have been internalized by the four memberestaind_those that do not need

internalization —including derogatign$n accordance to what was established by the

Common Market Group as annex XV during its XLVI riieg held in Buenos Aires on

June 20 2002" (emphasis ours). In sum, in accomldacwhat was established by the
CMG, the latest list includes all norms that do remjuire internalization by member states
(usually because they are preparatory or organizalffi as well as those that, even if not
internalized, were later on derogated by new ndewen if the derogation has not been yet
internalized). Consequently, the list is usefulaaguide to what no longer needs to be
internalized, rather than as a guide of how manyhef norms have been effectively

incorporated.

For clarity, this appendix classifies the normattshow up as additions in the last
issue of the BOM. Only those marked in green haenteffectively incorporated through
a domestic legal or administrative act (and shdlds be added to the BOM Num 18 list).
Norms marked in black are those that do not needrfroration. Lastly, norms marked in
blue have not been incorporated by MERCOSUR merstages, but were later derogated

by new norms (frequently not internalized either).
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ANNEX 1.11

DIRECTORY OF MERCOSUR’S LAW WITH A

SUMMARY OF CONTENTS
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A) CONSTRUCTION OF THE CUSTOMS UNION AND THE INTERNAL ,‘/{S“”"”“‘“—
MARKET

A.0. Tariff Classification.

Tariff Classification (approved together with the Common External Tariff).

1. The _D 22/94pproved MERCOSUR's Common External Tariff ( CET)e structure
of which is based on the classification of the Hamimed System of Nomenclature. It
approved the convergence lists in the capital goodemputer science and
telecommunications sector. Likewise, it approved:

» Basic lists of exceptions to the CET by each Mem&tate (which R 47/94allowed

each country to submit)

» Lists of goods exempted of CET by virtue of thelagation of the Adaptation Method.
These exceptions to the CET were additional toetkeeptions of the basic lists of
exceptions.

And the corresponding convergence schemes untitattié rate defined in the CET for

third parties was achieved.

The CET and all the lists of exceptions would eeceffective on January'11995. It

was also approved that each Member State couldnadvthe convergence process on

January 1, May ' and September*lof each year.

2. Dir. 7/95 established the amendment regime for the commassification of
MERCOSUR and its corresponding CET.

| e {Supprimé : enhancin

R 65/01approved the final version of the CET, adaptedht third amendment of the

Harmonized System.
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Internal Procedures for making Decisions regardingClassification problems.

3. R 81/93and_D 26/94established, one in a temporary way, and the atharfinal way, a

regime in order to harmonize the adoption of deaisj criteria and opinions on tariff
classification. Thus, they established the procesifor the national administrations of each
Member State to make decisions regarding goodssifitaion, how they should be
communicated to the other Member States, how toesspdiscrepancies and how to make

a decision when there is lack of consent.
Specific decisions regarding Classification.
4. Dir. 6/95, 16/95, 17/95, 1/96, 3/96, 9/96, 13/9®7, 3/97, 6/97, 13/97, 14/97, 16/97,

18/97, 5/98, 10/98, 12/98, 3/99, 4/99, 5/99, 7899, 9/99, 10/99, 16/99, 2/00, 7/00, 8/00,
9/00, 3/01, 5/01, 3/02 approve tariff classificatmpinions.
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A.l. Intra-zone Trade Regime

Tariff Elimination and "Adaptation Regime".

General Rules

1. In annex | of the Asuncién Treatihe Member States agreed to eliminate by December
31% 1994 as a deadline, tariffs and other restristiapplied to its reciprocal trade, such
term having been extended until Decembef', 31995 for the lists of exceptions of
Paraguay and Uruguay, initiating a progressivegdinand automatic tariff reduction
program for the goods under the tariff classifioatof ALADI (Latin American Integration

Association), thus establishing dates and percestagcording to this schedule.

DATE/TAX REDUCTION PERCENTAGE

30/6/91 31/12/91 30/6/92 31/12/980/6/93 31/12/9 30/6/94  31/12/94
2 3
47 54 61 68 75 82 89 100

Likewise, a tariff reduction schedule for the prefeces granted by the partial scope

agreements of ALADI was established.

Lists of exceptions to the tariff reduction schedwlere allowed, with amounts of specific
items by Member State, which should be reducedijiulated percentages by the end of

each calendar year.

It was agreed that on December'31994 and within the Common Market, all non-tariff
restrictions should be eliminated.

However, this annex was not applied to the Pai$iebpe Agreements of Economic
Supplementation Number 1, 2, 13 y 14 and to thenseroial and agricultural agreements
subscribed within the framework of the 1980 Mondiexd Treaty.
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2. Through_D 22/00MERCOSUR was re-launched, deciding that MembhateS could
not adopt any measures restricting the reciproadkt whatever their nature. Each Member
State was required to prepare a listing identifysityations or measures of any nature,

which would restrict access to the markets.

“Adaptation regime’(Régimen de Adecuacion”

P {Supprimé H

Member States could furnish a reduced list of goatifch, as from JanuarySt;L 1995,
would require a tariff treatment called "adaptati@gime”, with the possibility to only
include in such listings the goods establishedhértational lists of exceptions to the CET
18, or which had been the object of safeguard nmeasa the Asuncién Treaty.

The regime established a four-year final tariffuetibn term for Argentina and Brazil, a
five-year term for Paraguay and Uruguay and a faar term for all the goods subject to

the safeguard regime of the Asuncion Treaty.

4. D 24/94approved the lists of the goods comprising theptedn regime.

Rules of Origin

General Regulations.

5. Annex |l of the Asuncién Treasstablishes the general regime for the origin legguns

of goods, determining different criteria accorditogthe raw material and the production
and transformation procedure of goods, also emgogeer Member States to agree upon
the specific origin requirements which would préwsier the general classification criteria.
Member States are empowered to request the reviewhe origin requirements.

Furthermore, it establishes guidelines for origatements, certification and verification.
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6. D 6/94(as amended by D 4/p2pproved the regulation on rules of origin , sfygw
the matters related to the qualification and deieation of origin; issuance of certificates
of origin; and penalties for adulteration or forngef the certificates of origin or for breach

of the verification and control procedures.

7. D 23/94(as amended by D 16/p@éstablishes the specific origin requirementsgioods
included in the lists of exceptions to the CETek®en in D 7/94(see A.21).

8. D 3/00 approved the adaptation of some of thEees contained in the regulations
resulting from D 6/94 and 16/97.

9. Through D 21/98 the MERCOSUR Trade Commissiors Wwestructed to complete,
before 06/31/2000, a list of tariff items subjectthe application of differentiated trade
policies not included in the XXII Protocol Additiahto ACE 18 and which would be
subject to the MERCOSUR Origin Regime and the meguénts applicable to each of
them, as from 01/01/2001, according to the apptioascope established by the VIII
Protocol Additional to ACE 18.

Specific lists of goods.

10. There is a listing of goods subject to the MERBUR Origin Regime and the
requirements applicable to each of them, as aftisesDir. 8/97 (which replaced the listing

established in D 5/96as amended by D 41/00

Bodies authorized to issue certificates and apphatiies.

11. D 2/91established the bodies authorization regime toeisertificates of origin, the
procedures and administrative penalties regime, syggem and requirements for the
applications for certificates of origin, the reaanrents which the issued certificates must

fulfill, the authenticity control of the certifices and the penalties on issued certificates
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which do not comply with the established regimehe Tegulation includes a specimen of

the certificate of origin form.

Certificate Control and Administrative Reqgulatiofts the implementation of the origin

regime.

12. Dir. 4/00approved the consolidated text of the guidelirmescértificate control by the
customs administration offices and for the bodigtharized to issue certificates of origin.
It established numerals to consign the different&iof goods. Thus, it repealed Dir. 12/96
(as amended by Dir. 12/97, 20/97, 11/98 and 15/8ich gave the initial guidelines on

the matter.

Non-tariff restrictions directly applicable to trad e.

Elimination General Program

13. Through D 3/94 register of non-tariff restrictions (NTB) toports and exports was
prepared, for the purposes of their eliminatiothammonization in MERCOSUR, however
allowing the possibility of keeping the restrictofor reasons duly justified by the Member

State. December 311994 was established as the harmonization amingltion term.

14. Through _R 123/9the MERCOSUR Trade Commission was instructed tstitnite a
Technical Committee to carry out the NTB eliminatiand harmonization process,
establishing its duties. Member States were ord&rediminate the NTB appearing in the
annex before December311994, or start the corresponding parliamentaog@edings. R
17/95added NTB to the list of the R 123/@4nex.

15. D 17/97ordered the Member States to send, before Jai&ry1998, an elimination

schedule of the non tariff measures still existimgpich as a maximum term, should be

eliminated by May 36, 1998, except in case of valid justification. the same time, a
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Technical committee was instructed to establish M¥Bs whose elimination was a

priority.

Incentives and Subsidies to Exports; temporaryission and draw back.

16. R 7/91recommended the Member States to administer, githia transition period, the

draw back mechanisms (restitution of taxes to irngpof the imported goods which are
internally transformed and later exported) and teragy admission in the most harmonized
possible way, promoting constant consultation. ish of the laws of each Member State,

regulating the different terms of said mechanisrs pepared.

17. D 10/94harmonized the application and utilization of theentives to exports by the
MERCOSUR countries, which bound themselves to gnogincentives to exports subject
to the provisions set forth in GATT and to discassong themselves the creation of any
new incentive to exports by any Member State, asnfdanuary 3% 1995, and the

maintenance of the existing incentives.

18. D 21/98established that before Decembel' 32000, the Member States could request
the compliance with the MERCOSUR Origin Regime,cading to what is established in
the VIII and XXIl Protocols Additional to ACE 18 faall the intra-region trade and until
said date, the limitations to the concessions ef draw back regimes established_in D
10/94 should not be applicable. As from the impositminthe foregoing regulation, D
31/00 envisaged the preparation of a regulation contatimg all the imports special
customs regimes applied by the Member States, whiply the total or partial suspension
of the customs duties on temporary or final impaftscommodities and the objective of
which is not to enhance and later re-export theltieg commodities to third countries. In
compliance with such provision, D 69/0@pealed the foregoing decision (D 21/98

establishing that the Member States bind themsdtveompletely eliminate, by January
1%, 2006, all the mentioned special customs regimelstae benefits granted by virtue of
such regimes exempting the special customs atdasl that date, it was approved that the

Member States may request the compliance withMBERCOSUR origin regime for all

213



intra-region trade. The MERCOSUR Trade Commis$@@M) (from Spanish: "Comisién
de Comercio del MERCOSUR") was instructed to agnpen a reduced list for the
purposes of applying the special regimes (a maxirofigb items per Member State), such
products benefiting from the MERCOSUR free tradél danuary i', 2006, provided they
comply with the MERCOSUR Origin Regime. In shd,69/00 simply postponed the
term during which the origin may be requested tdha trade activities, due to the lack of

existence of a common list of exceptions.

Tax Exemptions to travelers.

19. D 18/94establishes regulations applicable to traveleigydge, establishing different
traveler categories, luggage appraising, frankprghibitions, regime in case of mislay,
etc.

Sectorial agreements and regulations.

Iron and steel goods:

20. R 13/92 approved the Iron and Steel Sectorial Agreemerisaibed by the
representative bodies of this industry of the fMember States of the Asuncion Treaty,

instructing for its inclusion in ACE 18.

Sugar:

21. R 19/94renewed the mandate of the Ad Hoc Group estaldiblyeD 7/94(established
by the AEC) to define an adaptation regime untd2@or the sugar sector, establishing the
parameters to be considered in the proposal toubenited by the group. It was
established that until January, 11995, and until the final approval of the regifoe the
sugar sector, Member States may apply their tot@minal protection to intra

MERCOSUR trade and to imports coming from third rtoes for the products of that
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sector, but in no case can the protection of th IMERCOSUR scope exceed those

applied to third countries.

Automotive:

22. Through_D 29/94t was decided to create an Ad Hoc Technical Cdtem of the
MERCOSUR Trade Commission to prepare a proposal afor Automotive Regime,
describing in detail the elements to be considamdl the duties of the Committee. The
term established for Member States to submit tepon their national regimes was
December 3% 1994, Member States being unable to amend segimes unilaterally
from January T to June I, 1995. As from June®1 1995 they may only amend the

bilateral agreements in order to increase the-irggion trade flows.

23. D 70/00 approved the agreement on MERCOSUR Automotive clpolivhich
established the bases for free trade in the sdwtarever empowering Paraguay to continue
to apply its national policy. It was recommendeatontinue with negotiations in order to
include Paraguay. Tax rates were imposed to eagtgmotive product imported from
other Member States, as well as the CET and ttienah importation tariffs -establishing
differences according to the different Member State vehicles and automobile parts of

non-member countries. Tariff preferences werebdisteed in the intra-MERCOSUR trade.

24. D 4/01approved the particular provisions for the fultlirsion of Paraguay in the

agreement on Automotive Policy.

Trade and competition defense.

Information and advice exchange for the impleméniadf the national legislation on trade

defense for intra-region trade

25. R 63/93approved the information exchange procedure fanmlog investigations

regarding imports from any of the MERCOSUR coustriét was approved that, during the
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transition period, the investigations carried tmtdetermine the existence, degree and
effects of an eventual damage by imports from ahthe member countries, should be
started and developed following the national proces legally established for such
purpose. Each country's competent authorities wedkimine the existence of sufficient
evidence which justifies an investigation. They \olater notify the government of the
exporting country by means of a complete descriptibthe product which is the object of
dumping. It was established that the procedureigeal for in the regulation would not
prevent the importing country's authorities to adiye preliminary decisions or promptly
apply provisional or other measures which they degpropriate to prevent or repair the
damage. Thus, the application of the nationalslapn was authorized and only a
notifications system was regulated. R 129/64tended the effective term of such

regulation.

26. Dir. 5/95repealed the foregoing regulations by approvinghew version" of the

Information Exchange Procedure for the case of dognmvestigations for imports from

any of the MERCOSUR countries. The actual contasftdhe procedure previously
regulated were not altered, since it was estaldighat until the adoption of a Common
MERCOSUR Regulation on Competition Defense, ingedgtbns for the purpose of
determining the existence, degree and effects advamtual damage by imports from any
of the member countries should be started and dped| following the national procedures

legally established for such purpose.

27. D 64/00regulated the investigation and application preaasantidumping measures
and countervailing duties in intra-zone trade ufi¥30/2000. It was decided that the
Member States should carry out the investigatiamstiie application of antidumping or
compensation measures on imports of goods from miée State, also following the
usually applicable regulations, the regulations cwhiappeared in the Annex to this
Decision. It established terms, notification regqments, evidence elements, the
information exchange procedure between Member $Stalgring the course of the
investigation, how to determine the damage cautieal,scope of the term "Domestic

Industry”, the Antidumping or Compensation Measuapplication method, price

216



commitments, antidumping or compensation right, suea duration, monitoring of
investigations carried out by MERCOSUR.

28. D 13/02 decided to adopt, within MERCOSUR, the Agreemeagarding the
Application of Article VI of the General Agreemean Tariffs and Trade (GATT) of the
WTO, for the application of antidumping measuresina-zone trade. It was decided that,
in case of disputes in intra-zone trade, the partiay agree upon the forum, and settle the
matter within the WTO scope or according to thepdie settlement regime in force in
MERCOSUR, at the claimant's option.

D 14/02 decided to approve, within MERCOSUR, the Agreememt Subsidies and
Countervailing Duties of the World Trade Organiaatiin order to deal with subsidies and
countervailing duties in intra-zone trade. It vaesided that, in case of disputes in intra-
zone trade, the parties may agree upon the forursatile or the matter within the WTO
scope, or according to the dispute settlement regimforce in MERCOSUR, at the

claimant's option.

Competition.

29. D 21/94approved basic guidelines on competition defensging the Member States
to submit a detailed report on the compatibilitytbé&ir respective legislation with said
guidelines and, based on such information, appaoiRegulation for Competition Defense
in MERCOSUR". It approved a provisional procedigde applied in case of complaints
related to the matter, until said document was @aat. According to said procedure the
affected State should specify to the Trade Comunisghe violation of the general
guidelines approved by this regulation, and sa&deStnay apply the penalties established in
its national legislation. In case of disputes tlu¢he existence of a breach, the Decision

makes reference to the Brasilia Protocol.

30. D18/96 approved the Competition Defense Farsale Protocol. Regarding the

investigations of dumping between Member State®)de again referred to the application
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of the national legislation until December®32000 (foreseeing that by that date the issue
would be regulated by MERCOSUR). Regarding thetdea for the Defense of
Competition, it defined the competition restrietipractices as those whose object or effect
is to limit, restrict, falsify or distort the comfition or the access to the market or those
which take advantage of a dominating position m televant market of goods or services
within MERCOSUR and which affect trade between MemBtates. Some conducts (non
an exhaustive list) were typified which violatedmpetition law. The Member States were
ordered to agree upon a control procedure foraudscontracts within MERCOSUR. The
procedure to be followed by the national bodiesdre of acts which violate competition
law were regulated and penalties were establisBe@/97 supplemented the foregoing

decision by adding quantification criteria regagithe value of fines.

Specific regimes.

Rental cars and private cars for tourism

31. R 76/93approved the temporary exit regime for vehiclesnesv by car rental
companies of the MERCOSUR countries, demandingstegion in the customs office,

documentation requirements, data to be establigited,
R 131/94approved the regulation regarding the circulatbthe MERCOSUR community
vehicles for personal use, for tourism purposeterdening authorized drivers, formalities

regarding circulation, documentation and violations

R 35/02repealed the foregoing resolutions (R 76/93 and3R/949, by approving the

"Regulations for the Circulation of Tourist, Prigaland Rent Vehicles, within the
MERCOSUR Member States", allowing the free cirdolatof community vehicles for

tourism purposes. The documentation required iedr was established, exempting all
vehicles from complying with the customs formabtieAs from that moment, the steps to

be followed in case of theft and/or larceny, thdividuals authorized to drive, etc.
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Promotion material:

32. R 121/9Grevoking_ R 115/9%approved a customs treatment regime for all ptamnal
material circulating between the Member States éoubed without charges in shows,

exhibits, congresses, workshops, etc., establishimgequirements for its liberalization.

Special Customs Treatment for transport includmgreys by watefSouthern Cone):

33. Dir. 4/97regulates a special customs treatment for intemalt circulation including

journeys by water on a vessel under the roll ail-off system.

Psychotropic substances :

34. R 27/98(superseding R 49/9@approved the forms and effective terms of thedrhp
and export authorizations and certificates estainlis that there are no objections to the
terms specified narcotics and psychotropic substandt established specific time frames

for authorizations.

Postal Services:

35. R 117/94approved an agreement on the customs operatiothéotransportation of
correspondence and packages by passenger busegubérrlines authorized to make
international journeys, establishing the customisievaf the goods, requirements for the

transportation of packages, goods exempted fromettiiene and liabilities.

R 29/98approved the provisions regarding Postal Exchdageeen Cities located in the
Border Zone and its Technical and Operational &tore, only applicable to the objects of
correspondence not charged with duties, while R2(glus the supplementary provisions
of R 22/99 approved a regulation on Customs Control of RdStahange between Cities
located in the Border Zone for customs control foe purposes of preventing and

repressing eventual customs illegal acts. It distedd that customs supervision shall be
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preferably carried out within the border Postal Awistrations premises, such Postal
Administration Offices being responsible for thestmdy of the correspondence objects and
that the correspondence objects which do not comijttythe conditions established for the
postal exchange set forth in R 29/8&all continue under custody of the destinatiost&o
Administration Offices and be returned to theirgorj except if they are withheld by the
destination Customs Administration Offices, in whicase, they shall be subject to such

Member State's customs legislation.

Border Crossing:

36. D 18/99(ruled by D 14/0papproved the agreement on circulation througghimring
borders, allowing for the granting of credentiateraditing the quality of resident of the

border zone.

Perishable goods:

37. Dir. 20/95establishes that the obligation imposed on Mengttates to implement the
necessary mechanisms to expedite circulation thrdugyder crossings of live animals,
embryos or non fertilized eggs, and animal or plpatishable goods transported by
vehicles, by establishing a verification preferahéirea for the purposes of preventing the
deterioration of live animals' health, loss of thagienic and sanitary conditions of goods

and/or interruption of the cold chain.

Goods for cultural projects:

38. R 122/9@pproved a customs treatment to enable the ciioalaf property belonging
to cultural projects approved by the competent émdiithin the MERCOSUR countries.

Specific Territorial Regime.

Specific exception for Brazil and Uruguay (Coloaied Manaus Duty-Free Zones):
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39. D 9/01established that as from Jul§, 2001 and for the exclusive purpose of bilateral
trade between Brazil and Uruguay, certain specifiedds of the duty-free zones shall be

exempted of the CET and the imports nationalftarif
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A.2. Extra-zone trade regime.

Common External Tariff and amendments.

1. D 7/94 approved the CET project. Withdrew all the obf@ets to rates envisaged in the
Project formulated by the Member States and estaddi the following rates:

» The Capital Goods would lineally and automaticalbnverge at a common tariff of
14% on January®] 2001 (until January®] 2006 for Paraguay and Uruguay), or less if
agreed.

» For Computer Science and Telecommunication goduswetwould be a linear and
automatic convergence towards a maximum commoffi ¢4r16% on January®} 2006.

» Argentina, Brazil and Uruguay could maintain, urdnuary § 2001, a maximum
number of 300 tariff items of MERCOSUR Common Cification as exceptions to the
AEC, excluding from said number those correspondingCapital Goods, Computer
Science and Telecommunications.

» Paraguay could establish up to 399 exceptions,udiay from said number those
corresponding to Capital Goods, Computer SciendeTafecommunications, which should
have an origin regime of 50% of regional integnatiotil the year 2001 and, as from said
date, and until 2006, the MERCOSUR general origgime would be applied. In case of
the detection of a sudden increase of the expdrthase products, which imply serious
damage or damage threat, the affected country magtaluly justified safeguard measures
until the year 2001.

It was established that the Member States shalhelefnd submit to the other Member
States their proposals of lists of exceptionsee7, e
It was approved to constitute Ad-Hoc working Groupsrder to define, before October
15", 1994, the transition regime of the automotive angar sectors for their adaptation to

the Customs Union regime.

Spanish: "Protocolo de Expansién Comercial"), euteinto by Brazil and Uruguay, and the Agreement
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between Argentina and Uruguay on Economic Suppléatien (CAUCE) (from Spanish: "Conveni

Argentino-Uruguayo de Complementaciéon Econdmica&) @artial scope bilateral agreements for econorpic

supplementation within the scope of ALADI, whichcimded preferential treatments and tax reduction

Supprimé :

except for: i) Automaticity regime; ii) Re-negdi@n of goods; iii) Quantification
mechanism of CAUCE.

2. D 22/94approved the MERCOSUR Common External Tariff (TG;Ehe structure of
which is based on the classification of the Harmedi System of Nomenclature. It

approved the convergence lists in the sector ofitalapcomputer science and

telecommunication goods. Furthermore, the follgwvas approved:

Basic lists of exceptions to the CET by each Men®tate (which every country was
allowed to submit by virtue of R 47/94

Lists of goods exempted from the CET by virtugh#d application of the respective

Adaptation Regime and the convergence schemethatitate for third parties defined

v

by the CET is met. {

Supprimé :

e

The CET and all the lists of exceptions would beeceffective on January'11995. At | --

the same time it was approved that each Membee Statld advance the convergence

process, on January,MMay I*' and Septemberlof each year.

3. Dir. 7/95established the amendment regime for the MERCO&WRMon classification
and its corresponding CET.

R 19/95approved to ratify D 7/95, implementing the comnatassification.

Supprimé : ' The Protocol on
Commercial Expansion (PEC)
(from Spanish: "Protocolo de
Expansion Comercial”), entered
into by Brazil and Uruguay, and
the Agreement between Argentina
and Uruguay on Economic
Supplementation (CAUCE) (from
Spanish: "Convenio Argentino-
Uruguayo de Complementacion
Econdmica") are partial scope
bilateral agreements for econom
supplementation within the scop
of ALADI, which included
preferential treatments and tax
reduction schedules.{

R 65/01 approved the final version of the CET, adaptedht third amendment of the

Harmonized System.

Horizontal amendment.

4. D 15/97increases the CET in three percentage points,taiaing the one in force for
certain items.
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D 67/00extension of the effective term of the foregoiegulation for two years, reducing
the increase to 2,5 percentage points.

D 6/01reduces one additional percentage point.

Specific amendments.

5. R 1/95, 30/95, 35/95, 60/96, 62/96, 70/96, 72/K&96, 119/96, 120/96, 7/97, 10/97,
11/97, 24/97, 40/97, 44/97, 45/97, 63/97, 82/9B81/2/98, 3/98, 12/98, 13/98, 35/98,
36/98, 39/98, 41/98, 18/99, 19/99, 20/99, 40/9999.164/99, 65/99, 76/99, 4/00, 14/00,
46/00, 47/00, 58/00, 59/00, 63/00, 64/00, 65/0013/7/01, 11/01, 12/01, 25/01, 29/01,
30/01, 32/01, 45/01, 46/01, 48/01, 17/02 and 3&pRAly the regime established in Dir.
7/95 and R 19/95, establishing amendments to th€, Afensisting of the elimination of

positions, substitution and/or amendment of teAEC substitution, code substitution,

inclusions, eliminations, aliquot inclusion or eosubstitution /sic/.

Temporary exceptions for specific Member States.

General Rules:

6. R 22/95created a system to adopt specific measures irtattiié field in order to
facilitate the supply of raw material and inputim order to adopt justified measures for
such purposes, the rule foresees a specific proeedstablishing as a limit for the
benefited goods not to exceed fifty (50) tarifiniig, at eight (8) digits, of the MERCOSUR
Common Classification. The other Member Statesvedlowed to apply the same rates
during the effective term of the measure, in orttempreserve equivalent competition
conditions in the region. The maximum term estélelisfor the application of the system
was April 28", 1996. R 37/9%stablished that the aliquot to be applied to goatiich
tariff reduction was authorized by Res. N° 22/95d Common Market Group (GMC)
(from Spanish: "Grupo del Mercado Comun") could Io@®bf less than 2%.

R 19/96extended the described regulation's effective mmmore year.
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R 69/96specifically empowered the MERCOSUR Trade Comrois$d adopt the specific
tariff measures for the purpose of guarantyinggbpply, regulating the procedure to be

followed for the purpose of authorizing the menddnmeasures. R 33/3tended the

effective term of the foregoing resolution until @enber 28, 2000, introducing further
amendments. R 69/00epealed the two foregoing resolutions (R 69/9@ &3/99,

establishing a new procedure and new limits foraHeption of specific measures to be
taken by the Trade Commission due to supplyingomesas
All these regulations admit temporary exceptiond &r an undetermined term, which

cannot be of more than one year.

General exception for Argentina.

7. D 1/01empowered Argentina to apply, until Decembet, 3002, rates of duties on
specific imports from countries that do not beltagMERCOSUR (according to R 8/01
and 27/01of the Argentinean Ministry of Economics).

Specific Exceptions.

8. R 33/95, 37/95, 40/95,70/96, 64/01 and Dir. 4/086, 11/96, 18/9¢as amended by R

2/97 + R 11/97), 19/96, 5/97, 10/97, 15/97, 19898, 4/98, 6/98, 7/98, 8/98, 9/98, 16/98,
1/99, 2/99, 6/99, 11/99, 12/99, 13/99 (extendedi®p), 14/99, 1/00, 3/00, 11/00, 12/00,
13/00, 14/00, 1/01, 10/01, 11/01, 12/01, 1/02, 2622 constitute temporary regulations

which, in accordance with the general rules meetioin point 6 hereof, authorize one

Member State to make tariff reductions for certgprcific items in its imports of industrial
inputs or to incorporate certain tariff items te thasic lists of exceptions to the CET

already existing in each Member State.
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General Preference System (GSP)

Access to the GSP/UNCTAD (United Nations ConferenoeTrade and Development)

agreement and to the Second round of negotiatibtite GSP/UNCTAD agreement.

9. By virtue of the UNCTAD's Global Trade Preferergystem and of the convenience of
being a party to it, MERCOSUR approved through 08:a project for a Protocol for the
access of MERCOSUR to said system with a list afcegsions to said system with
specific items. In the Second Round of NegotiegjoMERCOSUR, through D 52/00

approved a list of offers for their negotiation.

Customs code and other legislation on customs matge

Customs Code:

10. D 25/94approved the Protocol subscribed by the MembateStestablishing the
MERCOSUR Customs Code. It regulates: the right @vligations of individuals , the
exercise of customs authority, basic elements fug #pplication of tariffs, tariff
classification of commodities, origin rules, custralue of commodities, the provisions
applicable to the commodities introduced into costderritory until they are assigned a
customs destination, the introduction of commodiii®o customs territory, commodities
arrival and unloading statement, obligation to pieva customs destination to the
commodities, temporary deposit, customs regimearalece for consumption, re-
importation, import suspension regimes, customéfidracustoms deposit, temporary
admission, exportation, export suspension reginsastoms traffic, commodities with
prohibitions and restrictions, re-exportation, desion of commodities which put public
health or the environment under risk, abandonmamtstitution of commodities, special
customs treatments, express remittances, samplagménts or parts of commodities
necessary to know its nature-, postal remittarioggiage, loading units, on board supplies-
goods for use within the vessels or airship, botdade, military and police means of

transport, duty-free zones and special customssacestoms tributary obligation, taxable
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fact -fact which generates customs duties obligatio determination and request of
customs tributary credit, subject to liabilitiegjaganty, termination of customs tributary
credit, restitution of duties and cancellation afstoms tributary credit, violations to
customs provisions, kinds of violations, penaltiegmfringement proceedings,
responsibilities, tax evasion, inaccurate statementourses, legal effects of the acts of the
Member States, creation of the Customs Code Commnittompetent to resolve upon
doubts referring to the application of the code«change between Member States and

exchanges between Member States and third countries

Customs Clearance:

11. D 16/94 establishes specific regulations regarding custaiesrance, referred to
customs control of the cargo introduced into MERCBScustoms territory, the arrival
statement, the treatment to be given to the comtesdivhich are the object of the arrival
statement, unloading, temporary deposit, previo@snination and withdrawal of samples
of commodities, the statement for a customs regicustoms control of the cargo to be
exported, the departure statement, storage, statest@pping of commodities, common
provisions of the simplified statements, documeratigsis and verification of commaodities,
selection for document analysis and verification cofmmodities, document analysis,
physical verification of commodities, requiremeatising from customs control, customs

circulation.

Customs Valuation.

12. D 17/95and_Dir. 4/95establish guidelines for the valuation of commieditAs well as

the applicable procedure.

Integral Control / customs station of Uruguayaharay border:
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13. Dir. 4/02approves the regulations for the operation ofitihegrated control area (ACI)
(from Spanish: "Area de control integrado”) / Q@us$ station of Uruguayan railway

border.

Safeguards

14. D 17/96and D 4/97approved the regulations for the application diegaards -
understanding for safeguards those establishedriicléd XIX of GATT 1994 (Urgent

measures regarding the imports of determined goapuisljcable to imports from countries
not belonging to the Common Market of the South RMEOSUR), according to the
interpretation provided in the Agreement on Safegsi@f the World Trade Organization
(WTO)- to imports from countries not belonging t&ERCOSUR, establishing as a general
rule that MERCOSUR may adopt such a measure wheravénvestigation determines
that the importation of a certain product in MERQOE or a Member State seriously
damages domestic production. The regulations ksttiabarious procedures according to
the measure to be taken in the name of MERCOSUR bfember State. In case the
measure has to be taken in the whole MERCOSURa# @stablished that the companies
should file the application before the National t8etof the MERCOSUR Safeguards and
Trade Defense Committee, which shall notify theeotNational Sections, to carry out a
joint analysis. Once the application is acceptibaty shall forward a report to the
Commission on the adequacy of the opening. Theningeshall be decided by the
Commission through a directive. The Pro Temporesidency of MERCOSUR shall
notify the Directive providing for the opening dfie investigation to the Safeguards
Committee of the WTO. The investigation shalldaeried out by the Trade Defense and
Safeguard Committee. The decision of adopting dhteguard must be made by the
Commission, through another directive. On the otierd, when the measure is taken in
the name of a Member State, the companies shalth# application directly before the
competent Technical bodies of the Member Statéctwshall analyze the admissibility of
the request. The opening of the investigation Isbal decided by the corresponding
authorities of the Member State. The Member S#itall inform the Pro Tempore

Presidency of the Commission for it to notify hafeguards Committee of the WTO. The
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investigation shall be carried out by the Techhnladies of the Member State. The
corresponding authorities shall decide on the apptin of the safeguard measure.

It was also regulated the formalities of the regyutbe nature of the investigation, consults,
the possibility of adopting provisional safeguadising the procedure, the application of
the measures, term duration (maximum four-year teamd the possibility of revision. For
the case of agricultural and textile goods it wagraved to apply the WTO corresponding
agreements to regulate the matter. It was specifiatl settlement of disputes should be
regulated by the general system established inBftasilia Protocol. The regulations
included temporary provisions which were postpobgdD 19/98 until December 3%,
1999.

Trade Defense.

Complaints and Consultation Procedure regardingpiiignin imports extra-region made

by another Member State:

15. D 3/92established a complaints and consultation proeettuough which any industry
located in any of the MERCOSUR member countries megpare a written complaint
whenever it considers it has been damaged or #wedtby extra-region imports made by
any of the MERCOSUR countries which are the objefctdumping or subsidies. It
regulated the complaint's requirements, before whorpresent it, the procedure to be
followed and the requirement to the Member Statguastion stating that the complaint
should be lawful, and it decided to apply the pdcoare for the Settlement of Disputes

foreseen in the Brasilia Protocol.

Antidumping Reqgulations:

16. D 7/93 approved an antidumping regulation. It was repkddg D 11/97 which

establishes the new defense regulations againsirimfrom countries not belonging to
MERCOSUR and which are the object of dumping. Thgulations deal with the
antidumping measures of MERCOSUR. It establishatd @dach Member Country initiating
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an investigation for the application of an antidumgp measure against imports from
countries not belonging to MERCOSUR, shall reporall the other Member States, for
their knowledge, the acts published in compliandéh veuch provisions. Likewise,
whenever a Member State considers that another Me®tate is carrying out imports,
from third markets at dumping prices, which areeetihg its imports, it may request,
through the CCM, to consult for the purpose of kimgathe conditions under which said
goods are being introduced. At the same time, itsgfoom MERCOSUR Member States
of products which are the object of antidumping swees, shall comply with the
MERCOSUR Origin Regime. Investigations tendingd&termine the existence, degree
and effects of the eventual dumping shall bedteti]l upon previous written application by
one of MERCOSUR's domestic industries or in its eamnderstanding that there is
"domestic industry" when the application is supedrby the regional producers the joint
production of which represents more than fifty petc(50%) of the total production of the
similar product produced by the domestic indusfriyleRCOSUR).

Countervailing duties for subsidies granted by nmmber countries:

17. Likewise, D 7/93 regulated the defense agasudtsidies granted by non-member
countries. D 29/00 repealed such decision andoapgrthe new defense regulation against
said subsidies, establishing that the Member Si@Etating an investigation for the
application of a countervailing duty against imgoftom countries not belonging to
MERCOSUR, shall report to all the other Member &atin order to follow-up and
exchange opinions, the acts published in compliamite Article 22 of theWTO 1994

L. . _ | Supprimé : of the 1994 General

Agreement on Subsidies and Compensation Measuregelhsas a copy of the reports - Agrpezmemon Tariffs and Trade

i i L . . of the Charter of the World Trad

furnished before the Committee on Subsidies andpfeoisation Measures of the WTO, in | Organization (Agreement on the
WTO);

compliance with Article 25 paragraph 11 of the nmred Agreement. It was also
established that whenever a Member State condidatranother Member State is making
imports of products from third markets and whiclk #re object of subsidies, which are
affecting its exports, it may request, through ©€M, to consult for the purpose of

knowing the conditions under which said goods a&iadpintroduced.
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A.3. Other Aspects of the Internal Market.

Services in general

1.- D 13/97 and D 12/9&pprove the Montevideo Protocol. Said Protocolofe$ the

GATTS approach, thus referring to the definition tok ways of providing services

(including "commercial presence") and the kindsobfigations. The principles of most
favored nation treatment, free access to markatipmal treatment and transparency were

established. The power to negotiate specific camanits in certain sectors or sub.-sectors

- {Supprimé : lists

were later annexed to the Protocol. It establighesfuture creation of courts or legal,
arbitration or administrative proceedings which Iwéllow to review administrative

decisions affecting service trade. Exceptionsh tegime and a liberalization program
were established, and it was agreed to carry autds for the purposes of eliminating

unfavorable effects of the measures regardingseitvade.

2. D 9/98 approved the sectorial specific provisions regaydihe circulation of
individuals providing services, financial servicésnd and water transportation services
and air transportation services.

The same regulation established lists of specifiomitments of the Member States.

3. D 1/00, 56/00 and 10/0&pproved the three rounds of negotiations andiste of

specific commitments.

Through_D 11/01Member States assumed the general future commtittoasisting of the

fact that, when exercising their right to reguldite sectors which are still unregulated, they
shall exempt the services and service providerhefother Member States from access
restrictions to market or national treatment restins included in the regulations, provided

these matters are liberalized in the lists of ttheoMember States.
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Services; Specific sectors:

Insurance:

4. D 9/99 approved the framework agreement on access conslitfor insurance

companies, emphasizing subsidiary's access. dblestes the legal nature of companies
and the minimum capital required to incorporatenthe It establishes a series of
requirements for the authorization, as well as paration plan, requesting that annual
reports on the status of compliance with said fplardurnished before the control authority

of each State.

5. Likewise, D 8/99 approved the cooperation agreement between thensspry
authorities of insurance companies of MERCOSUR MemBtates. Through this
agreement the insurance supervisory bodies of alinber States bound themselves to
closely collaborate for the purpose of supervisthg different requirements made to
MERCOSUR insurance companies, by the yearly exdahaofy registers of all the
authorized insurance companies in their respetgirrgory, as well as by a fluid exchange

of techniques and experience.

Transportation:

Dangerous goods:

Substance regulations

6. D 2/94approved the agreement on dangerous substaneeh Member State reserves
the right to forbid the entrance of any dangeroasdg into its territory by communicating
this in advance to the other Member States andréig@irements established by the
International Maritime Organization (OMI) (from Spsh: "Organizacién Maritima
International”) and the International OrganizatadrCivil Aviation (OACI) (from Spanish:

"Organizacién International de Aviacién Civil") aaecepted. D 14/9#cluded an article
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to the agreement, which establishes the creaticanoéxperts commission to review and

update the Annexes.

Penalties:

7. D 8/97 established a penalty regime for the case of brezfcthe agreement on
transportation of dangerous goods, which add tesdhfioreseen in the partial scope
agreement on international land transportationwelt as to the corresponding civil and
criminal responsibilities. In order to apply pdaied to the carriers or forwarders an
administrative procedure must be carried out whle tight to intervene before the

corresponding bodies of each Member State.

Uniform Control Procedure:

8. R 6/98establishes a schedule for the purposes of conplwiith the requirements
established in the agreement on transportation asfgerous goods and the uniform
procedure to control the transportation of dangergoods -required documentation,
identification of goods and vehicles and securifyipment-. _R 2/9@&mended the schedule

approved by R 6/98, extending the terms.

Specific Control Procedure:

9. R_10/00establishes instructions for the supervision aefdréransportation of dangerous
goods in MERCOSUR -documentation, identificatiorthed required vehicles and security
equipment-.

Multi-mode Transportation :

10. D 15/94approves the agreement on international multi-rhbdasportation between

MERCOSUR Member States. It determines the issuamcerequirements of a multi-

modal transportation document by the operator eeittegotiable or not, as well as the
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responsibility of the operator and the forwarderd ahe warnings, claims, actions and
prescriptions in view of any eventuality occurradidg the transportation of the goods. It
establishes the means to settle disputes whicharisg and the necessary requirements to

be come a multi-modal transportation carrier.

TIF/DTA document (application of the Southern Céggeement):

11. R 9/92enforced the TIF/DTA form "TIF international bitf loading / Customs

Circulation Statement - DTA (from Spanish: "Dectaém de Transito Aduanero”)

Driving License (application of the Southern Corgréement):

12. R 37/92, 120/94nd_63/9%pproved the general conditions for the manddtmyrance

on civil responsibility of the owners and/or drigesf land vehicles not registered in the

country they enter during an international journfor, damages caused to transported

individuals or things.

Access to Profession (within the framework of tHeA®1 agreements):

13. R 58/94establishes the general principles to access dineer profession and its
exercise within MERCOSUR.

Multi-mode Transportation Insurance:

14. R 62/97approves the general conditions for the insuraonecivil responsibility of the

operator of multi-mode transportation in MERCOSUWdR,damages to the cargo.

Technical Inspection of Vehicles (applicable ie outhern Cone):

e {Supprimé : resolves

inspections, according to the partial scope agre¢me international land transportation of
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the Southern Cone (ATIT) (from Spanish: "Acuerdabre Transporte International
Terrestre"). The regulation describes in detadl thgularity, inspection methods, defect
classification, safety seals, and states that Aieahinspections shall be carried out by the

Competent Authority according to the internal l&gisn in force in each Member State.

Automotive Passenger Transportation.

16. R 19 and 20/02pprove the Technical regulations of M3 vehidies automotive
passenger transportation (medium and long distanses) and M2 vehicles for remunerated
international public automotive passenger tranggiort by road (medium and long distance

buses).

Transportation/Traffic Safety:

17. R 8/92establishes minimum and uniform regulations applie to international vehicle
traffic within the territory of the Contracting Ris, admitting that each Member State may

maintain provisions not provided for in the Agreemnevhich do not contradict the

provisions established in such Agreement.

Telecommunications:

18. There are a series of Regulations regardinépttmaving aspects:

Interconnection of telecommunications systems irdéidng zones, characteristics
and supply of border links and service tariffs ¢Aigical regulations established in R 42/93
repealed by R 66/9%stablishing provisions on basic telephony pubdicvices in border
zones, which must be taken into account when retijugi with the Administrations and
service providers). General provisions for the, ursgtallation and maintenance of all basic
telephony equipment and data in the integratedrabateas, which the bordering country
wishes to install in the host country (R 45/99)
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» General digital transmission interphase specificetifor the plesiochronus hierarchy
system (PDU) ( Technical regulations establishgdRb43/93 plus the inclusion of R
25/99).

Coordination of the effects of the assignation arsg¢ of generation and TV repeater
stations in channels attributed to the radio braaticg service in the VHF band.
Preparation of lists of assignation to channeksatch Member State. Settlement of disputes
(through direct negotiations and subsidiarily tigle the Asuncién Treaty system)
(agreement approved by R 6)95

» Acknowledgement of radio-communication stationniees to be used by road transport
companies. Administrative procedure to use ratéatric stations within MERCOSUR
and requirements in order for them to operate aatetyu (procedure approved hy R
146/99.

» Procedures for the Coordination between Earth @tatiwithin the countries of
MERCOSUR, before settling a satellite fixed seriegth station reaching the territory of
a Member State operating within shared frequenogea (manual approved by R 64/97,
repealed by R 60/01

Approval of the frequency band types to be used jpgging systems, as well as the
frequency coordination procedure of said systefhsaoow band personal communication
(bi-directional paging); of earth mobile radio-commnication systems which, through one
or more central radio-electric stations allow tacect the mobile stations of the same net
of subscribers or correspondents among themselys@ag automatic multiple access
techniques (“sistemas troncalizados"), as welltlas frequency coordination procedure of
said systems; and of the multichannel multipoighal distribution system (R 68/97, 69/97,
70/97, 71/97, 43/98, 23/99, 24/99, 502

« Band type of allocation of radio-electric channefs maritime mobile service,
coordination zone, channel list, settlement of iiep, correspondence exchange (R 30/98)
» Establishment of an assignation code for emergsecyices, parallel to the existing
codes within each Member State (R 44/99

» Approval of the frequency type and Technical dbods for the use of secondary
radio-frequency itinerant stations in MERCOSUR (B2.
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» Codification of access numbers for the Telecommatita Services Information
Systems with a unified access code for telephemyices within MERCOSUR (R 18/02)

» Approval by R 19/01of general provisions for International Roamingwesen Cellular
Mobile Service Providers within MERCOSUR (supersgdR 65/97)

» Approval of a regulatory framework for Frequency ddtation (FM) sound radio
broadcasting (R 31/01

Capital Market.

General Criterion for Reqgulation:

19. D 8/93 and D 13/94éstablished a simple proposal of a minimum reguiategime in

the internal regulations of each Member State ef ¢hpital market with the object of
reaching an agreement in the future. It definedcthrecepts of "affiliated" and "controlling
corporations”, registration requirements and reg@nts to offer securities for public bids,
information disclosure, shareholders' rights, ratiohs on the transparency of common
investment or collective investment funds, unificat of taxing regulations, stock

exchange regulation, information type and prin@gte the accounting statements.

Basel Requlations for fixing minimum capital levels

20. The regulations and basic principles of theeB&mmittee for Bank Regulation and

supervision practices were established in orddixtminimum capital levels based on risk

assets (D 10/93)

Bank Supervision Principles:

21. Regarding supervision, it was decided to attoptminimum Global Bank Supervision

principles, criteria and parameters internatignedinsolidated (D 12/94
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Criterion for debt classification and risk weiglhin

22. R 1/96binds Member States to adopt for their financigtems, the basic principles
and regulations established by the Internationatafdial Community for debtor
classification and minimum provisions regarding badebts, according to repayment
capacity. It imposed obligations in order to harimmercredit risk fractionalization criteria
and operations with affiliated companies or indiaats, according to the basic regulations

of the International Financial Community.

Basel Reqgulations for Transparency in the Finarigyatems.

23. R 53/00binds the Central Banks of the Member States tpuest the financial
institutions to identify the individuals with whothey contract, demanding "moral" and
patrimonial solvency, verifying information sourcdack of anonymity in operations,
internal audit systems for crime detection, veaifion of compatibility between the amount
of the operation and the kind of activity and resgbility attribution for the
implementation of this resolution regarding hierac personnel of the financial entities.

Likewise, it urges cooperation between Central Bank

24. R 20/01 imposes the Member States to adopt for theirnfird systems the

information transparency rules recommended byBtmel Committee.

Free capital circulation.

Elimination and limits for Tourism purposes

25. R 43/92eliminates limits to the attainment of currencyl draveler's checks related to

tourism and travelling services.

238



Effects of the Agreement on Reciprocal PaymentsGuedlits

26. R 52/92established that the documents with a stated &ising from trade operations

carried out between residents of the Member Statgsbe discounted by the institutions of
any Member State authorized to operate in the éwgeant on Reciprocal Payments and
Credits. The regulation was repealed by R 58/98

Intra-region investments

General Reqgulations with Annex containing excegion

27. D 11/93 approved the Colonia Protocol, which, regardingegsiment matters,
establishes that each party shall promote invedsrigninvestors of the other parties not
less favorably than investments by its own investarthan investments by third countries.
However, each Member State reserved temporary &®ospin certain sectors. Thus,
Argentina will not apply the protocol to real estahatters in border zones; air transport;
naval industry; nuclear plants; uranium mining;uirsce and fisheries. Brazil will not
apply the protocol to mineral exploration and ekgkion; hydraulic energy exploitation;
health care; sounds and images sound radio brdadgaservices and other
telecommunication services; acquisition or leakeucal property; participation in the
financial intermediation system, insurance, seguwitd capitalization; building, ownership
and coasting and inland navigation; governmentimses. Argentina and Brazil reserved
the right to temporary maintain their own requiremtseregarding the automotive sector.
Paraguay will not apply the protocol to real estaiatters in border zones; social
communication media: printed material, radio anttvieion; air, maritime and land
transport; electricity, water and telephone; explodin of hydrocarbons and strategic
minerals; imports and refining of oil-derived pratlu and postal service. Uruguay in
matter regarding electricity; hydrocarbons; basietrgchemicals; atomic energy;
exploitation of strategic minerals; financial intexdiation; trains; telecommunications,

radio broadcasting; press and audiovisual media.
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The protocol follows the approach of bilateral agnents on investments. It regulates fair
and equitable treatment, legal protection -res@rpireferences or privileges resulting from
international agreements on tax matters-, guarasftycompensation in case of
expropriation, freedom of profit transfers, subtiga of the exercise of an investor's rights
in the territory of a Member State in case anoMember State or one of its agencies pays
an insurance or guaranty to said investor. Reggrtfie settlement of disputes between the
Contracting Parties, it refers to the procedurembiished by the Brasilia Protocol.
However, should a dispute exist between an investa the Party to the Contract
Receiving the Investment, it establishes that slispute shall be settled through amiable
advice or, in a subsidiary way and at the invésidhioice, before the competent courts of
the Contracting Party within the territory of whitife investment was made; or that ir shall
be submitted to international arbitration, or te ffermanent settlement of disputes system

with individuals eventually established in the feamork of the Asuncién Treaty.

Extra-region investments

General Regulations

28. D 11/94approves the protocol for the promotion and piidecof investments from
states not belonging to MERCOSUR. In said protogi@mber States bound themselves to
treat the investments by investors from Third $tatet more favorably than the one
established in said Protocol. Therefore, its castaim at limiting the favorable treatment
to be provided, to extra-region investments withoytosing any obligations whatsoever to
agree upon a certain favorable treatment standefihout prejudice to the foregoing, its
provisions are written as if it were mandatory tmyide a certain level of favorable
treatment.

It regulates the same aspects regulated in the n@ol@rotocol, but regarding the
investments of third states. That is to say: &id equitable treatment, freedom for each
Member State to promote that investments, includitiggatment not less favorable than the
one given to national or MERCOSUR investments,tadake any expropriation measures

without compensations, freedom to transfer profigsibrogation, the same dispute
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settlement system -except that, when there areuttispbetween the Member State in
question and a third state, such disputes shalieltided in the first place by diplomatic
means and in the second place by internationairafioin.

The Member States bound themselves to exchangeriafmn on future negotiations and
on negotiations being carried out regarding inwestt reciprocal promotion and protection
with Third States.

Social Security Provisions

29. D 19/97approves the agreement on MERCOSUR Social Secufstych agreement
establishes that the Social Security rights shalhéknowledged to workers who render or
have rendered services in any Member State, thkrsoatedging them, and their families
or relatives, the same rights and subjecting thenthe same obligations to which the
nationals of such Member States are subjecteddiegpihose specifically mentioned in the
Agreement. The Agreement also applies to workEesp other nationality residing within
the territory of one of the Member States, provitlezly render or have rendered services in
said Member States. Although it is established tharkers shall be subjected to the
legislation of the Member State within the termtaf which they develop their working

activities, the following exceptions are provided: f

a) Workers of companies with headquarters in one ®Member States, who carry on
professional, research, scientific, Technical anaging tasks, or the like, and who
are transferred to render services within the ttawri of another Member State
during a limited term, shall continue to be sul@dcto the legislation of the
Member State of origin until a twelve-year term,iethmay be extended under
exceptional circumstances, by previous and expoessent of the Competent
Authority of the other Member State.

b) Flight personnel of air transport companies anffitcr@ersonnel of land transport
companies shall continue exclusively subjectedht legislation of the Member

State within the territory of which the corresporgicompany has its headquarters.
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¢) Members of the crew of a vessel under the flagnaf of the Member States shall
remain subjected to the legislation of said StatAny other worker who is
employed for vessel loading and unloading, repait aurveillance tasks in port
shall be subjected to the legislation of the Men®tate under the jurisdiction of the
vessel's location. Members of the diplomatic amhsalar and international
organizations agencies shall be regulated accorttinpe applicable legislation,
treaties and conventions. It is established thakers temporarily transferred to the
territory of another Member State, as well as rtHi@inilies and relatives, shall
receive health services, provided the ManagemetityEof the State of origin thus
authorizes it. Insurance terms or quoting and pioms, applicable to personal

capitalization retirement and pension regimes, vestablished.

A.4. Taxes

Indirect Taxes: None

Direct Taxes:None

A.5.- Standards for goods and production methods

General:

1. R 38/98approved that the MERCOSUR Technical Regulatibeseinafter RTM (from
Spanish: Reglamentos Técnicos del MERCOSUR) apprdwy a Resolution of the
Common Market Group shall be applied within theitery of the Member States to trade

activities carried out between them and to exttaareimports.
2. D 58/00 (WTO Agreement on TBTs ( Technical Barriers to depn adopted the

Agreement on Technical Barriers of the World Tra@eganization as regulatory

framework for the application of Technical ruleBgchnical regulations and procedures.
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Measures and Metrology:

3. The following acts, aimed at harmonizing theidiegion of the Member States and
facilitate the trading of goods, regulate variouspexts regarding the Metrological

Adaptation:

- Values and tolerance of contents of pre-measugsinial products (D 4/92

- General use length measures must comply with nogficdl and Technical regulations
(R 53/92repealed by R 51/99RTM general use length measures-)

- Documentation of the corresponding applications tloe approval of models of
measuring instruments, functional groups, suppléargmevices ( R 57/9p

- Pre-conditioned goods control (R 13/93)

- Gauge certificate (R 15/93

- Sampling and tolerance of pre-measured produc8l (&)

- Net weight of meat products (R 13)95

- Empty spaces in rigid opaque packing (R 93/94

- Net contents. Products with prizes (R 94/94

- Verification procedure for net contents of soa2@R7)

- RTM on sampling procedure and tolerance of produietded by length units and
number of units_ (R 27/97

- RTM on general criteria of legal metrology (R 5197

- RTM on sampling and tolerance of pre-measured mtdtraded in mass units of
unequal nominal value (R 26/P9

- RTM on control of pre-measured products traded @&ssmand volume units, being the
nominal contents of lots of 5 to 49 units at thenpmof sale (R 58/99

- RTM on methodology to determine the dry weight {#0D)

- RTM on taxis (R 15/01

- RTM on determination of the net weight in fishegllosks and glazed crustaceans (R
8/02)
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- RTM on quantitative verification of wheat flour @02).

- Phytosanitary Regulations

3. Phytosanitary and sanitary agreement (D ,6@®3ealed by D 6/96 WTO agreement on

the application of sanitary and phytosanitary messst)

4. The following acts tend to establish standamdgatilitate the commercialization of
goods in the region. They adopt certain standasgs pre-established by the international

organizations such as FAO and WHO.

- Phytosanitary certificate. Extension of the phytusaty certificate to exports to third
countries and re-exportation phytosanitary cegtic Certification and verification regime
at origin/destination points, (R 44/92; R 33/@8pealed by R 49/96wood barking -); R
30/93; R 70/94: R 2/96epealed by R 34/02

- Criteria and guidelines for the elaboration of misgnitary certification standards (R

44/96,repealed by R 1/08criteria and guideline standard for the elaboratif standards
for production systems of certified propagation enats).

- General and specific principles for plant quaran{iR 61/92.

- Regulations of the FAO/WHO food Codex on pesticidsidues for trade of
agricultural products (R 62/9Zepealed by R 14/95 pesticide residues im natura
agricultural food products)

- Phytosanitary principles for international circidatof plant products ( R 34/93)

- Quarantine requirements (R 55/93

- Area free of contagious diseases (R 56/93

- Pesticide residues in naturaagricultural products and pesticide residues ufipets
(R 23/94; R 74/94)
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- Incorporation of Phytosanitary list.— Committee Blant Health of the Southern Cone
(COSAVE, from Spanish: "Comité de Sanidad Vegetll @ono Sur") and FAO -_(R
59/94 as amended by R 32/G@jlossary on phytosanitary terminology- and R 2/@9
amended by R 54/04plague risk analysis - and R 55/8fequirements for determining
areas free of plague -)

- Derogation of standard 7.1 “accreditation phytosawi diagnosis laboratories” (R

75/99
- Harmonization of essay periods at cultivar fieldd aegistration of cultivars. (R 61/94;
R 47/96)

- Technical requirements for evaluating active satsés and agrochemical formulated
products for MERCOSUR (R 73/%4

- Lists of plant products (R 118/94

- Plague characterization quality criteria ( R 43/@pealed by R 2/0p

- Standard for accreditation, authorization, operatiospection, audit and reference tests
of seed analysis laboratories (R 60/ amended by

R 69/98; R 53/01: R 29/00

- Harmonized sanitary excise stamps (Dir. 1y/97

- Regulations on trade of inoculates (R 28/98

- Requirements regarding free circulation of phytdsay products in present integration

stage. (R 48/96construed by R 149/96
- Registration procedure for the free circulation aftive substances and/or its

formulations of phytosanitary products; second disfree trade active substances and its
formulations, between MERCOSUR Member States; thsdof free circulation active
substances and its formulations, between MERCOSigmr States ( R 87/96;R 156/96;
R 71/99

- Standard 3.7A intensity of phytosanitary measures plague kind. Standard 3.7

harmonization of phytosanitary measures, sub-stdn8a/A intensity of phytosanitary
measures and sub-standard 3.7B quarantine treafRéit96; R 88/96

- Sub-standards of general and specific phytosanitaquirements for allium, allium

strain, garlic, pepper, tomato, tobacco, caulifloveeinflower, lollium, lotus, alfalfa, beans,

sorghum, clover, peach, grapevine, pine applegeoffnelon, strawberry, soy, cotton, rice,
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cocoa, corn, potato, pea, apple tneears wheat, barley, rye, oat, avocado tree, damson,
plumb, cherry tree (from R 89/9% R 113/96and from_R 60/980 R 68/98and from_R
67/99 to R 70/99; R 30/00; R 31/00 These regulations simply compile, without

harmonizing, the national regulations applicableebch Member State and describes the

different applicable requirements and conditionsdach of the Member States regarding
the above mentioned food categories.

- Technical Regulation for the registration of antirabial compositions for use in
veterinary medicine. (R 3/97

- RTM on production and control of vaccines, antigand dilutants for poultry farming.
(R4/97

- Health provisions and zoohealth certificate of ®girfor exchange between Member
States of MERCOSUR (R 19/p7

- Health provisions for region determination of conmswine pest in MERCOSUR_(R
20/97)

- Conditions to be met by units authorized for animalrantine in the origin or
destination country (R 21/97

- Zoosanitary requirements for the importation ofnaals, semen, embryos and fertile
eggs from third countries (R 17/08

- RTM on glossary on terminology and definitions eterinarian medication residues (R
45/98

- RTM on sample methods for controlling veterinarimedication residues in animal
food (R 46/98

-  MERCOSUR standard of seed terminology (R 70/98311R9,

- Requirements for accreditation/authorization of gk of seed lots (R 72/99

- Phytosanitary standard to identify regulated noargntine plagues and establish their
phytosanitary requirements (R 74Y99

- Code of conduct for importation and liberalizatimnbiological control external agents
(R78/00,

- Guidelines for the notification of the compliancéhwemergency actions. Regulated by

FAO (R 11/03.

246



Animal Health:

5. The following procedures seek to eliminate ragjah differences of Member States by
the approval of MERCOSUR  Technical Regulations, RI®SUR forms and

Regulations, on the following subjects:

- Definition of veterinarian products. Regulation nrawork. Validation system
regulation, regulation framework of veterinarianoguicts. Registration of veterinary
products. Supplementary regulation of the reguwafeeimework of veterinary products.
(R11/93; R 29/93; R 44/93; R 39/96; R 40/96

- Quarantine plague (R 66/98peals R 60/92)

‘ e {Supprimé : supersede

- Health regulations for importing animal productef&ence form on animal, semen,
embryos and fertile eggs of national birds, areheres external diseases are registered.
Health regulations for domestic canines and felfin@® third countries_(R 67/93epealed

by R 17/98; R 3/96epealed by R 52/01: R 5/p6

- Criteria on priority for controlling active compodmesidues of veterinary medication

in animal products. Criteria on changes of analytiethods for determining active
compounds residues of veterinary medication in ahipnoducts. Upper limits of active
compound residues of veterinary medication in ahimaducts. RTM on analytic
methodologies, admissible daily consumption andeupimits of residues of veterinary
medication in animal food. (R 53/94; R 57/94; R9Gfepealed by R 54/00

- Health regulations and zoohealth certificate forgioeal exchange of ovine.

Requirements and zoohealth certificates for exchasfgovine between Member States.
Health regulations and zoohealth certificate fowibes, caprine, bovine and bubaline
embryos, bovine and bubaline semen banks, equié6/04 repealed by R 51/0from R
64/94t0 R69/94).

- Reference laboratory and MERCOSUR alternative lkatooy requirements and

regulations for animal disease diagnosis. (R 78/897/00

- RTM on registration of anti-parasite products fetarinary application. (R 76/96
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- RTM on vaccine control against symptomatic carbenchaseous gangrene,
interotoxemia and tetanus, inactive or frozen fasprvation. (R 77/96

- Health regulations on exchange of domestic carandsfelines (R 4/96)

- Health regulations for animal circulation in circehows. Equine health passport.
Health regulations for equine circulation througkighboring borders. Health regulations
for importing and exporting bovines and bubalinesaeen Member States. Regulations
for animal circulation through the territory of onEthe Member State or between Member
States according to the epidemiology conditionthefregions and countries of origin and
destiny ( R 6/96; R 8/96; R 7/96; R 9/96pealed by R 50/96; R 16/06

- Regulatory framework for treating animal geneti€bavines, caprines, ovine, equines
and swines in MERCOSUR (R 46)96

- Hygiene and health safety regulations for the aightion of establishments for bird
breeding and incubation plants for exchange (R6)0/9

Food and Packaged Food:

6. The following acts establish, through TechniRabulations, common standards for the
identification of food and packing for food prodsi@t the region and seek to harmonize the

legislation in force in the Member States:

- Labeling of packaged food. Mandatory description food labels. Labeling of
packaged food. Declaration of ingredients in paekiafpod labels. Nutritional labels in
packaged food (R 10/9tepealed by R 17/92 and R 36/93; R 72/97; R;GR9218/94

- General criteria for packing and food equipmentontact with food. RTM on packing

and elastometric equipment suitable for being imtact with food. Essay on full migration
of cellulose packing and equipment. RTM on regeteeraellulose films suitable for being
in contact with food. Plastic packing and equipmaiitable for being in contact with food
and simulators. Plastic wrappings and equipmertalsiei for being in contact with food.
Glass and ceramic packing and equipment suitablbdimg in contact with food. General
provisions on plastic packing and equipment in aoniith food. Exchangeable plastic

packing suitable for being in contact with carbedabhon alcoholic beverages. Provisions
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on metallic packing and equipment in contact witbd. List of polymers and resins for
plastic packing and equipment in contact with foo®RTM on lists of packing and
equipment components in contact with food. RTM itm fnaking compositions based on
polymers and/or resins suitable for coating fooodpicts. RTM on paraffin in contact with
food. RTM on synthetic regenerated cellulose pagkincontact with food. Determination
of residual tyrene monomer. List of polymers arglne for plastic packing and equipment
in contact with food. RTM on list of cellulose paulf and equipment in contact with food.
RTM on reference analytic methodologies for insppectof packing and equipment in
contact with food. Cellulose packing and equipniermontact with food. RTM on adhesive
substances suitable for being in contact with fd&d3/92; R 54/97; R 12/95; R 55/97; R
30/92,as amended by 32/97; R 36/92; R 55/92; R 56/926R31 R 27/93; R 30/99; R
5/95; R 31/99; R 55/99; R 67/00; R 68/00;88/93,as amended by R 14/97; R 87/93
extended by R 34/93nd updated by R 52/97, R 11/99, R 13/99, R 29@ 52/00; R
56/97; R 32/99; R 19/94s amended by R 35/97 and R 20/00; 27/99.)

- RTM on control of pre-measured products traded assnand volume units of equal
nominal contents, of lots of 5 to 49 units at tkefs of sale (R 28/99)

- Net content typification in packed food. (R 18/92

- Determination of total migration of plastic matésign olive oil as lipid simulator (R
10/95),

- Extension on the use of N-heptane as lipid foodukitor in plastic packing and
equipment migration essays (R 33/97

- Definition of ingredient, polluting manufacturingpadjuvant food additive and basic

principles for it uso. Food additives and techgglooadjuvant. Harmonized general list of
additives. Inclusion of additives and modificatidiesthe list. Aromatizing and flavoring

additives. List of food additives. Transfer of foadditives. RTM on the incorporation of
food additives to be used according to manufaogugaood practices. RTM on attribution
and assignation of additives to certain kinds afdfgroducts, their functions and limits.
RTM on criteria to establish the functions of addis and their maximum concentrations
for all food categories. Additive description irstliof ingredients. Additives for plastic

materials. (R 31/92; R 17/98s amended by R 73/93; R 18/93; R 19/43amended by R

38/01and R 37/97; R 104/94; R 28/96; R 140/96; R 4688393, 84/93, 55/94, 101/94ll

249



as amended by R 38/01; R 105/94; R 86/96; R 14RBI#)/97; R 73/97; R 74/97; R 52/98
from R 53/98to R 56/98; R 16/00; R 51/00; R 21/94; R 95/84 amended by R 36/97; R
53/97; R 9/99, 10/99, 12/99, 14/l repealed by R 50/01

- Determination of liquid contents of mayonnaise @298)

- Determination of specific migration of ethylengly@mnd diethylenglycol- (R 11/95, as
amended by R 15/97

- RTM on Multi-layer Pet packing —disposable- suigalhdr packing for non alcoholic
carbonated beverages (R 25/99

- Harmonized general list of coloring agents (R 1483amended by 83/07)

- RTM on incorporation of Gellian rubber R 144)y96

- Microbiological patterns for food (R 59/93)

- List of botanical species. Equivalencies in the aheimation of botanical seeds.
MERCOSUR bulletin on seed lots analysis. (R 85/R315/98 repealed by R 77/00; R
16/98

- Determination of residual vinyl chloride monomer4R/93 as amended by R 13)97

- Maximum tolerance limits for inorganic pollutingexgs (R 102/94as amended by R
35/99

- Modified starch (R 106/94

- RTM on hygiene and health conditions and manufatgugood practices for food
manufacturing/industrializing establishments (RO8)/

- RTM on recycled cellulose material (R 5299

- RTM on brewery products (R 14/01

- RTM on aflotoxines maximum limits (R 56/94)

- Provisions on the codification of vegetables anahplproducts to be exchanged (R
57/01)

- RTM on labeling of packed food (D 21/02)

- RTM on maximum limits of aflotoxines in milk, pearnand corn (D 25/02)
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Dairy products:

Microbiological requirements for cheese (R 69/93
Powered milk (R 31/93epealed by R 84/96)

Milk fat (R 72/93)

Wines and Alcoholic Beverages:

8.

- Definitions of alcoholic beverages. Distillation aimple alcohol. MERCOSUR
regulation for grape-growing and wine-making pradu(R 20/94; R 77/94; R 7/02; R
143/96; R45/96,as amended by R 12/02

Identity and Quality :

9. The following acts regulate and harmonize by Riié national regulations of the
Member States regarding the identity and qualityceftain products for the purpose of
facilitating its commercialization. Concerning timeorporation of said acts to the national
regulations of each Member State, the competenthriieal bodies of each State are

entrusted with the enforcement of the respectivéRT

- R 70/93(butter)

- R 72/93(milk fat)

- R 74/93; R 100/94onions)

- R 71/93(milk cream)

- R 15/94 repealed by R 56/99epealed by B9/99(honey).

- R 16/94(nutritional caseinates).

- R 40/94(fresh fish)

- R 41/94 repealed by R 98/9%arlic).
- R 43/94(casein)
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- R 78/94; R 135/96; R 76/94AT milk type).

- R 79/94; R 1/97; R 29/96; R 30/96; R 31/96; R 32/R634/96; R 42/96; R 81/96; R
82/96; R 83/96; R 78/9@heeses)

- R 80/94(liquid milk)

- R 63/94(milk anhydrate fat)

- R 99/94(tomato)

- R 85/96(strawberry)

- R 117/96(apple)

- R 118/96(pear)

- R142/96(pickle)

- R5/97(rice)

- R 47/97(fermented milk)

- R 48/97(blue cheese)

- R 145/96; R 44/98'minas" fresh cheese)

- R 136/96(powder cheese)

- R 137/96(milk sweet cream (from Spanish: "dulce de leche")
- R 14/96(Uh7 cheese)

- R82/93; R 138/96 y R 31/9B:pealed by R 84/9¢powder milk)

Motor vehicles:

10. The following acts, through harmonized Techhiegulations and RTM, coordinate
and harmonize the region regulation standardsdiitéde and enable automobile or auto
parts trade. Likewise, they determine the requir@sjecommon security regulations and

guality of automobiles and auto parts.

- Security, noise and emissions requirements forclehi (R 9/91; R 6/92epealed by R

48/98)
- Tyres, bushes and valves (R 65/92)
- Safety glasses (R 26/p3
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Reflective surfaces (R 29/9%pealed by 49/98

Seat supports (R 26/94

Installation and use of security belts (R 273/94

Key locks and hinges of side doors (R 28/94

Reflective surfaces (R 29/94

Windshield wipers systems (R 30§94

Gas tank (R 31/94

Rear view mirrors (R 32/94

Direction control system, energy absorber systethaperative requirements (R 33)94

Direction control system displacement and methoddsting collision against barriers

(R 34/99

Classification of vehicles (R 35/94

Reference fuel (R 36/94

RTM on triangular beacon (R 37/9%pealed by R 37/01
Mandatory equipment (R 38/p4

RTM on maximum limits for the emission of pollutigasses and noise levels for

motor vehicles._(fronR 84/94to 86/94repealed by R 128/96

Braking system_(R 82/94

Light system (R 83/94

Vehicle identification and vehicle identificatioicénse plate (R 87/94:; R 88)94
Vehicle homologation (R 89/94

RTM on polluting emissions for Otto cycle heavy protehicles(R 29/97; R 1/99
Technical regulation on material flammability. 88/01)

RTM on detecting H point (R 40/p1

RTM on vehicle hood catch_(R 41/91

RTM on electrically operated windows (R 42Y01

RTM on windscreen wipers (R 43/01

RTM on identification of manual commands, rear iggand indicators (R 44/91
RTM on back fender of cargo vehicles (R 23/02

RTM on identification of commands on manual andaudtic gear shift (R 24/02)
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- RTM on specifications of reference diesel fuel éssays on outlet gas emissions (R

32/02)

General packing:

11. The following acts seek the harmonization ef tlational legislation of Member States
regarding industrialized packed products, in ortterfacilitate their trade and establish

common region standards.

- Indication of the nominal amount of product @ned for pre-measured products (R
41/92

- Trading of packed industrialized products ( R 58/92

- Packing of pre-measured products (R 12/93

- RTM on net contents of pre-measured industrializegtiucts (R 35/93, repealed By
18/07)

- Packing (R 48/98

- Net content of pre-measured products (R 60/93

- Empty spaces in rigid opaque packing (R 93/94

- Quantitative indication of the product “Hygienicepmeasured pads” (R 19)00

Medicines, Cosmetics, Medical and Pharmaceutical apections:

12. The following acts define the products to l@léd, harmonizing national regulations

through RTM, for the purpose of unifying proceduaesl requirements in the region:

- Appropriate practices for manufacturing and sugsing quality of medications_(R

4/92)
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- Guide for the inspection of pharmaceutical induststablishments. Guide for the
inspection of pharmaceutical and chemical industfi¢ 59/92; R 92/93R 66/92,repealed
by R 6/93

- Authorization for the operation of pharmaceutiaad @hemical industries (R 88/93

- Large parenteral solutions ( R 52/%R157/96

- RTM on production and quality of plasmatic bloodidatives (R 96/94repealed by R
33/99

- Manufacturing and control good practices for thegibge, cosmetics and perfume

industry establishments. Medical products manufaajupractices. Good practices for the
manufacturing and control of medications. RTM omifi@ation of the compliance with
good practices on the manufacturing of medical petal (R 92/94; R 4/95; R 61/00; R
131/99

- Definition of cosmetic products (R 110)94

- Listing of authorized UV filter (R 15/9%¢pealed by R 12/96

- Requirements for the registration of pharmacy potslvegistered and manufactured in

the producer Member State, requirements for registr of cosmetic products in
MERCOSUR, UV filter listing, preserving agentstilig, listing of forbidden substances
and preserving agents. Listing of authorized colprgents and UV filters (R 16/9%om

R 23/95to R 28/95, extended by R 28/97 and updated bigR, R 5/99, R 6/99, R 7/99, R
8/99, R 71/00, R 72/00; R 39/p7

- Guide on manufacturing pharmaceutical and cherpicaducts (R 13/96

- Verification of manufacturing and control practices the pharmaceutical industry
establishments (R 14/96

- Companies owning registrations, listing of requidetumentation for the registration
of pharmaceutical products, stability of pharmawalifproducts, validity and cancellation
of registers and glossary. (from R 5118R 55/96)

- Inspection and procedures regime applied to thenpdigeutical and chemical industry.
(R23/99

- Alterations to the operation authorization of comipa applying for the registration of
pharmaceutical products (R 132Y96

- Inspection regime for medical products manufacticerimporters. (R 31/97
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- RTM on operation authorization of companies martufieg or importing medical
products (R 21/98)

- RTM on disposable sterile hypodermic needles (R0/

- Microbiological control parameters for personal ieyg, cosmetic and perfume
products ( R 51/98

- RTM on security and efficiency requirements for isatproducts (R 72/98)

- Joint re-inspections in MERCOSUR in companies mactufing pharmaceutical

products (R 34/99
- RTM on specific labeling for personal hygiene, cetim and perfume products (R

36/99 )

- RTM on control and inspection of narcotics and psjympic substances at duty free
zones and special customs areas (R 3y/99

- RTM on lists of controlled narcotics and psychotcogubstances (R 38/99

- RTM on drug combinations containing anorexigensmadications and magistral
preparations_(R 39/99

- Use of reimbursement systems for purchasing arohgalarcotics and psychotropic
substances (R 46/99

- Sample distribution for professionals and adventiset of medications containing
narcotics or psychotropic substances (R 57/99)

- Mandatory communication to the Member States of IMESUR in the event of
withdrawing medications from the market (R 78J99

- Mandatory manufacturing and control self inspedi¢R 79/99

- RTM on mercury glass clinic thermometers (R 18f@pgealed by R 17/01

- RTM on net contents control for quantitative dgstioh of cosmetic products and
toiletry products traded in nominal amounts of 5G ML at 20G or ML. RTM on
guantitative description of cosmetics (R 49/00,0R0B)

- Authorization for entrance and exit of medicatiomentaining narcotics and
psychotropic substances for patients in trans@ipdetion of entrance and exit of narcotics
and psychotropic substances for special purpos€2/® repealed by R 74/00; R 66)00

- Inclusion, exclusion and alteration criteria fobstance concentration (R 133/96)

- Cosmetic products manufacturing (R 66/96
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- Procedure assessment system for the pharnizadeartd chemical industries (R 22/96

Medical Products:

13. The following acts define products of medicadeuin the region for their

commercialization and harmonize national regulatitimough RTM:

- Male latex condom, essential requirements. (R 29936/96 repealed by R 75/00
- Verification of the compliance with manufacturinghda control regulations of
establishments of products for “in vitro” diagnoslaspection regime for intra-region

industry of products for “in vitro” diagnosis. (RB®6; R 09/01)

- Harmonized registration of medical products (R 87/8pealed by R 40/00
- Good practices of manufacturing and control forgegds for “in vitro” diagnosis (R

65/96)
- Intra-region registration of products for “in vitrdiagnosis (R 79/96

Domisanitary products and production:

14. By the following acts RTM were adopted to unifgquirements in the region
facilitating trade and accelerating integrationameiing these products and its production.
- Domisanitary companies registration (R 24/863/99)

- Domisanitary products registration (R 25/96; R 35/ 56/00)

- Domisanitary definitions and glossary (R 26/96

- Text of domisanitary labels (R 27/96

- Regulations for verifying BPFs and Cs for domisaitindustries. RTM on BPFs and

Cs for domisanitary product industries (R 56/9&0R97 repealed by R 23/Q1

- RTM for domisanitary products based on hypochlonitgh additives (R 46/97,
repealed by R 57/98

- RTM for domisanitary disinfecting products (R 499
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Textiles:

15. There only exists one harmonization of natigegulations through the MERCOSUR
Technical Regulations on labeling of textile progud 9/00)

Coloring agents:

16. The following regulations harmonize definitiook coloring agents in food products

allowed in regional trade:

General harmonized list of coloring agents (R 14/R®35/93)

Plastic coloring agents (R 28/93

RTM on the inclusion of coloring agents INS 122AZORNA (R _139/96)
Assignation of group 3 additives to eatable icewors (R 38/9).

Other products: Notebooks, toys, filter cooking papr, paper for domestic use and

coating ceramic plates.

17. This acts establish, through RTM, common stadslaand definitions of several

products to be commercialized within the regiorthsir name

Aerosol contents (R 80/93; R 54/94)

Indication of page numbering on notebooks (R 22/94)
Toys safety (R 54/92)

RTM on filter paper for cooking and hot filtratigR 47/98)

RTM on description of nominal contents of tissupkias, towels and handkerchiefs (R

2/01)

RTM on quantitative control of ceramic plates foatings (R 16/01)
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B) OTHER ASPECTS OF THE INTEGRATION PROCESS

B.1- Macroeconomic coordination:

1. D 30/00decided to advance towards common objectives ioreeaonomic areas and
financial services. On this grounds, it imposedNtieister of Economics and Presidents of
Central Banks to put into place the necessary méanshe fulfilling of that aim, by
elaborating harmonized statistics based on a conmethodology, publishing on a regular
basis tax and expenditure indicators —allowingd thase countries which could not adopt
the agreed methodological basis upon on the mesdioiate, should do so progressively-;
guidelines on fiscal position, debt and prices wase agreed, as well as the corresponding
convergence process-. The decision also envisaggedassessment and comparative
analysis of the regulations in force regarding riitial and capital market, including the

payment systems between countries, for the purpmissdvancing on market's integration.

B.2- Circulation of persons:

1. A number of aspects related to the validitydafntification documents of each Member
State for the circulation within MERCOSUR have beegulated: details about valid
documents, entrance and exit card specimen, creatioconsulting centers regarding
MERCOSUR documents. (R 44/9%pealed by R 63/96epealed by R 75/96; R 2/95; R
58/96; R 59/96,repealed by R 74/96)

2. D 44/00 approved the agreement on translation exemptimnsadministrative

documents for immigration purposes between MERCOS®IdRber States.

1. D 48/00approved an agreement for the exemption of vieasifculation of nationél[/w ,':,':;ﬁ,'; forme : Puces et

citizens of Member States. However, said agreemelytapplies to artists, professors,
scientists, sportsmen, journalists, professionald apecialized technicians. Said
agreement does not apply to freelancers, or wonkeder contract remunerated in the

country they enter. It was agreed that such prifeals could access the territory of the
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other Member States without visa, on several oooasifor stays of up to (90)
consecutive days, that may be extended to an emuadd, with a maximum limit of

(180) days per year.

4. D 12/91established that as of January 1st, 1992, the MERIR Member States should
establish, at ports and airports, due to theiriratgonal traffic, differentiated channels for
the exclusive attention of native passengers, ahfcitizens and permanent residents,

national citizens of Member States.

5. D 46/00 established the installation of privédgentrance channels at airports for
MERCOSUR citizens.

B.3- Procedures in commercial borders:

1. Dir. 3/95 approved an entrance and exit form.

2. Dir. 6/00approved a regulation model for the Integratedtf@brCargo Area for each
integrated control area to have its own regulatidoased on this model, with the
corresponding adjustments and adaptations. Basdtii®ndea, it requlated a model for

basic procedures to control the exit of individuédansportation means and commodities.

3. D 5/93(as amended by D 4/P@pproved the Recife Agreement for the applicatbn
integrated controls on borders of MERCOSUR coustréad trade facilitation. This
agreement establishes definitions of control, bgroltegrated control, bordering country,
liberation and facilities. It encompasses the gainprovisions to be considered when
establishing controls. It imposes the control gidson and specifies the coordinated duties
of the officers of each member country. Likewigeregulates the collection of taxes, fees
and other duties. It establishes the rights artabslwf officers and offenses and breaches

by officers in the border Integrated Control Areas
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5. D 5/00approved the First Protocol Additional to the Recigreement, establishing

provisions related to customs control, regulatihg entry and exit of commodities and
means of transportation. Likewise, it regulatednatign control, establishing the criteria to
regulate the entrance and exit of individuals basethe Border Integrated Control.

It also regulated phytosanitary controls, stipulgtthe types of phytosanitary controls at
the entrance, the phytosanitary inspections angtbeedure to be carried out by officers.
In relation to zoosanitary controls, it establishieel kinds of animals subject to control, the
control procedure, the types of control, certiffisaand documentation required for animal

transportation. Likewise, it regulated transpoatattontrols.

6. D 2/99(as amended by D 11/2$proves a Program on measures to simplify opersti

regarding Foreign and Border Trade Proceedings.

7. R 2/91regulates Border Integrated Control.

8. R 3/91approved the permanent operation of customs.

9. R 4/91established a Common Cargo Form

10. R 6/91establishes that the seals granted in each dfl#meber States shall be deemed
valid by the customs offices of the other Membexté&k for the purposes of international
customs circulation operations.

11. R 1/92established that the integrated controls in bardd#rould become effective

1/1/93

B.4- Police and Judicial Coordination

1.- D 5/92 &s amended by D 7/02pproved the Protocol on Jurisdictional Coopenatind

Assistance in Civil, Commercial, Labour and Admird§ve matters, establishing equal
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treatment to citizens and permanent residents efafrthe Member States and regulating
several aspects related to the cooperation in dlities and evidence and to the
acknowledgement and execution of judicial decisiand arbitration awards. It establishes
that public instruments issued by one Member Sth#d have the same evidentiary weight
than its own public instruments and it imposes dh¢horities of the Member States to

provide the necessary information regarding fordggn

2. D 1/94 approved the Buenos Aires Protocol on Internatidnaisdiction in Contract
Matters, to be applied to the international litiggo jurisdiction related to civil or
commercial international contracts between indigiduand legal entities domiciled and/or
with place of business in different Member Statbshe Asuncion Treaty or in the event
that at least one of the parties to the contradbigiciled or has a place of business in one
Member State of the Asuncién Treaty and if an agere on the election of a forum in
favor of one judge of one Member State has beentgglaand there is a reasonable
connection under the regulations of the Protocghréing jurisdiction. Said protocol did
not apply to the following: legal transactions betn debtors and their creditors, family
rights agreements and inheritance proceedingsalssecurity contracts, administrative
contracts, work contracts, consumer sales conttaahsportation contracts, insurance
contracts and rights pertaining to tangible propert

It regulated the election of jurisdiction, subsigliajurisdiction and counterclaims.
Consultations and settlement of disputes regardliregapplication of the Protocol (by
diplomatic means and subsidiarily, according to Eigpute Settlement System provided

for in the Asuncién Treaty)

3. D 27/94approved the Protocol on Precautionary Measurethépurposes of regulating
the compliance before the authorities of the MembBé&ates, with the precautionary
measures decreed by the Judges or Courts of tiee Btbmber States with international
competence, adopting the necessary provisions rdiogoto laws of the place where the
property or individuals subject to the measure lamated or reside. It establishes the

applicable law, it regulates the procedures forrgpiest, the duty to inform, transmit and
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diligence, requirements of the required documeppdying for the precautionary measure,
and the application of the Dispute Settlement 3ysie 987 approved the supplementary

Agreement to said agreement.

4. D 1/96 (plus the list of errors in_ D 6/97approved the San Luis Protocol on Civil

Responsibility Arising from Traffic Accidents betee the Member States of
MERCOSUR. Civil responsibility for traffic accidenis regulated by the internal law of
the Member State within the territory of which thecident took place, except when

accidents involve individuals domiciled abroad.

5. D 2/96 approved the Protocol on Reciprocal Legal Advice Griminal Matters,

regulating the scope of the advice, central andpetent authorities to request it, the denial
of advice, the layout and contents of the requegtlicable law (of the requesting State),
the transactions, means of assistance, transfadividuals subject to criminal procedures,

safe conduct passes, precautionary measures dlethesit of disputes.

6. D 10/96 approved the Santa Maria Protocol on Internatichaisdiction regarding
Consumer Relations arising from consumer contréintlsng suppliers and consumers
domiciled at different Member States of the Asuncifreaty or domiciled at the same
Member State if the supply that characterizes #lationship between suppliers and
consumers takes place in a different Member Stte. supplier-consumer relationships
arising from transport contracts are excluded.skalglishes that in complaints filed by
consumers related to supplier-consumer relatiosshipe judges or courts of the State
within the territory of which said consumer is deildd shall have international
jurisdiction, while the supplier of goods or seegamay sue the consumer before the judge
or court of his jurisdiction. It establishes altatime solutions regarding jurisdiction. It
regulates the case of plurality of complaints ardtbrial validity of the judicial decisions.

It regulates indirect transactions and jurisdictibisputes between Member States related
to the application, interpretation or non-complianaf the Protocol provisions shall be

settled by direct diplomatic negotiations and sdibdsily, by the Dispute Settlement System
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in force between the Member States of the Asund@id@aty. At the same time there is a

regulation on counterclaims.

7. D 3/98 approved the MERCOSUR Agreement on Internationgbitiation as an

alternative means of the private sector to seitlpudes, with the including requirements:

a)

b)

c)
d)
e)
f)
9)

Disputes must arise form international commercetracts between private
individuals or legal entities, having, at the ex@mutime, regular residence, main
place of business, headquarters, subsidiarieshlisét@ments or agencies in more
than one Member State of MERCOSUR.

The main contract shall include some objective adtlegal or economic- with
more than one Member State of MERCOSUR.

The parties to the contract shall not express @osgd intention.

The court shall have its headquarters in one oftbmber States of MERCOSUR.
Establishment of the Autonomy of the arbitratiomwention.

Procedure and applicable law to the formal validityhe arbitration convention.

Arbitration types, general procedure regulatiohgadquarters and language,

requirements regarding arbitrators, designatiofection and substitution of arbitrators,

precautionary measures, award requirements, cimmneghd extension requirement, request

for the nullification of award or arbitration deigis, award execution or foreign arbitration

decision, arbitration termination.

8. D 14/98 approved the Agreement on Extradition between MamBtates of

MERCOSUR, which regulates: the obligation to grido® extradition; the offenses giving

rise to extradition; its origin; that the extraditi shall not be granted for political offenses

and limitation of criminal liability; extradition fominors; re-extradition to a third State;

other matters related to the applicable procedundeta the right of defense; simplified or

voluntary extradition procedure; preventive arrest.
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9. D 1/97 approved the agreement on reciprocal cooperatimhassistance between the
Customs Administration Offices of MERCOSUR regagdthe prevention and procedures

against customs illicit activities.

10. D 5/97approved the supplementary agreement to the Riotot Cooperation and

Jurisdictional Assistance in civil, commercial, Wwand administrative matters.

11. D 5/98approved a reciprocal cooperation and assistalarefpr regional security in

MERCOSUR, with the purpose of enhancing, in all tbgion, intelligence, investigation,

prevention and control tasks aimed at detectinggdaand areas of illegal plantations,
production, illegal traffic of drugs and relatedesfses and avoiding entrance or exit and
illegal commercialization of chemical substancescivimay be used for the production of
illegal drugs, as well as possible laundering opana of assets laundering from drug
traffic. It establishes anti-terrorism actiondgil associations, common delinquency, illegal

traffic in MERCOSUR and training and equipment optation.

12. D 22/99 (plus the supplementation and adaptation of aaiginforeseen actions
approved by D 13/04nd later by D 9/02)pealed the foregoing decision, approving a new
general plan of reciprocal cooperation and cootdinafor regional security, urging the
Member States to destine funds for such purposgsegulating: the scope of the offense
(drug traffic, terrorism, traffic of minors, smuggl, motor vehicle theft/larceny, organized

crime, environmentally illegal activities); actigrtraining;

13. D 6/00approved a supplementation of the reciprocal catjfpe and coordination

general plan for regional security in matters edab minors.

14 D 8/00approved a reciprocal cooperation and coordinagieneral plan for regional

security in matters related to economic and finanaifenses in MERCOSUR.
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15. D 10/00approved a reciprocal cooperation and coordinagiemeral plan for regional

security regarding the environment.

16. D 12/00approved a reciprocal cooperation and coordinagiemeral plan for regional

security regarding radioactive nuclear material.

17. D 3/01 approved an activity program for MERCOSUR agaiitigtit actions in

international trade.

18. D 7/98established a joint mechanism of registration wfchasers and sellers of fire
weapons in MERCOSUR.

19. D 16/99approved the Asuncién Treaty on Restitution of d.&fotor Vehicles and/or
Vessels lllegally Crossing Borders between the MBEISOR Member States.

20. D 16/00approved the creation of a police training cocatlion center between Member
States of MERCOSUR.

21. D 18/00approved supplementation of the definition andfigoration of the security
and information exchange system between MembeeStHtMERCOSUR.

22. D 40/00approved a cooperation agreement between CerdaridsBof Member States of
MERCOSUR for the prevention and repression of @i with a tendency to legitimate

assets from illicit activities.

23. D 49/00 approved an agreement on the benefits of litigatiith no litigation costs
gratuitous legal advice within the Member States MEERCOSUR, establishing that
national citizens, citizens and regular resideriteach one of the Member States shall
enjoy, within the territory of the other Member ®& the equality of conditions, the
benefits of litigating with no litigation costs arte gratuitous legal advice provided to

their national citizens, citizens and regular resid.
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24. D 11/02approved the agreement on jurisdiction relatednternational transport of
cargo between Member States of MERCOSUR.

B.5- Educational, Cultural and Scientific Cooperaton

1. D 7/92(extended by D 25/9@pproved the Triennial Plan for the Educationait@ein

the MERCOSUR context consisting of three Prograltnscluded a series of principles
promoting regional integration, emphasizing its artance and it was agreed that there was
a need to promote integration and train humanuress for such purposes. Programs, lines

of action and work were established.

2. D 9/96 approved the protocol on educational integratimnpfost-graduate training of
human resources between Member States of MERCOSU®&.aim established was the
training and specialization of university professand researchers, in order to consolidate
and extend the post-graduate curricula in the Redior these purposes, it was agreed to
support the cooperation between research and tepdioups working bilaterally or
multilaterally in common research projects in regibinterest areas, emphasizing the
achievement of doctorates and the consolidatiomdyfanced groups for scientific and

technological development, with a view to train famnesources.

3. D 4/94 approved the Protocol on educational integratiod acknowledgement of
certificates, degrees and primary and secondary f@chnical studies, for the purpose
pursuing further studies.

D 7/95 approved the Protocol on educational integratiod diploma, certificate, degree
and studies acknowledgement validation methodsnskery Technical studies.

D 3/97 (plus a list of errors in_ D 11/98pproved the Protocol on the acceptance of
university degrees and post-graduate degreesdaxrcise of academic activities.

D 26/97(plus a list of errors in D 11/98)pproved the annex to said protocol.
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D 4/99 repealed the foregoing decisions, approving a agreement for the acceptance of
diplomas and university degrees to carry out atédactivities in the Member States of
MERCOSUR.

D 4/95 (repealed by D 8/98wnhich reviewed the terms of the first agreemeapproved
the Protocol on University Post-graduate DegreesMBRCOSUR, establishing the
possibility to validate diplomas, certificates agthde degrees granted by Universities

recognized in each country, for the sole purpogaucuing post-graduate studies.

4. D 11/96approved the Cultural Integration Protocol. MemBtates are committed to:

a) promote the cooperation and exchange between sfgective institutions and
cultural agents.

b) Promote the enrichment and diffusion of culturad amtistic expressions within
MERCOSUR.

¢) Promote joint programs and projects in culturahare

d) Give priority to cooperative production, culturatigities expressing historic
traditions, common values and varieties of the MEXSOR member countries.

e) Promote the exchange of individuals such as artigiters, researchers, artistic
groups and members of public or private bodieselihko different cultural

sectors.

5. D 13/98approved the 1998-2000 Triennial Plan and the Targfethe Triennial Plan for
the year 2002 of the Education Sector of MERCOSWERtablishing the following
strategies: the relation and coordination of theidation Sector with other sectors of
MERCOSUR,; to link the activities of the Educatioac®r of MERCOSUR to education
national plans and education reformation and updairocesses carried out in the Member
States; to promote horizontal cooperation betwemmiries and institutions of the region
and with other regional blocs; to carry out actipmemoting the circulation of students,

academics and researchers and the exchange ofesqeeand work practice.

268



6. R 33/02 established that the projects on scientific, medbgical and productive
innovation cooperation of the MERCOSUR with extegion countries, regional
associations or international organizations shatitcbute to the MERCOSUR integration
process. Likewise, it established the criteria tioe selection of projects on scientific,
technological and productive innovation cooperatiérihe MERCOSUR with extra-zone

countries, regional associations or internatiomghnizations.

B.6- Intellectual Property Rights

1. D 8/95approved the Protocol through which the MembeteStguaranty a effective
protection of the intellectual property in tradekanatters, specification of origin and
origin denominations, assuring at least the priarcarising from the principles and
regulations described in the Protocol. Neverthel¢$s allowed to grant a wider protection,
provided it is compatible with the regulations gmihciples of the Treaties described in the
Protocol. Said treaties arlte Paris Convention for the Protection of IndigtProperty
(Stockholm Act 1967) and the Agreement on Tradet®ElAspects of Intellectual
Property (1994), annexed to the Agreement on theat®n of the World Trade
Organizationwhich the parties bind themselves to obey. Likewtisey agreed to grant
national treatment to nationals of other MembeteStan what regards the protection and
exercise of the intellectual property rights in teet related to trademarks, specification of
origin and denomination. They agreed, "when possilib legalize documents and
signatures in procedures related to intellectuaperty regarding trademarks, specifications
of origin and denomination. The protocol includesovisions for the registration,
definitions of trademarks and trademarks that canbe registered, effective terms and

registration renewals and other regulations omih#er.

2. D 16/98approved the Protocol for the harmonization oltations in Industrial Design
matters. This protocol is analogous to the foregoiout it refers to industrial designs.
Thus, the Member State guaranty an effective ptiore¢o Intellectual Property regarding

Industrial Design matters, assuring al least th@gation arising from the principles and
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regulations defined in the Protocol. However, Mentbates may grant a wider protection,
provided this is compatible with the regulationsl aminciples of the Treaties described in
the Protocol. The effectiveness of pre-existingenmational regulationsthe Paris
Convention for the Protection of Industrial Proper(Stockholm Act 1967) and the
Agreement on Trade Related Aspects of Intelle®uzpberty (1994).

The Member States agreed to grant national tredthoenationals of the other Member
States regarding the protection and exercise ofirttedlectual property rights related to
industrial design matters, binding themselves galige documents and signatures in the
procedures related to intellectual property regaydndustrial design matters.

3. D 1/99 approved a cooperation and facilitation agreenmenthe protection of plant
products in the MERCOSUR Member States.

B.7- Sanitary and Health Services:

The following acts harmonize regulations of Memigtates through the MERCOSUR

Technical Regulations, regarding sanitary and hesdtvices:

- RTM on verification of good practices in clinicalMiestigation (R 129/96

- RTM on transfunctional medicine. RTM on complexigvels of transfunctional
medicine services (R 130/9®pealed by R 42/00; R 12/9pealed by R 41/00)

- Mandatory registration lists of diseases betweerMimber States of MERCOSUR (R
50/99)

- MERCOSUR glossary on epidemiological surveillare@ninology (R 53/99, R 6/00 y
R 8/00

- Diseases of mandatory notification between MemitateS of MERCOSUR_(R 80/99
repealed by R 4/01

- Glossary of common terminology in the MERCOSUR tteaare services (R 21/P0

- Control and inspection of adormidera seeds. Reopgrgs for imports through Member
States (R23/00

- Control and inspection of the origin of narcotiB24/00).

- RTM on transportation of infectious substances sardples for diagnosis (R 25/00)
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- Surveillance and control measures for preventinipwyefever (R 26/00)

- Glossary of sanitary control at ports, airportanieals and border crossings (R 27/00)

- Basic requirements for the authorization of diadysgrvices (R 28/00)

- Quarterly information exchange on narcotics ancthpsiropic substances (R 55/00)

- RTM on drug combinations in medications and maagispreparations containing
tranquilizers (R 57/00)

- Common terminology for narcotics, psychotrogibstances and precursors (R 70/00 y
10/02

- Criteria for sanitary administration of liquid wasind sewage waters in ports, airports,
terminals and border crossings (R 34/01

- Ethical and medical principles of MERCOSUR (R 58§/01

- Control of the concentrations of narcotics and psy@pic substances in magistral
formulations and pharmaceutical specialties. R@2/0

- Criteria for the sanitary management of solid wastgorts, airports, international
cargo and passengers terminals and border crosaingERCOSUR (R 30/02)

B.8- Tourism

1. R 41/97defines as touristic area the international tdigrigole of Iguazu.

B.9- Employment

1. D 8/92only decides “to instruct competent bodies of gwdember State to apply the

necessary measures in order to avoid unregistenptbgment”

B.10- Environment

D 2/01 approved the agreement on environment. In saideagent the Member States
reconfirmed their commitment to comply with thermiples stated in the Rio de Janeiro

Declaration on Environment and Development in 1988, analyzing the possible
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instrumentation in the application of said prinegl In general terms, they bound
themselves to promote the protection of the enwiremt and to exploit in the best possible
way the available resources through the coordinatd sectorial policies, based on
principles such as gradual progress, flexibilitydamquilibrium; to include the

environmental issue on sectorial policies and tduithe environmental considerations when
making decisions adopted by MERCOSUR, for the gtieming of the integration

process; to promote work guidelines in the différareas they determined (for instance:
forests, natural fauna and flora, water resourcesste, etc). They established
environmental policy instruments (legislation, eopwimental impact assessment,

environmental accounting and management of compaaieong others)

C) EXTERNAL RELATIONS

C.1. Agreements with Chile and Bolivia.

Horizontal Agreements

Chile;

1. D 3/96approved the economic supplementation agreemdéneba MERCOSUR and
Chile, in which it was agreed to establish the legad institutional framework for
economic and physical cooperation and integration the creation of an extended
economic region in order to facilitate the freecglation of goods and services and the full
utilization of productive factors. It was decided treate a free trade area between
Contracting Parties within a maximum ten-year terirough the expansion and
diversification of trade exchange and the elimwratdf tariff and non-tariff restrictions
affecting reciprocal commerce; to promote the dmwedent and utilization of physical
infrastructure, particularly emphasizing the esshibhent of interconnections between

oceans; to promote and encourage reciprocal inesgimbetween the economic agents of
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the subscribing parties; to promote supplementatiod cooperation in the areas of

economics, energy, science and technology.

To this effect, a program for trade liberalizatfon products originated in territories of the
Contracting Parties was agreed, including progvessind automatic tax reductions
applicable to effective encumbrances for third ¢oes at the time of clearing
commodities.

Certain products were subjected to a tariff redunctipecial scheme.

Some tariffs and charges were exempted from theeTkiberalization Program.

The parties agreed not to apply new non-tariffrietsdns, established a regime on origin
and treatment regarding internal taxes (with refeeeto GATT’ rules) fair trade practices,
competition defense (adopting internationally ateggpractices), safeguards, settlement of
disputes, customs valuation (with reference to GATliles on Technical regulations,
sanitary and phytosanitary measures (applicatigheprovisions of the WTO), abstention
to incentives to exports (application of WTO agneats), physical integration, services
(compliance with GATT agreements), transportation réference to International Land
Transportation of Southern Cone), investments [iiteteral agreements will continue in
force), double taxation (intention to make agreeiserintellectual property (they shall
abide by the corresponding WTO agreement), scieraifid technological cooperation
(they bind themselves to stimulate it). They fipalamed an Administrative Commission
to assess the compliance with the agreement.

2. D 12/97 authorized Chile to participate at institutionaketings of MERCOSUR,
consultation methods, political consensus, nedntjaforum, specialized meetings and
meetings of Ministries, debates related to the ABE At the same time, it promotes the
coordination of foreign relations of MERCOSUR aricChile.

3. R _61/99approved the supplementary agreement on settleafietisputes arising from
ACE 35 until the procedure agreed through arbiirabecomes effective. In the first place,
they established a system of direct negotiatiork enthe event of failure, a procedure to

be carried out before the Administrative Commission
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4. On the other hand, R 62/9%pproved a supplementary agreement to the ACE 35
establishing the final regime for the settlementdidputes. It foresees, firstly, direct
negotiations, then the intervention of the Admiigte Commission in the event of
failure, and finally, arbitration in the event diltire of the Administrative Commission.
For the case of a dispute according to art. 19¢ Nt (application of compensatory or
antidumping measures with the object of countemgcthe negative effects of unfaithful
competition) it is an option to proceed accordinghe settlement dispute established by
the WTO.

Bolivia

Agreement not approved by MERCOSUR.

Extension of Specific MERCOSUR Programs to Chile ash Bolivia.

Judicial and Police cooperation:

5. D 4/98(which extends the program settled between MerStates by D 3/98approved
an agreement between MERCOSUR, Bolivia and Chileinb@rnational arbitration on
trade, for disputes arising between individualsvbiiue of commercial contracts (D 15/99

corrects an error).

6. D 6/98 (that extends the plan approved by D 5/88proved the agreement between
MERCOSUR, Bolivia and Chile that established warderstandingregarding reciprocal
cooperation and assistance for regional securisguring reciprocal cooperation and
assistance between all security forces for the gméon and repression of criminal
activities (especially drug traffic, terrorism, vpems, explosives, assets laundering).

This understanding was replaced by theneral planof reciprocal cooperation and
coordination for regional security (D 23/28nended by D 14/04nd_D 10/02respectively
extending_D 22/99, 13/01 and 9)02stablishing the commitment to create a speedli

forum for exchanging information on terrorism angffic of minors, carrying out
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coordinated inspections in borders to prevent ampless smuggling, automobile robbery,
organized crime, to elaborate plans of action agaénvironmentally illegal activities, to
encourage studies to regionalize training, pronuoigrses and seminars, develop shared
activities to test new equipment. D 7/08upplements the foregoing decision, for the
purpose of reassuring the effectiveness of the emimn on children’s rights and
emphasizing on the need to cooperate, exchangeriafmn and document control in the
borders to control the traffic of minors.

D 9/00, 11/00 vy 13/0@extend_D 8/00, 10/00 and12/08)e also supplementary to 23/99

and emphasize the necessity to cooperate for dlimgreeconomic and environmental

offenses, and the illegal traffic of nuclear andioactive material.

7. D 19/00 (extends_D 18/00promotes the interaction between users of SISNE, t

incorporation of digital signatures and proceddioesecurity and audit.

8. D 12/01(extends D 2/96)approved the sighature between MERCOSUR and Badini
Chile of the “Agreement on Legal Advice on Crimirdhtters”. It is agreed to provide
reciprocal assistance for the investigation of méfes, and to cooperate in criminal legal
procedures. It regulates the scope of the advimepure and contents of the request,
applicable procedures, confidentiality, limitatiottsthe use of the obtained information,
kinds of advice, transportation of individuals sdigd to criminal procedures, safe conduct
passes, localization and identification of indivatk) delivery of documents, settlement of

disputes through direct diplomatic negotiations.

9. D 8/98 (extends_D 7/98pmpproved an agreement between MERCOSUR, Bolivih an
Chile on the creation of a joint mechanism to regipurchasers and sellers of fire weapons

and ammunitions.
10. D 15/98(extends D 14/98approved an agreement between MERCOSUR, Bolivia an

Chile on extradition for the case of offenses tggifby the laws of the complaining state

and the defendant's state, for execution of judgsehnot less than 6 months, demanding
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to prove the jurisdiction of the complaining state.establishes those cases in which

extradition and limitation of criminal liability doot apply.

11. D 17/99(extends D 16/99ppproves an agreement on restitution of vehidlegaily
crossing borders, establishing procedures for #wgiropriation, their legal restitution, for

administrative restitution and process for thect@a of experts.

12. D 17/00(extends_D 16/00approves the creation of a coordination centempfulice
training to diffuse and coordinate the educatidioate, to promote experience exchange

and to aim at the highest possible level of profesd integration.

13. D 50/00(extends_D 49/00ppproved the agreement on the Benefits of Litigati
without Costs and Gratuitous Legal Advice betwden MERCOSUR States, Bolivia and
Chile, that basically established that the natiantidens, citizens and regular residents of
each of the Member States would enjoy within thigttey of the other Member States, the
right to the benefits of litigating without any ¢®®nd gratuitous legal advice granted to the
national citizens, citizens and regular residemtsd under equal conditions. It also
established the international jurisdiction to coyngith the request and the law applicable

to the request.

14. D 8/02(extends D 5/92 and D 7/02pproved the agreement signed by the Member

States with Bolivia and Chile, by which they contedt themselves to grant reciprocal

advice and wide jurisdictional cooperation in giibmmercial, work and administrative

matters.

15. D 12/02(extended D 11/023pproved the agreement between Member Statesjdoli
and Chile in reference to the jurisdiction of &k tlegal proceedings related to international
transport of cargo by land —whether by means oferar railway transport- or fluvial,
within the scope of the Member States, using exadlis or in a combined way any of

these transportation means.
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Immigration and circulation of individuals:

16. D 45/00(extended D 44/00approved the agreement between MERCOSUR, Bolivia
and Chile on the exoneration of translations of iaistrative documents for immigration
purposes between Member States. D 47@dended _D 46/00approved to establish

privileged entrance channels in airports for citeef MERCOSUR, Bolivia and Chile.

Border neighboring circulation:

17. D 19/99(extended D 18/99pproves an understanding regarding border neigigo
circulation, establishing that the citizens livimgborder areas between Member States, or
the associations, may be granted border neighbaiieglation cards for a faster border
crossing

D 15/00(extends D 14/00approves the regulations of the border neighbocingulation

regime, those benefited from it, and the way inciwlihe card works.

Education:

18. D 15/01 (extended_D 7/92) approved the “Organic Structure of the Meeting of
Ministers of Education and its depending bodiesthiwi the Educational Scope of
MERCOSUR” and the “Action Plan of the Educationac®r of MERCOSUR for the

2001-2005 period”. This action plan required thialeéshment of a Regional Coordinating
Committee, strategic lines and targets, includirasidy CEThnological and higher

education.

C. 2. Agreement with Mexico.D 15/02

It prorogates the validity of previous bilateralregments and creates a framework for

future negotiations.
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C.3. Administrative Agreements.

With the European Commission:

1. D 23/97approves an agreement signed with the Europeamtsion, in which the
latter bound itself to contribute, through a subsid 4,135,000 ECU, to finance a project
on statistical cooperation with the MERCOSUR coiagstr specifying the procedures
carried out to conclude the building, supply or chgical cooperation contracts and the
way in which they should be executed. For dispbtge/een beneficiaries and contractors it
was decided to refer to the arbitration of the iméional Chamber of Commerce. Likewise
a series of “expected” activities were detailedgchsias working group meetings with
harmonization proposals to prepare statistics, With participation of European experts
and the organization of specific training courségnefiting the national statistics
institutions of each Member State of MERCOSUR.

Cooperation with international organizations.

UNESCO:

2.D 22/97 approves a protocol on intentions between MERCOSIWRUNESCO for

educational, cultural, scientific and technologicaoperation, empowering MERCOSUR
to request the UNESCO advice regarding the forrarabf cooperation projects, the
search of financial aid, the hiring of equipmentl amvestigation of Technical equipment

promoting regional integration.

IDB:

3. D 24/97approves a memorandum of understanding IDB-MERCR 8dich establishes

a regional Technical cooperation program for tA#®9 period. An agreement was reached,

278



wherein the IDB approved an amount of US$ 10,00Di@0define priority projects, CMC
urged GMC to continue the negotiations and defirgelist of priority projects. On the other

hand, the Bank stated that it shall remain opduortber negotiations.

ALADI (Latin American Integration Association):

4. D 53/00approved an agreement on administrative cooperdtatween MERCOSUR-

ALADI General Secretariat, consisting of the exammof public publications, documents
and information related to the regional and suberea integration processes of
MERCOSUR; exchange of experiences in administradiveé accounting areas, as well as
in the area of systematization and handling of caffi documentation; exchange of
experience and information in the area of compatéence, paying special attention to
building, maintenance and enrichment of WEB sitespperation regarding graphic

printing of publications; training programs, resgaand internships.

C.4. Cooperation with specific third countries:

CANADA:

1. D 14/97 approves a cooperation understanding project betWwdERCOSUR and
Canada, to promote economic and commercial rektiamd investments, trade
liberalization, the increase in reciprocal undardiag in FTAA negotiations, before the
WTO and CAIMS. They agreed to make an effort far theation of favorable conditions
to trade and investments, establishing a consufiingp to assess the progress of the plan
of action. The plan of action, which is part of thederstanding, foresees the identification
of factors that influence bilateral trade and irkents, it defines options, negotiation of
protection agreements of foreign investments, auréutagreement on customs,

environmental and employment cooperation.
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2. SOUTH AFRICA:_D 62/00 approves the agreement between MERCOSUR and the
Republic of South Africa, through which a free aatea would be established, promoting
an increase in commercial exchange, establishimgstages: a first stage to identify the
mechanisms to increase trade, with the possiliitgrant tariff preferences; an a second
stage to negotiate a free trade agreement, congplyith WTO regulations. A negotiating

commission would be established for these purposes.

3. EFTA: D 63/00approved a “statement and plan of action on catjpa in trade and
investments between MERCOSUR and EFTA”, for theppses of increasing economic
relations, creating favorable conditions for thed# of goods and services, and
investments, for the purpose of which it was egghbtl to create a joint commission and a
plan of action consisting of the exchange of infation or promotion of Technical

cooperation.
4. GERMANY: D 3/02 approved the signature of a project to promoteirenmental
management and a cleaner production in Small andiuvte Sized-Companies (PYMES)

(from Spanish: Pequefias y Medianas Empresas".

C.5. MERCOSUR Coordination in International Fora.

C.6. Agreement with the European Community and itdMember States.

1. MERCOSUR bodies did not approve:

- The framework agreement between, on the one haadzuropean Community and its
Member States, and on the other hand, MERCOSURtarMember States, although
MERCOSUR is a party to this agreement.

- The exchange of letters for the provisional appiicaof the agreement, although only
MERCOSUR (and not its Member States) is a partthi® agreement, as well as the

European Community.
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2.- MERCOSUR bodies did not approve either the 12%9feement on general

collaboration with the European Commission.

D) INSTITUTIONAL ASPECTS

D 1/91 (and its regulation, approved by D 17y98pproved the Brasilia Protocol on
settlement of disputes, to settle disputes betwWdember States or between an individual
of a Member State with other Member State. In fipkice, direct Negotiations were
established and if no settlement is achieved is thay, the protocol establishes the
possibility to refer to the GMC. Should the cortfliail to be settled at this stage, the

protocol establishes an Arbitration Procedure.

2. D 1/98 regulates the use of the MERCOSUR name, acronyhdawice/logotype.

3. D 22/00, on Access to markets, establishes that MembeesSttiall not apply any

restrictive measure to reciprocal trade, whatekeir tnature, without prejudice to what is
provided for in art.2 literal b) of Annex | of thesuncién Treaty. Said article explains that
the term “restrictions” includes any measure, eithdministrative, financial, related to
exchange of currency, or of whatever nature, byctvhbne Member State hinders or
impedes, by unilateral decision, reciprocal tradi@wever it explains that this concept does
not encompass the measures adopted by virtue aitthetions established in Article 50 of
the 1980 Montevideo Treaty. Article 50 of said Tyeestablishes that the measures for the
actions listed below, cannot be hindered:

a) Protection of public moralp) Application of laws and security regulations)
Regulation of imports and exports of weapons, anitiams, and other war equipment, and
under exceptional circumstances, of all other amjitarticles;d) Protection of life and
health of individuals, animals, and plan&); Import and export of gold and silvef),
Protection of national artistic, historic or arclmgcal wealth;g) Exportation, utilization
and consumption of nuclear materials, radioactik@dpcts or any other material which

may be used for the development or exploitationuaflear energy.
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Notwithstanding this exception, D 22/00 establisitbdt each Member State should
produce, before July 30,2000, a listing identifying situations or measuregarding levy,

finances, tax, customs, administrative and othettereg applied by the other Member
States hindering present access to the markets GM€ was entrusted to state, before
November 18, 2000, the courses of action for the eliminatiérifficulties arising from

intra —region trade or the elimination of tradetriesve measures not supported by art. 50
of the 1980 Montevideo Treaty. Without prejudicethe measures subject to treatment or
guestioning within some of MERCOSUR sector, thecpdures approached within said

scopes shall continue.

4. D 23/00(and the extension established_in D 55/68)ablishes that, according to the
Ouro Preto Protocol, Decisions, Resolutions angd®ives shall be binding on Member
States, and when necessary, they shall be incagubia the national legal systems. It
regulates the notification requirements to the SAktablished by the Ouro Preto Protocol
as a requirement for the MERCOSUR regulations tteremto force. It establishes
exceptions to such incorporation (in the case t#sruegulating the internal operation of
MERCOSUR, and the regulation itself declares suchingorporation is not needed, or
when it is already incorporated in the legislatidithe Member State).

Likewise, R 23/98regulates the formalities that must follow the @titln of every
decision, resolution or directive of MERCOSUR, fioe purpose of being included by each

State Member.

5. R 22/98established that the Member States shall make ltiesit effort to incorporate,
before the XXXI Ordinary Meeting of the Common MearkGroup takes place, the
MERCOSUR regulations not yet incorporated in thatiomal legal system for
administrative reasons, and they shall report thegness made regarding such
incorporation in the XXXI Ordinary Meeting of theo@mon Market Group. It also
approved to request the MERCOSUR Joint Parliamgi@ammission to take care that the
Legislative Powers of the Member States will giveority to the different projects being

under parliamentary legislative proceedings.
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6. R 60/00 established that, when incorporating the Resoaistiovhich modify the
MERCOSUR Common Classification System and its epoading Common External
Tariff, adopted during one semester, the MembeeStshall establish the dates Julyahd
January 1 of each year for them to enter into force in tagpective national territories.

In exceptional cases, and for duly justified ecommoreasons, the Common Market Group
may, at the request of any of the Member Stateblish other dates in which the
incorporated resolutions shall enter into forcethe respective territories of Members

States.

283



ANNEX 1.1l

DIRECTORY OF MERCOSUR'S LAW

(chronological order)
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Chronological index of norms and how to find themm the Directory

Decisions

D 1/91 (D1)

D 2/91 (A1.11)

D 12/91 (B2.4)

D 3/92 (A2.15)

D 4/92 (A5.3)

D 5/92 (C1.14; B4.1)
D 7/92 (C1.18; B5.1)
D 8/92 (B9.1)

D 6/93 (A5.4)

D 7/93(A2.16; A2.17)
D 8/93 (A3.19)

D 10/93 (A3.20)

D 11/93 (A3.27)

D 1/94 (B4.2)

D 2/94 (A3.6)

D 4/94 (B5.3)

D 5/94 (A1.3)

D 6/94 (A1.6; A1.8)
D 7/94 (A2.1)

D 10/94 (A1.17; A1.18)
D 11/94 (A3.28)

D 12/94 (A3.21)

D 13/94 (A3.19)

D 14/94 (A3.6)

D 15/94 (A3.10)

D 16/94 (A2.11)
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D 18/94 (A1.19)
D 21/94 (A1.29)
D 22/94 (A0.1; Al.4; A2.2)
D 23/94 (A1.7)
D 25/94 (A2.10)
D 26/94 (A0.3)
D 27/94 (B4.3)
D 29/94 (A1.22)
D 4/95 (B5.3)

D 7/95 (A2.3; B5.3)
D 8/95 (B6.1)

D 17/95 (A2.12)
D 1/96 (B4.4)

D 2/96 (C1.8; B4.5)
D 3/96 (C1.1)

D 5/96 (A1.10)
D 6/96 (A5.4)

D 8/96 (B5.3)

D 9/96 (B5.2)

D 10/96 (B4.6)
D 11/96 (B5.4)
D 17/96 (A2.14)
D 18/96 (A1.30)
D 1/97 (B4.9)

D 3/97 (B5.3)

D 4/97 (A2.14)
D 5/97 (B4.10)
D 6/97 (B4.4)

D 8/97 (A3.7)

D 9/97 (B4.3)

D 11/97 (A2.16)
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D 12/97 (C1.2)

D 13/97 (A3.1)

D 14/97 (C4.1)

D 15/97 (A2.4)

D 16/97 (A1.7; A1.8)
D 17/97 (A1.15)

D 19/97 (A3.29)

D 22/97 (C3.2)

D 23/97 (C3.1)

D 24/97 (C3.3)

D 25/97 (B5.1)

D 26/97 (B5.3)

D 1/98 (D2)

D 3/98 (C1.5; B4.7)
D 4/98 (C1.5)

D 5/98 (C1.6; B4.11)
D 6/98 (C1.6)

D 7/98 (C1.9; B4.18)
D 8/98 (C1.9; A3.5)
D 9/98 (A3.2)

D 11/98 (B5.3)

D 12/98 (A3.1)

D 13/98 (B5.5)

D 14/98 (C1.10; B4.8)
D 15/98 (C1.10)

D 16/98 (B6.2)

D 17/98 (D1)

D 19/98 (A2.14)

D 21/98 (A1.9; A1.18)
D 1/99 (B6.3)

D 2/99 (B3.6)
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D 4/99 (B5.3)

D 9/99 (A3.4)

D 16/99 (C1.11; B4.19)
D 17/99 (C1.11)

D 18/99 (A1.36)

D 22/99 (C1.6; B4.12)
D 23/99 (C1.6)

D 1/00 (A3.3)

D 3/00 (A1.8)

D 5/00 (B3.5)

D 6/00 (B4.13)

D 7/00 (C1.6)

D 8/00 (C1.6; B4.14)

D 9/00 (C1.6)

D 10/00 (C1.6; B4.15)
D 11/00 (C1.6)

D 12/00 (C1.6; B4.16)
D 14/00 (A1.36; C1.17)
D 15/00 (C1.17)

D 16/00 (C1.12; B4.20)
D 17/00 (C1.12)

D 18/00 (C1.7; C1.17; B4.21)
D 19/00 (C1.7; C1.17)
D 22/00 (A1.1; D3)

D 23/00 (D4)

D 29/00 (A2.17)

D 30/00 (B1.1)

D 31/00 (A1.18)

D 32/00 (C5.1)

D 40/00 (B4.22)

D 41/00 (A1.10)

288



D 44/00 (B2.2)
D 45/00 (C1.16)
D 46/00 (B2.5)
D 47/00 (C1.16)
D 48/00 (B2.3)
D 49/00 (C1.13; B4.23)
D 50/00 (C1.13)
D 51/00 (A2.9)
D 52/00 (A2.9)
D 53/00 (C3.4)
D 56/00 (A3.3)
D 58/00 (A5.2)
D 62/00 (C4.2)
D 63/00 (C4.3)
D 64/00 (A1.27)
D 67/00 (A2.4)
D 69/00 (A1.18)
D 70/00 (A1.23)
D 1/01 (A2.7)

D 2/01 (B10)

D 3/01 (B4.17)
D 4/01 (A1.24)
D 6/01 (A2.4)

D 8/01 (A2.7)

D 9/01 (A1.39)
D 10/01 (A3.3)
D 11/01 (A3.3)
D 12/01 (C1.8)
D 13/01 (C1.6)
D 14/01 (C1.6)
D 15/01 (C1.18)
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D 27/01 (A2.7)
D 65/01 (A2.3)
D 3/02 (C4.4)

D 4/02 (A1.6)

D 7/02 (B4.1)

D 8/02 (C1.14)
D 9/02 (C1.6)

D 10/02 (C1.6)
D 11/02 (C1.15; B4.24)
D 12/02 (C1.15)
D 13/02 (A1.28)
D 14/02 (A1.28)
D 21/02 (A5.7)
D 25/02 (A5.7)

Resolutions

R 2/91 (B3.7)
R 3/91 (B3.8)
R 4/91 (B3.9)
R 6/91 (B3.10)
R 7/91 (A1.16)
R 9/91 (A5.11)
R 10/91 (A5.7)
R 1/92 (B3.11)
R 3/92 (A5.7)
R 4/92 (A5.13)
R 6/92 (A5.11)
R 8/92 (A3.17)
R 9/92 (A3.11)
R 13/92 (A1.20)

290



R 17/92 (A5.7)
R 18/92 (A5.7)
R 30/92 (A5.7)
R 31/92 (A5.7)
R 36/92 (A5.7)
R 37/92 (A3.12)
R 41/92 (A5.12)
R 43/92 (A3.25)
R 44/92 (A5.5)
R 52/92 (A3.26; A5.12)
R 53/92 (A5.3)
R 54/92 (A5.18)
R 55/92 (A5.7)
R 56/92 (A5.7)
R 57/92 (A5.3)
R 59/92 (A5.13)
R 60/92 (A5.6)
R 61/92 (A5.5)
R 62/92 (A5.5)
R 65/92 (A5.11)
R 66/92 (A5.13)
R 6/93 (A5.13)
R 11/93 (A5.6)
R 12/93 (A5.12)
R 13/93 (A5.3)
R 14/93 (A5.7; A5.17)
R 15/93 (A5.3)
R 16/93 (A5.7)
R 17/93 (A5.7)
R 18/93 (A5.7)
R 19/93 (A5.7)
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R 26/93 (A5.11)
R 27/93 (A5.7)
R 28/93 (A5.17)
R 29/93 (A5.6)
R 30/93 (A5.5)
R 31/93 (A5.8; A5.10)
R 33/93 (A5.5)
R 34/93 (A5.5)
R 35/93 (A5.12)
R 36/93 (A5.7)
R 42/93 (A3.18)
R 43/93 (A3.18)
R 44/93 (A5.6)
R 45/93 (A5.17)
R 46/93 (A5.7)
R 47/93 (A5.7)
R 48/93 (A5.12)
R 49/93 (A5.7)
R 60/93 (A5.12)
R 55/93 (A5.5)
R 56/93 (A5.5)
R 59/93 (A5.7)
R 63/93 (A1.25)
R 66/93 (A5.6)
R 67/93 (A5.6)
R 69/93 (A5.8)
R 70/93 (A5.10)
R 71/93 (A5.10)
R 72/93 (A5.8; A5.10)
R 73/93 (A5.7)
R 74/93 (A5.10)
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R 76/93 (A1.31)
R 80/93 (A5.18)
R 81/93 (A0.3)
R 82/93 (A5.10)
R 83/93 (A5.7)
R 84/93 (A5.7)
R 85/93 (A5.7)
R 86/93 (A5.7)
R 87/93 (A5.7)
R 88/93 (A5.13)
R 92/93 (A5.13)
R 6/94 (A5.7)

R 15/94 (A5.10)
R 16/94 (A5.10)
R 18/94 (A5.7)

R 19/94 (A1.21; A5.7)

R 20/94 (A5.9)

R 21/94 (A5.7)
R 22/94 (A5.18)
R 23/94 (A5.5)

R 25/94 (A3.18)
R 26/94 (A5.11)
R 27/94 (A5.11)
R 28/94 (A5.11)
R 29/94 (A5.11)
R 30/94 (A5.11)
R 31/94 (A5.11)
R 32/94 (A5.11)
R 33/94 (A5.11)
R 34/94 (A5.11)
R 35/94 (A5.11)
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R 36/94 (A5.11)
R 37/94 (A5.11)
R 38/94 (A5.11)
R 40/94 (A5.10)
R 41/94 (A5.10)
R 43/94 (A5.10)
R 44/94 (B2.1)
R 52/94 (A5.13)
R 53/94 (A5.6)
R 54/94 (A5.18)
R 55/94 (A5.7)
R 56/94 (A5.7)
R 57/94 (A5.6)
R 58/94 (A3.13)
R 59/94 (A5.5)
R 61/94 (A5.5)
R 63/94 (A5.10)
R 64/94 (A5.6)
R 65/94 (A5.6)
R 66/94 (A5.6)
R 67/94 (A5.6)
R 68/94 (A5.6)
R 69/94 (A5.6)
R 70/94 (A5.5)
R 73/94 (A5.5)
R 74/94 (A5.5)
R 75/94 (A5.6)
R 76/94 (A5.10)
R 77/94 (A5.9)
R 78/94 (A5.10)
R 79/94 (A5.10)
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R 80/94 (A5.10)
R 82/94 (A5.11)
R 83/94 (A5.11)
R 84/94 (A5.11)
R 85/94 (A5.11)
R 86/94 (A5.11)
R 87/94 (A5.11)
R 88/94 (A5.11)
R 91/94 (A5.3)

R 92/94 (A5.13)
R 93/94 (A5.3; A5.12)
R 94/94 (A5.3)

R 95/94 (A5.7)
R 99/94 (A5.10)
R 100/94 (A5.10)
R 101/94 (A5.7)
R 102/94 (A5.7)
R 104/94 (A5.7)
R 105/94 (A5.7)
R 106/94 (A5.7)
R 110/94 (A5.13)
R 115/94 (A1.32)
R 117/94 (A1.35)
R 118/94 (A5.5)
R 120/94 (A3.12)
R 123/94 (A1.14)
R 131/94 (A1.31)
R 1/95 (A2.5)

R 2/95 (B2.1)

R 4/95 (A5.13)

R 5/95 (A5.7)
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R 6/95 (A3.18)
R 10/95 (A5.7)
R 11/95 (A5.7)
R 12/95 (A5.7)
R 13/95 (A5.3)
R 14/95 (A5.5)
R 15/95 (A5.13)
R 16/95 (A5.13)
R 17/95 (A1.14)
R 19/95 (A0.2; A2.3)
R 22/95 (A2.6)
R 23/95 (A5.13)
R 24/95 (A5.13)
R 25/95 (A5.13)
R 26/95 (A5.13)
R 27/95 (A5.13)
R 28/95 (A5.13)
R 29/95 (A5.14)
R 30/95 (A2.5)
R 33/95 (A2.8)
R 35/95 (A2.5)
R 37/95 (A2.6; A2.8)
R 40/95 (A2.8)
R 1/96 (A3.22)
R 2/96 (A5.5)

R 3/96 (A5.6)

R 4/96 (A5.6)

R 5/96 (A5.6)

R 6/96 (A5.6)

R 7/96 (A5.6)

R 8/96 (A5.6)
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R 9/96 (A5.6)

R 10/96 (A5.6)
R 11/96 (A5.5)
R 12/96 (A5.13)
R 13/96 (A5.13)
R 14/96 (A5.13)
R 14/96 (A5.10)
R 16/96 (A5.6)
R 19/96 (A2.6)
R 22/96 (A5.13)
R 23/96 (A5.13)
R 24/96 (A5.15)
R 25/96 (A5.13)
R 26/96 (A5.13)
R 27/96 (A5.13)
R 28/96 (A5.7)
R 29/96 (A5.10)
R 30/96 (A5.10)
R 31/96 (A5.10)
R 32/96 (A5.10)
R 34/96 (A5.10)
R 35/96 (A5.7)
R 36/96 (A5.14)
R 37/96 (A5.14)
R 38/96 (A5.14)
R 39/96 (A5.6)
R 40/96 (A5.6)
R 42/96 (A5.10)
R 43/96 (A5.5)
R 44/96 (A5.5)
R 45/96 (A5.9)
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R 46/96 (A5.6)
R 47/96 (A5.5)
R 48/96 (A5.5)
R 49/96 (A5.5)
R 50/96 (A5.6)
R 51/96 (A5.13)
R 52/96 (A5.13)
R 53/96 (A5.13)
R54/96 (A5.13)
R 55/96 (A5.13)
R 56/96 (A5.13)
R 57/96 (A5.13)
R 58/96 (B2.1)
R 59/96 (B2.1)
R 60/96 (A2.5)
R 62/96 (A2.5)
R 63/96 (B2.1)
R 65/96 (A5.14)
R 66/96 (A5.13)
R 69/96 (A2.6)
R 70/96 (A2.5; A2.8)
R 72/96 (A2.5)
R 73/96 (A2.5)
R 74/96 (B2.1)
R 75/96 (B2.1)
R 76/96 (A5.6)
R 77/96 (A5.6)
R 78/96 (A5.10)
R 79/96 (A5.14)
R 80/96 (A5.7)
R 81/96 (A5.10)
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R 82/96 (A5.10)
R 83/96 (A5.10)

R 84/96 (A5.8; A5.10)

R 85/96 (A5.10)
R 86/96 (A5.7)
R 87/96 (A5.5)
R 88/96 (A5.5)
R 89/96 (A5.5)
R 90/96 (A5.5)
R 91/96 (A5.5)
R 92/96 (A5.5)
R 93/96 (A5.5)
R 94 /96 (A5.5)
R 95/96 (A5.5)
R 96/96 (A5.5)
R 97/96 (A5.5)
R 98/96 (A5.5)
R 99/96 (A5.5)
R 100/96 (A5.5)
R 101/96 (A5.5)
R 102/96 (A5.5)
R 103/96 (A5.5)
R 104/96 (A5.5)
R 105/96 (A5.5)
R 106/96 (A5.5)
R 107/96 (A5.5)
R 108/96 (A5.5)
R 109/96 (A5.5)
R 110/96 (A5.5)
R 111/96 (A5.5)
R 112/96 (A5.5)
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R 113/96 (A5.5)
R 117/96 (A5.10)
R 118/96 (A5.10)
R 119/96 (A2.5)
R 120/96 (A2.5)
R 121/96 (A1.32)
R 122/96 (A1.38)
R 128/96 (A5.11)
R 129/96 (B7)

R 130/96 (B7)

R 132/96 (A5.13)
R 133/96 (A5.13)
R 135/96 (A5.10)
R 136/96 (A5.10)
R 137/96 (A5.10)
R 138/96 (A5.10)
R 139/96 (A5.17)
R 140/96 (A5.7)
R 141/96 (A5.7)
R 142/96 (A5.10)
R 143/96 (A5.9)
R 144/96 (A5.7)
R 145/96 (A5.10)
R 146/96 (A3.18)
R 149/96 (A5.5)
R 156/96 (A5.5)
R 1/97 (A5.10)

R 3/97 (A5.5)

R 4/97 (A5.5)

R 5/97 (A5.10)

R 7/97 (A2.5)
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R 10/97 (A2.5)
R 11/97 (A2.5)
R 12/97 (B7)

R 13/97 (A5.7)
R 14/97 (A5.7)
R 15/97 (A5.7)
R 19/97 (A5.5)
R 20/97 (A5.5)
R 21/97 (A5.5)
R 24/97 (A2.5)
R 26/97 (A5.3)
R 27/97 (A5.3)
R 28/94 (A5.13)
R 29/97 (A5.11)
R 30/97 (A5.13)
R 31/97 (A5.13)
R 32/97 (A5.7)
R 33/97 (A5.7)
R 34/97 (A5.7)
R 36/97 (A5.7)
R 37/97 (A5.7)
R 38/97 (A5.17)
R 39/97 (A5.13)
R 40/97 (A2.5)
R 41/97 (B8.1)
R 44/97 (A2.5)
R 45/97 (A2.5)
R 46/97 (A5.13)
R 47/97 (A5.10)
R 48/97 (A5.10)
R 49/97 (A1.32)
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R 50/97 (A5.7)
R 51/97 (A5.3)
R 52/97 (A5.7)
R 53/97 (A5.7)
R 54/97 (A5.7)
R 55/97 (A5.7)
R 56/97 (A5.7)
R 60/97 (A5.5)
R 62/97 (A3.14)
R 63/97 (A2.5; A3.18)
R 64/97 (A3.18)
R 65/97 (A3.18)
R 68/97 (A3.18)
R 69/97 (A3.18)
R 70/97 (A3.18)
R 71/97 (A3.18)
R 72/97 (A5.7)
R 73/97 (A5.7)
R 74/97 (A5.7)
R 75/97 (A3.15)
R 82/97 (A2.5)
R 1/98 (A2.5)

R 2/98 (A2.5)

R 3/98 (A2.5)

R 6/98 (A3.8)

R 12/98 (A2.5)
R 13/98 (A2.5)
R 15/98 (A5.7)
R 16/98 (A5.7)
R 17/98 (A5.5; A5.6)
R 21/98 (A5.13)
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R 22/98 (D5)

R 27/98 (A1.34)
R 28/98 (A5.5)
R 29/98 (A1.35)
R 30/98 (A3.18)
R 33/98 (A2.6)
R 35/98 (A2.5)
R 36/98 (A2.5)
R 38/98 (A5.1)
R 39/98 (A2.5)
R 41/98 (A2.5)
R 43/98 (A3.18)
R 44/98 (A5.10)
R 45/98 (A5.5)
R 46/98 (A5.5)
R 47/98 (A5.18)
R 48/98 (A5.11)
R 49/98 (A5.11)
R 50/98 (A5.13)
R 51/98 (A5.13)
R 52/98 (A5.7)
R 53/98 (A5.7)
R 54/98 (A5.7)
R 55/98 (A5.7)
R 56/98 (A5.7)
R 57/98 (A5.13)
R 58/98 (A3.26)
R 60/98 (A5.5)
R 61/98 (A5.5)
R 62/98 (A5.5)
R 63/98 (A5.5)
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R 64/98 (A5.5)
R 65/98 (A5.5)
R 66/98 (A5.5)
R 67/98 (A5.5)
R 68/98 (A5.5)
R 69/98 (A5.5)
R 70/98 (A5.5)
R 71/98 (A5.5)
R 72/98 (A5.13)
R 1/99 (A5.11)
R 3/99 (A5.13)
R 5/99 (A5.13)
R 6/99 (A5.13)
R 7/99 (A5.13)
R 8/99 (A5.13)
R 9/99 (A5.7)
R 10/99 (A5.7)
R 11/99 (A5.7)
R 12/99 (A5.7)
R 13/99 (A5.7)
R 14/99 (A5.7)
R 18/99 (A2.5)
R 19/99 (A2.5)
R 20/99 (A2.5)
R 21/99 (A1.35)
R 22/99 (A1.35)
R 23/99 (A3.18)
R 24/99 (A3.18)
R 25/99 (A5.7)
R 26/99 (A5.3)
R 27/99 (A5.7)
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R 28/99 (A5.7)
R 29/99 (A5.7)
R 30/99 (A5.7)
R 31/99 (A5.7)
R 32/99 (A5.7)
R 33/99 (A5.13)
R 34/99 (A5.13)
R 35/99 (A5.13)
R 36/99 (A5.13)
R 37/99 (A5.13)
R 38/99 (A5.13)
R 39/99 (A5.13)
R 40/99 (A2.5)
R 41/99 (A2.5)
R 44/99 (A3.18)
R 45/99 (A3.18)
R 46/99 (A5.13)
R 49/99 (A5.13)
R 50/99 (B7)

R 51/99 (A5.3)
R 52/99 (A5.7)
R 53/99 (B7)

R 55/99 (A5.7)
R 56/99 (A5.10)
R 57/99 (A5.13)
R 58/99 (A5.3)
R 61/99 (C1.3)
R 62/99 (C1.4)
R 63/99 (A3.12)
R 64/99 (A2.5)
R 65/99 (A2.5)
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R 67/99 (A5.5)
R 68/99 (A5.5)
R 69/99 (A5.5)
R 70/99 (A5.5)
R 71/99 (A5.5)
R 72/99 (A5.5)
R 73/99 (A5.6)
R 74/99 (A5.5)
R 75/99 (A5.5)
R 76/99 (A2.5)
R 78/99 (A5.13)
R 79/99 (A5.13)
R 80/99 (B7)

R 89/99 (A5.10)
R 1/00 (A5.5)

R 2/00 (A5.5)

R 4/00 (A2.5)

R 6/00 (B7)

R 7/00 (A5.6)

R 8/00 (B7)

R 9/00 (A5.16)
R 10/00 (A3.9)
R 14/00 (A2.5)
R 16/00 (A5.7)
R 17/00 (A5.3)
R 18/00 (A5.13)
R 19/00 (A5.12)
R 20/00 (A5.7)
R 21/00 (B7)

R 22/00 (B7)

R 23/00 (B7)
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R 24/00 (B7)

R 25/00 (B7)

R 26/00 (B7)

R 27/00 (B7)

R 28/00 (B7)

R 29/00 (A5.5)
R 30/00 (A5.5)
R 31/00 (A5.5)
R 32/00 (A5.5)
R 40/00 (A5.14)
R 41/00 (B7)

R 42/00 (B7)

R 46/00 (A2.5)
R 47/00 (A2.5)
R 49/00 (A5.13)
R 50/00 (A5.13)
R 51/00 (A5.7)
R 52/00 (A5.7)
R 53/00 (A3.23)
R 54/00 (A5.6)
R 55/00 (B7)

R 56/00 (A5.13)
R 57/00 (B7)

R 58/00 (A2.5)
R 59/00 (A2.5)
R 60/00 (D6)

R 61/00 (A5.13)
R 62/00 (A5.13)
R 63/00 (A2.5)
R 64/00 (A2.5)
R 65/00 (A2.5)
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R 67/00 (A5.7)
R 66/00 (A5.13)
R 68/00 (A5.7)
R 69/00 (A2.6)
R 70/00 (B7)

R 71/00 (A5.13)
R 72/00 (A5.13)
R 74/00 (A5.13)
R 75/00 (A5.14)
R 77/00 (A5.7)
R 78/00 (A5.5)
R 2/01 (A5.18)
R 3/01 (A2.5)

R 4/01 (B7)

R 7/01 (A2.5)

R 9/01 (A5.14)
R 11/01 (A2.5)
R 12/01 (A2.5)
R 14/01 (A5.7)
R 15/01 (A5.3)
R 16/01 (A5.18)
R 17/01 (A5.13)
R 18/01 (A5.12)
R 19/01 (A3.18)
R 20/01 (A3.24)
R 23/01 (A5.13)
R 25/01 (A2.5)
R 29/01 (A2.5)
R 30/01 (A2.5)
R 31/01 (A3.18)
R 32/01 (A2.5)
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R 34/01 (B7)

R 36/01 (A5.11)
R 37/01 (A5.11)
R 38/01 (A5.7)
R 40/01 (A5.11)
R 41/01 (A5.11)
R 42/01 (A5.11)
R 43/01 (A5.11)
R 44/01 (A5.11)
R 45/01 (A2.5)
R 46/01 (A2.5)
R 48/01 (A2.5)
R 50/01 (A5.7)
R 51/01 (A5.6)
R 52/01 (A5.6)
R 53/01 (A5.5)
R 54/01 (A5.5)
R 55/01 (A5.5)
R 58/01 (B7)

R 60/01 (A3.18)
R 64/01 (A2.8)
R 65/01 (A0.2)
R 5/02 (A3.18)
R 6/02 (A3.18)
R 7/02 (A5.9)

R 8/02 (A5.3)

R 9/02 (A5.3)

R 10/02 (B7)

R 11/02 (A5.5)
R 12/02 (A5.9)
R 17/02 (A2.5)
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R 18/02 (A3.18)
R 19/02 (A3.16)
R 20/02 (A3.16)
R 23/02 (A5.11)
R 24/02 (A5.11)
R 30/02 (B7)

R 33/02 (B5.6)
R 34/02 (A5.5)
R 35/02 (A1.31)
R 36/02 (A2.5)

Directives

Dir. 5/93 (B3.3)
Dir. 3/94 (A1.13)
Dir. 3/95 (B3.1)
Dir. 4/95 (A2.12)
Dir. 5/95 (A1.26)
Dir. 6/95 (A0.4)
Dir. 7/95 (A0.2; A2.3)
Dir. 16/95 (A0.4)
Dir. 17/95 (A0.4)
Dir. 20/95 (A1.37)
Dir. 1/96 (A0.4)
Dir. 3/96 (A0.4)
Dir. 9/96 (A0.4)
Dir. 12/96 (A1.12)
Dir. 13/96(A0.4)
Dir. 19/96 (A2.8)
Dir. 1/97 (A0.4)



Dir.
Dir.
Dir.
Dir.
Dir.
Dir.
Dir.
Dir.
Dir.
Dir.
Dir.
Dir.
Dir.
Dir.
Dir.
Dir.
Dir.
Dir.
Dir.
Dir.
Dir.
Dir.
Dir.
Dir.
Dir.
Dir.
Dir.
Dir.
Dir.
Dir.
Dir.

3/97 (A0.4)
4/97 (A1.33)
5/97 (A2.8)
6/97 (A0.4)
8/97 (A1.10)
10/97 (A2.8)

12/97 (A1.12)

13/97 (A0.4)
14/97 (A0.4)
15/97 (A2.8)
16/97 (A0.4)
17/97 (A5.5)
18/97 (A0.4)
19/97 (A2.8)

20/97 (A1.12)

3/98 (A2.8)
4/98 (A2.8)
5/98 (A0.4)
6/98 (A2.8)
7/98 (A2.8)
8/98 (A2.8)
9/98 (A2.8)
10/98 (A0.4)

11/98 (A1.12)

12/98(A0.4)
16/98 (A2.8)
1/99 (A2.8)
2/99 (A2.8)
3/99 (A0.4)
4/99 (A0.4)
5/99 (A0.4)
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Dir.
Dir.
Dir.
Dir.
Dir.
Dir.
Dir.
Dir.
Dir.
Dir.
Dir.
Dir.
Dir.
Dir.
Dir.
Dir.
Dir.
Dir.
Dir.
Dir.
Dir.
Dir.
Dir.
Dir.
Dir.
Dir.
Dir.
Dir.

6/99 (A2.8)
7/99 (A0.4)
8/99 (A0.4)
9/99 (A0.4)
10/99 (A0.4)
11/99 (A2.8)
12/99 (A2.8)
15/99 (A1.12)
16/99 (A0.4)
2/00 (A0.4)
4/00 (A1.12)
6/00 (B3.2)
7/00 (A0.4)
8/00 (A0.4)
9/00 (A0.4)
12/00 (A2.8)
13/00 (A2.8)
14/00 (A2.8)
1/01 (A2.8)
3/01 (A0.4)
10/01 (A2.8)
5/01 (A0.4)
12/01 (A2.8)
1/02 (A2.8)
2/02 (A2.8)
3/02 (A0.4)
4/02 (A2.13)
6/02 (A2.8)
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ANNEX 1.1V.-

MERCOSUR'S INTRA- AND EXTRA- REGIONAL

TRADE FLOWS
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TABLE 1.IV.1

Total intra-regional exports (1986-2000)

| usgpn. - {Supprimé 1 u$s

1986 1987 1988 1989 1990 1991 1992 1993 1994 19906 11997 1998 1999 2000

Argentina

0,9 0,8 0,9 1,4 1,8 2,0 2,3 3,7 4.8 6,8 7,9 9,1 9,4 7,1 8,4
Brazil

1,2 1.3 1,6 1,4 1,3 2,3 4,1 5,4 5,9 6,2 7,3 9,0 8,9 6,8 7,7
Paraguay

0,1 0,1 0,2 0,4 0,4 0,3 0,2 0,3 0,3 0,5 0,7 0,6 0,5 0,3 0,6
Uruguay

0,4 0,3 0,3 05 06 0,6 06 07 0,9 1,0 1,2 1,4 15 1,0 1,0

MERCOSU 2,6 2,5 3,0 3,7 4,1 51 7,2 100 120 144 170 20,1 204 152 17,7
R
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Total intra-regional imports (1986-

2000)
USdn

1986 1987 1988 1989 1990 1991 1992 1993 1994 199L6 11997 1998 1999 2000
Argentina

0,8 1,0 11 0,8 0,9 1,8 38 4.2 48 47 5,8 7,6 8,0 6,3 7,2
Brazil

1.3 0,9 1,2 2,2 2,3 2,3 2,2 36 48 6,9 8,3 9,6 9,4 6,7 7,9
Paraguay

0,3 0,2 0,2 0,3 0,4 0,4 0,5 0,6 0,9 1,2 15 1,7 1,4 0,9 1,1
Uruguay

0,3 0,5 0,5 0,5 0,6 0,7 0,8 1,0 1,3 1,3 1,5 1,6 1,6 1,5 15
MERCOSU 2,7 2,6 3,1 38 41 51 7,3 9,4 119 141 171 205 204 154 17,7

R
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(cont.)
i

/ll(cont.)
Total extra-regional exports (1986-
2000)
| UStbn

1986 1987 1988 1989 1990 1991 1992 1993 1994 199L6 1 1997 1998 1999 2000
Argentina

6,0 5,6 8,3 8,1 10,5 10,0 9,7 9,4 11,0 14,2 159 164 17,0 16,3 18,0
Brazil

21,2 249 321 330 301 293 321 333 37,6 404 404 439 422 412 473
Paraguay

0,1 0,2 0,4 0,6 0,6 0,5 04 04 0,5 0,4 0,4 0,6 0,5 0,4 0,3
Uruguay

0,7 0,9 11 1,1 1,1 1,0 1,1 1,0 1,0 1,1 1,2 1,3 1,2 1,2 1,3
MERCOSU 28,0 31,7 41,8 428 423 40,8 433 44,1 50,2 560 580 623 610 59,2 67,0
R
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Total extra-regional imports (1986-

2000)
US$pbn

1986 1987 1988 1989 1990 1991 1992 1993 1994 19906 1 1997 1998 1999 2000
Argentina

3,9 4.8 4,2 3,4 3,2 6,5 11,1 125 16,8 153 179 226 234 19,2 181
Brazil

145 15,7 149 16,1 183 18,8 18,3 23,7 30,7 42,7 450 51,7 483 425 479
Paraguay

0,3 0,3 0,3 0,4 0,8 0,9 0,8 0,9 1,2 1,6 1.3 1,4 11 0,8 0,9
Uruguay

0,5 0,7 0,6 0,7 0,9 0,9 1,1 1,3 1,3 15 1,9 2,1 2,2 1,9 1,9
MERCOSU 19,2 215 20,0 205 232 270 313 384 500 612 66,1 77,8 750 644 68,8

R

Source: Data Intal 1.0 and 3.1 (Int
BID).
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TABLE 1.1V.2

Intra-regional exports/GDP (1986-2000)
(percentage)

1986 1987 1988 1989 1990 1991 1992 1993 1994 199806 1 1997 1998 1999 2000
Argentina 0,8 0,7 0,7 1,9 1,3 1,0 1,0 1,6 1,9 2,6 2,9 3,3 3,25 2,9
Brazil 0,5 0,5 0,5 0,3 0,3 0,6 11 1,3 11 0,9 0,9 1,1 1,11,3 1,3
Paraguay 3,7 34 3,9 9,4 7,2 4,1 3,8 4,2 54 5,9 6,9 6,1 6,24,0 7,4
Uruguay 6,7 4,6 4,1 6,1 6,4 5,0 4,2 4,7 51 51 5,6 6,2 6,9,8 51
MERCOSU 0,7 0,6 0,7 0,7 0,7 0,8 11 1,5 1,5 1,4 1,6 1,8 1,81,8 2,0
R
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Intra-regional imports/GDP (1986-2000)

(percentage)

1986 1987 1988 1989 1990 1991 1992 1993 1994 199806 1 1997 1998 1999 2000
Argentina 0,8 0,9 0,9 11 0,6 0,9 1,6 1,7 1,9 1,8 2,1 2,6 2,72,2 2,5
Brazil 0,5 0,3 0,4 0,5 0,5 0,6 0,6 0,8 0,8 1,0 1,1 1,2 1,21,3 1,3
Paraguay 7,4 6,6 6,1 6,1 7,7 7,0 8,2 9,3 125 138 169 18271 124 155
Uruguay 5,9 6,2 6,0 6,1 6,0 5,8 6,5 7,0 7.8 6,8 7,1 7.4 7,47,0 7,6
MERCOSU 0,7 0,6 0,7 0,8 0,7 0,8 11 1,3 14 14 1,6 1,8 1,81,8 1,9
R

Source:Data Intal 1.0 and 3.1 (Intal, BID), database Samd EIU.
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TABLE 1.1V.3

Intra-regional exports / Total exports (1986-2000)

(percentage)

1986 1987 1988 1989 1990 1991 1992 1993 1994 199896 1 1997 1998 1999 2000
Argentin 13,1 12,1 9,6 149 148 165 190 28,1 30,3 32,3,333355 356 30,3 31,8
a
Brazil 5,3 5,0 4.9 4.0 4,2 7,3 114 139 136 13,2 153 ,117174 14,1 140
Paragua 57,3 36,0 304 384 396 352 375 396 41,7 568,36 51,3 523 415 635
y
Uruguay 349 270 241 329 34,7 354 333 410 46,8 47,08,04 50,1 554 450 44,6
MERCO 8,5 7,4 6,7 8,0 8,9 11,17 143 185 19,2 204 22,7442 250 204 20,9
SUR
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Intra-regional imports / Total imports (1986-2000)

(percentage)

1986 1987 1988 1989 1990 1991 1992 1993 1994 199896 1 1997 1998 1999 2000
Argentin 176 170 215 20,1 215 21,8 253 251 223 23452 252 253 248 285
a
Brazil 8,0 55 7,3 120 11,2 10,8 10,8 13,1 13,6 13,8 1585,7 16,4 13,7 1472
Paragua 453 414 420 380 308 311 384 386 41,7 418435 53,7 56,0 516 537
y
Uruguay 40,1 394 440 429 396 423 434 449 513 46,404 435 43,3 43,6 438
MERCO 12,3 10,8 13,2 15,7 151 159 18,9 19,6 19,2 18,052 209 214 19,3 205
SUR

Source: Data Intal 1.0 and 3.1 (Intal, BID), database Sand EIU
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Table 1.1V.4

MERCOSUR: composition of exports by HS section and marketsfalestination, 1986-2000

(percentage of total exports to the region, three-yearages)

HS 1986- 1992- 1998-
Section |88 94 00
MER |Nafta Rest [EU Rest ojTotal |MER |Nafta |Rest [EU Rest ojTotal |MERC|Nafta |[Rest |[EU Rest ojTotal
COosu of the COSsu of the OSUR of the
R Amer world R Ameri world Ameri world
ica ca ca
1 5,0% [2,2% | 1,9%6,4% |52% | 4,7% | 4,4% 18% 15% 83% 6,1% 54% 4,6%6%2 3,6% | 8,0% 6,3%| 5,5%
2 15,3%7,5% | 10,0 [20,2% | 12,5% 13,6% 12,3%3% |5,8%| 17,7% 9,0%| 11,2% 11,4% 5,3% 4,8% 19,794%212,3%
%
1,8% | 1,5%| 7,1%1,5% |5,6% | 3,1% | 1,5% 1,3% 58% 13% 7,8% 35% 1,298%0|64% | 1,1% | 10,1% 3,8%
4 4,0% | 13,9%13,9 |27,8% 14,9% 17,5% 5,0% 11,6% 9,8% 27,8% 12/6% 15@%0 |6,8% | 8,9% 22,5% 16,2% 13,4%
%
5 8,5% |7,9% | 59%7,7% 9,0% | 82% | 8,8% 6,5% 14,188% |9,3% | 8,4% | 85%| 8,8% 12,180% |12,4%)| 9,7%
6 13,8%4,2% | 4,1%3,8% |3,8% | 4,7% | 8,0% 4,5% 3,9% 3,0% 4,6% 4,7% 9,3%%5|6,5% | 3,3% | 5,4%| 5,7%
7 6,5% [1,9%  3,00,9% 3,3% | 2,5% | 6,00 2,4% 2,8% 10% 2,7% 2,7% 58%M%22,1%|1,1% 2,2%| 2,8%
8 3,1% [3,3% | 0,3%3,4% | 1,4% | 2,6% | 1,6% 3,4% 1,1% 35% 19% 2,6% 0,99%1%30,7% | 3,1% @ 2,2%| 2,4%
9 1,0% 1,3%| 5,8%1,9% 0,4% | 1,2% | 0,8% 2,1% 59% 26% 09% 1,7% 0,8%1%3|6,4% | 2,8% | 1,0%| 1,9%
10 2,6% (2,4% | 4,2%3,2% 2,9% | 29% | 3,00 2,7% 2,4% 3,6% 3,7% 3,3% 3,8%8%2/2,9%|3,7% 3,2%| 3,4%
11 7,2% |5,1% 2,3%5,9% |5,6% | 56% | 6,6% 45% 3,0% 39% 3,7% 4,4% 53%8%1/1,9%|1,5% 2,1%| 2,6%
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12 0,5% [9,9% | 2,4%1,7% 0,4% | 3,3% | 0,7% 11,3% 1,7% 2,0% 0,6% 3,2% 0,94% |[1,0% 1,0% | 0,5%| 1,9%

13 1,4% |1,0% | 2,1%0,3% 0,7% | 0,7% | 1,4% 1,3% 2,8% 0,8% 09% 1,1% 1,19%%%1|2,7%| 0,9% | 0,8%| 1,1%

14 0,0% | 0,4%| 0,3%0,1% 0,3% | 0,3% | 0,0% 1,3% 0,2% 0,5% 0,6% 0,6% 0,09%38%2 0,1%| 0,6% | 0,5%| 0,8%

15 8,2% | 12,3%12,5 16,2% 19,0%| 12,6% 6,8% 12,2% 13,88% |22,1%| 12,7% 5,2% 12,9% 9,1% 7,8% 9,3% 8,7%
%

16 10,99%15,19%010,1 4,1% 5,9% | 8,3% | 12,8%7,7% | 10,694,8% |[6,9% | 9,6% | 12,7% 15,2% 11,86% |6,0% | 9,4%
%

17 8,8% |8,6%| 12,04,4% 8,0% | 7,3% | 18,698,0% |12,3%3,4% |5,6% | 7,9% | 20,6% 16,3% 16,4256% |4,6% | 11,5%
%

18 0,6% 0,7%| 0,7%0,2% 0,3% | 0,4% | 0,5% 1,0% O0,7% 0,3% 0,4% 05% 0,6%3%1 0,7%| 0,4% | 0,4%| 0,6%

19 0,1% 0,3%| 0,1%0,1% 0,7% | 0,4% | 0,1% 0,4% 0,2% 0,1% 0,4% 0,2% 0,09%2%0 0,1% | 0,0% | 0,1%| 0,1%

20 0,2% 0,3%| 1,1%0,1% 0,1% | 0,1% | 0,9% 0,8% 2,1% 0,8% 0,3% 0,7% 1,09%%6%1 1,8%| 1,0% | 0,3%| 0,9%

21 0,4% 0,1%| 0,3%0,1% 0,1% | 0,1% | 0,0% 0,0% 0,1% 0,0% 0,1% 0,1% 0,09%2%0 0,4% | 0,2% | 4,2%| 1,4%

Tot 100,0/100,0|100,0100,0 100,0 |100,0 |100,0|100,0 |100,0|100,0 |100,0 {100,0 |100,0 |100,0 [100,0/100,0 |100,0 |100,0

% % % % % % % % % % % % % % % % % %

US§_ [2.715,9.484]883.010.450 12.805|36.347[0.700, 11,360 1,186 15,580 17 378]55.223(17 737 16.492 1.623]10.700 24.446[80.008] ~ SHPerimé:uss

thousand273 [359 |90 |056 956 733 994 131 016 |773 067 981 |466 142 019 (776 409 812

S

Source: Data Intal 1.0 and 3.1 (Intal, BID).
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TABLE 1.IV.5

MERCOSUR: composition of exports by HS sections and marketsf destination, 1986-2000
(percentage of total exports by HS section, three-yeaages)

HS 1986- 1992- 1998-
Section |88 94 00
MER |Nafta Rest [EU Rest ojTotal |MER |Nafta Rest [EU Rest o|Total |[MERC|Nafta Rest |[EU Rest ojTotal
cosu of the cosu of the OSUR of the
R Amer world R Ameri world Ameri world
ica ca ca
1 80 (12,2 2,6 | 395 | 37,7| 100,0 143 6,8 44 43]1 314000 |184 | 9,6% 6,8% 36,0% 29,3% 100
%
2 84 (144 44 | 428 | 29,9| 100,0 194 97 6,9 446 19400,0 (20,6 | 89% 59% 39,7% 24,9% 10Q
%
3 43 |12,6 13,1 13,7 | 56,3| 1000 7,5 7,6 18,0 10j2 756100,0 | 7,2 1,8% | 13,9%62% |69,9%| 100,0
%
4 1,7 |208 35 | 457 | 28,3| 1000 58 156 34 51,3 238000 (9,9 10,4% 5,1% 41,4% 33,2% 100
%
5 7,7 |252 48| 26,8 | 355| 100,0 18,4 158 9,5 27,7 628100,0 | 19,5 | 18,5% 17,4%20,4% | 24,1% 100,0
%
6 22,0 (23,6 | 12,9 23,3 | 18,1| 1000 30,0 19,5 14,1 18184 |100,0| 36,1 | 18,3% 16,7%4,2% | 14,7% 100,0
%
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7 19,7 120,3 20,5 10,1 | 29,4 1000 39, 17,9 183 10B45 [100,0| 46,5 | 17,8% 17,5%8% |8,4% | 100,0
%

8 90 |333 113|388 17,6 1000 106 27,1 3,9 382 3201000 |88 29,7% 1,8% 32,3% 27,9% 100
%

9 6,1 (27,6 11,8 445 | 99 100,06 85 253 86 423 154000 |89 32,7% 8,2% 36,1% 14,1% 100
%

10 6,8 |22,0 10,7/ 32,2 | 28,2| 100,0 16, 16,7 9,0 309 ,4 271000 | 248 | 17,2% 11,3%2v,2% | 19,5% 100,0
%

11 96 (236 60 | 301 306| 1000 26,83 209 12,5 24,8 .,515100,0|450 | 14,2% 14,5%,7% | 11,6% 100,0
%

12 12 (784 29 | 146 | 3,0 1000 36 721 31 17)8 3,400, |10,8 | 66,8% 54% 13,3% 3,7% 100
%

13 140 |345 219 12,4 | 17,2 1000 22,3 238 19,7 21®.6 |100,0| 23,2 | 29,4% 16,920,1%  10,4% 100,0
%

14 03 |44,7 41| 17,0 34,0| 1000 08 441 22 22|7 301000 |0,8 58,7% 1,4% 19,3% 19,8% 100
%

15 49 255 86 | 142 | 46,8| 1000 93 198 11,3 14,0 6451000 | 13,2 | 30,3% 11,0%l,9% | 23,6% 100,0
%

16 99 |47,6 14,7| 144 | 13,4| 100,0 234 37,7 150 14,18 9(100,0| 30,1 | 33,5% 14,1%45%| 7,8% | 100,0
%

17 90 308|217 17,4 | 21,1| 100,0 41, 20,8 16,8 12,19 8(100,0 | 39,7 | 29,2% 9,3% 16,1% 5,7% 100
%

18 11,7 (439 191 111 | 14,2 1000 16,1 396 16,8 15H,9 |100,0| 19,6 | 42,1% 155%,4%  6,5% | 100,0
%

19 28 1201 24 | 88 659 | 100,0 59 369 48 9,6 42,800, | 7,5 56,3% 14,0%,7% 13,5%| 100,0

,0

,0
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%
20 9,2 47,6 24,7 125 | 6,0 100,06 23,5 242 14,8 33,06 4,100,0 | 24,2 | 353% 10,22/,8%|2,5% | 100,0
%
21 24,7 |25,1 20,6 16,6 13,0 1000 93 6,7 47 17,2 1621000 | 0,6 31% 12% 4,0 91,0% 100,0
%
Tot 75 (261 84 | 288 | 29,3| 100, 176 20,6 10,0 228,23,7 |100,0| ul 20,69%40,3 |24,7% (22,3% (100,0
% %

US$ [2.715.9.484.883.010.459/12.805(36.347|9.709.11.3691.186.15.580/17.378|55.223|17.737/16.492 1.623.19.799/24.446(80.098] -~ {supprimé : uss

thousanq273 (359 90 |056 [956 733 (994 131 016 |773 |067 (981 |466 |142 019 776 409 (812
S

Source: Data Intal 1.0 and 3.1 (Intal, BID).
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TABLE 1.1V

BRAZIL: Composition of exports to MERCOSUR by HS setion, 1986-2000

.6

(percentage, three-years average)

HS Section|1986-88 1992-94 1998-00
1 0,5% 2,1% 1,8%
2 6,2% 2,3% 2,1%
3 0,2% 0,1% 0,3%
4 4,7% 6,3% 6,3%
5 12,0% 5,0% 2,6%
6 14,5% 8,6% 11,1%
7 8,6% 7,9% 7,5%
8 0,1% 0,1% 0,2%
9 0,7% 0,8% 0,9%
10 2,4% 4,4% 4,9%
11 4,8% 5,6% 5,6%
12 0,5% 0,8% 1,7%
13 1,9% 1,9% 1,9%
14 0,0% 0,0% 0,1%
15 13,6% 10,6% 8,7%
16 15,1% 18,5% 20,4%
17 12,1% 22,7% 21,3%
18 1,0% 0,7% 0,8%
19 0,3% 0,1% 0,1%
20 0,3% 1,4% 1,7%
21 0,5% 0,0% 0,1%
Total 100,0% 100,0%  |100,0%
Value (US§1.374.125 | 5.122.314| 7.795.618
thousands)

Source:Data Intal 1.0 and 3.1 (IntaBID)

330

- {Supprimé 1 u$s




TABLE 1.1V.7
ARGENTINA: Composition of exports to MERCOSUR by HS section, 1986-2000

(percentage, three-years average)

HS Section|1986-88 1992-94 1998-00
1 5,0% 4,9% 4,8%
2 28,1% 25,4% 17,9%
3 4,4% 2,7% 1,8%
4 3,8% 4,1% 5,2%
5 7,1% 16,5% 15,4%
6 13,2% 7,6% 8,4%
7 3,8% 3,4% 4,4%
8 7,5% 3,4% 1,5%
9 0,1% 0,1% 0,4%
10 3,0% 1,2% 2,7%
11 2,5% 3,8% 3,7%
12 0,6% 0,4% 0,3%
13 1,1% 0,7% 0,5%
14 0,0% 0,0% 0,0%
15 3,3% 2,5% 2,6%
16 9,3% 7,7% 7,6%
17 6,6% 14,8% 22,2%
18 0,4% 0,3% 0,4%
19 0,0% 0,0% 0,0%
20 0,0% 0,3% 0,4%
21 0,1% 0,0% 0,0%
Total 100,0% 100,0% 100,0%
Value (US§845.908 | 3.589.374| 8.293.921
thousands)

Source:Data Intal 1.0 and 3.1 (IntaBID).
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TABLE 1.IV

.8

PARAGUAY: Composition of exports to MERCOSUR by HSsection, 1986-2000

(percentage, three-years average)

HS Section|1986-88 1992-94 1998-00
1 10,9% 8,0% 7,4%
2 17,3% 9,2% 37,7%
3 2,5% 12,1% 9,0%
4 3,3% 2,3% 10,7%
5 0,4% 1,2% 0,3%
6 1,7% 2,3% 1,7%
7 0,0% 0,0% 1,0%
8 0,7% 3,0% 2,8%
9 12,0% 12,9% 6,6%
10 0,0% 0,7% 0,7%
11 50,3% 43,8% 19,1%
12 0,0% 0,0% 0,1%
13 0,0% 0,1% 0,2%
14 0,0% 0,0% 0,0%
15 0,8% 2,8% 1,5%
16 0,0% 0,3% 0,7%
17 0,0% 1,1% 0,0%
18 0,0% 0,0% 0,1%
19 0,0% 0,0% 0,0%
20 0,0% 0,1% 0,3%
21 0,0% 0,0% 0,0%
Tot 100,0% 100,0% 100,0%
Value (US§138.388 | 289.801 | 463.803 |
thousands)

Source:Data Intal 1.0 and 3.1 (Intal, BID).
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TABLE 1.IV

.9

URUGUAY: Composition of exports to MERCOSUR by HS ection, 1986-2000

(percentage, three-years average)

HS Section|1986-88 1992-94 1998-00
1 20,1% 16,8% 20,3%
2 19,2% 19,9% 17,6%
3 1,2% 1,0% 0,9%
4 1,8% 1,9% 7,3%
5 1,3% 0,4% 2,9%
6 16,9% 8,3% 6,9%
7 7,4% 7,8% 7,3%
8 4,9% 2,1% 1,2%

9 0,0% 0,1% 0,2%
10 3,6% 3,4% 5,2%
11 11,0% 13,0% 9,3%
12 0,3% 1,1% 0,6%
13 0,8% 2,0% 1,0%
14 0,0% 0,0% 0,0%
15 2,0% 2,1% 2,4%
16 3,1% 2,5% 2,9%
17 4,8% 16,2% 12,8%
18 0,1% 0,2% 0,3%
19 0,0% 0,0% 0,0%
20 0,1% 0,7% 1,0%
21 1,3% 0,5% 0,0%
Tot 100,0% 100,0% 100,0%
Value (US§356.851 | 708.506 | 1.184.11§
thousands)

Source:Data Intal 1.0 and 3.1 (Intal, BID).
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TABLE 1.1V.10

MERCOSUR: composition of imports by HS sections andnarkets of origin, 1986-2000
(percentage of total imports from the region, thyear averages)

HS 1986-88 1992-94 1998-00
Section

MERC Nafta |Rest o¢EU Rest o|[MERC |Nafta |Rest o]EU Rest o|MERC |Nafta |Rest olEU Rest 0

OSUR America the OSUR America the OSUR America the

world world world

1 5,3 1,8 1,2 24 1,7 4,3 0,9 2,3 1,3 2,4 4,6 0,4 19 0,6 1,0
2 18,0 5,7 7,2 1,9 1,3 13,9 8,2 12,4 1,3 1,8 11,6 1,6/6,6 0,8 0,8
3 2,0 0,2 0,0 0,5 0,0 1,5 0,4 0,0 0,4 0,6 1,2 0,1 0,0/0,3 0,3
4 1,8 0,4 21 1,4 0,1 3.4 2,0 6,2 2,8 1,2 51 1,1 5,6(2,1 0,8
5 10,3 12,7 47,9 2,0 55,1 9,8 7,4 32,9 1,6 29,6 9,9 4 3 40,8 1,7 19,1
6 13,4 22,0 10,9 20,7 9,9 7,7 16,9 13,5 17,5 10,3 9,1/19,2 9,9 18,1 13,4
7 5,8 54 0,6 4.9 2.4 6,0 6,4 2,1 4,7 2,5 5,9 6,7 3,6/5,0 4,3
8 4,2 0,4 0,4 0,8 0,4 1,6 0,1 0,3 0,2 0,6 1,0 0,1 0,2/0,2 0,7
9 14 0,1 19 0,2 0,0 1,0 0,1 1,5 0,1 0,1 0,8 0,1 0,9/0,3 0,1
10 29 2,7 2,8 2,3 0,4 2,9 3,3 4.8 24 0,6 3,7 3,5 6,2 3,4 0,6
11 6,0 1,3 1,3 0,9 0,7 6,2 2,8 4.8 2,7 5,2 5,3 1,7 2,711,7 5,3
12 0,2 0,0 0,2 0,0 0,1 0,4 0,2 0,5 0,4 11 0,8 0,0 0,2/0,1 0,9
13 1,0 0,8 0,1 1.3 0,3 1,3 0,7 0,5 1,3 0,4 1,0 0,7 0,7/1,3 0,6
14 0,0 0,4 1,6 0,2 0,2 0,0 0,2 11 0,2 0,1 0,0 0,1 1,10,3 0,3
15 7,2 3,7 16,9 8,2 3,0 6,6 3,6 11,9 5,0 2,6 5,3 4,11 241 55 4,1
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16 11,7 28,2 1,8 39,1 16,0 12,5 36,6 6,1 39,4 27,8 212,/43,7 4,1 39,0 33,7
17 7,3 8,6 2,0 8,1 2,1 19,4 8,6 4,8 13,3 9,2 20,9 7,412,3 14,3 7,1

18 0,7 52 11 4,4 5,6 0,5 55 0,8 4,0 4,0 0,6 5,2 0,3 3,8 4,0

19 0,0 0,0 0,0 0,1 0,0 0,1 0,1 0,0 0,1 0,0 0,0 0,0 0,0 0,2 0,0

20 0,1 0,1 0,0 0,2 0,0 0,9 0,9 0,9 1,3 1,7 1,0 0,9 0,6 1,3 2,2

21 0,6 0,2 0,1 0,3 0,5 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,4
Total [100,0 |100,0 | 100,0 | 100,0 100,04 100,0 100,0 ,a00/100,0 |100,0 | 100,06 100,0, 100,0 100,0 100

SourceData Intal 1.0 and 3.1 (Intal, BID).
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TABLE 1.IV.11

MERCOSUR: composition of imports by HS sections andharket of origin, 1986-2000

(percentage of total imports by HS section, threaryaverages)

HS 1986- 1992- 1998-
Sectio |88 94 00
n

MERC Nafta |[Rest |EU Rest ojTotal [MERC Rest o/EU Rest ojTotal |[MERC|Nafta |Rest oEU Rest o|Total

OSUR ofe the OSUR Americ the OSUR Americ the

Americ world a world a world
a

1 27,8 1183 | 3,1 25,7 | 25,1| 100,0 48,7 4,0 19,2 2 22100,0 | 61,6 | 5,7 5,7 11,2 15,8 100
2 444 276 |93 9,8 8,9 100,0 58,8 ) 8,0 7,2 6,1 00,a 685 |11,1 | 8,7 6,5 5,1 100,
3 56,5 13,3 | 0,2 27,0 | 3,0 100,0 54,1 0,2 20,7 17100,0 | 57,2 | 5,3 0,4 21,2 15,8/ 100
4 27,4 10,8 | 16,0 | 430 29 100,0 26,2 9 14,5 28,2,51|100,0| 44,9 | 12,1 | 10,9 239 8.2 100
5 4.8 115 (116 | 1,9 70,2 | 100,0 13,8 > 143 3,1 456100,0 | 20,9 | 8,8 19,3 4.6 46,4 100
6 10,2 32,8 |43 32,1 | 20,7 100,0 11,1 1 6,0 33,6 ,220100,0 | 124 | 315 | 3,0 32,3 20,9 100
7 175 319 | 1,0 29,7 | 19,9| 100,0 249 1 2,7 26,0 ,3 14100,0 | 22,3 | 30,7 | 3,1 25,1 18,8 100
8 54,1 8,9 2,5 20,3 | 14,2| 100,0 54,0 2,9 10,3 2600,0 | 45,7 | 53 2,0 9,8 37,2 100
9 46,0 9,2 31,9 | 10,3 | 2,5 100,0 56,1 246 104 5,0000,0 51,1 | 5,3 123 239 74 100
10 18,8 34,0 | 9,6 31,1 | 6,5 100,0 234 Y 119 26,19 6,100,0 | 255 | 29,3 | 9,6 30,6 5,0 100
11 459 19,6 | 5,0 14,7 | 14,8| 100,0 28,71 3 6,9 16,4 ,3 32100,0 | 32,4 | 12,3 | 3,7 14,1 37,5 100
12 329 120 | 129 | 11,6 | 30,5 100,0 15, 0 5,8 17,122,121 5|100,0 | 40,6 | 1,4 1,7 4,6 51,7 100
13 169 24,7 |11 43,1 | 14,2| 100,0 27,2 7 3,7 38,5,012100,0 | 23,2 | 18,2 | 3,6 38,3 16,7 100
14 0,3 31,9 338 | 156 | 184| 100,0 2,2 3 34,2 22,8,017100,0 | 2,8 6,7 243 341 32,1 100
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15 149 |151 18,2  34,7| 17,1| 1000 26,6 17,4 14 26,4 [100,0| 21,4 | 196 | 11,2/ 28,9 19,0 1000
16 6,1 28,8 05 41,7 | 23,0| 100,0 8,4 296 1.3 35/4 2580,0 | 7,8 33,8 | 0,6 32,8, 24,9 100/0
17 15,3 355 | 2,2 348 | 12,2 1000 316 16,8 24 28,9 ,3 20100,0 | 36,5 | 155 | 0,9 328 14,3 1000
18 2,0 284 |16 25,0 | 43,0| 100,06 2,9 36,4 1.3 29,5 29200,0 | 3,5 381 | 05 30,1 28,0, 1000
19 7,8 159 14 69,5 | 53 100,0 219 332 0,6 28/0 16m®0,0 | 7,7 13,0 | 04 70,2 8,6 100,0
20 118 |21,1 06 60,4 | 6,1 100,06 13,7 17,7 43 27,8 536100,0 | 150 | 176 | 2,2 254 398 1000
21 17,9 14,7 2,0 18,0 | 47,4 1000 184 16,7 5,8 23,1 ,9 35100,0 | 0,9 0,9 0,2 4,4 93,6/ 100)0
Total (12,1 (23,7 6,3 2477 | 33,2 100,p 19,2 23,1 5,9 572|261 |100,0f 20,5| 246| 4,6 26,8 23% 100,0

Source:Intal 1.0 and 3.1 (Intal, BID).
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TABLE 1.1V.12

ARGENTINA AND BRAZIL: IMPORTS FROM THE EU WITH SIGN IFICANT MARKET SHARE
LOSSES, 1992-2000

(HS tariff items with EU market share > 0,25% in 192-94 and a market share loss > 5%)

Ranking |Ranking Tariff item [Description Share of import{EU EU
#1 #2 from the EU market |marl
share [shar
1992-94 |199:

78 1 2207 Alcohol etilico 0,30 17,9 1,3

79 2 8543 Magquinas y aparatos eléctricos con fun(0,30 32,1 15,5
propia NEP

60 3 1107 Malta 0,40 42,9 23,7

30 4 8450 Lavarropas 0,61 84,5 47,4

97 5 2932 Compuestos heterociclicos 0,26 43,0 24,5

89 6 8439 Maq y Ap fabr papel 0,28 76,3 48,1

40 7 8542 Circ integrados 'y  microestuwas<0,50 13,7 9,1
electronicas

24 8 8511 Ap y dispo electricos para encend0,67 56,3 38,5
motores

1 9 8703 Coches de turismo 6,52 40,8 28,6

41 10 2930 Tiocompuestos organicos 0,50 48,1 34,5

67 11 3907 Poliacetales y los demas polieteres 0,35 22,3 16,1

73 12 2921 Compuestos con funcién amina 0,32 33,5 55 2

18 13 3104 Abonos minerales o quimicos potasicos 79 0, 31,6 24,3

4 14 8536 Ap para cortes circuitos eléctricos 1,55 54,2 41,8

12 15 3004 Medicamentos 1,06 48,3 37,4

86 16 8537 Cuadros, paneles, consolas y armarios ' 28 0, 61,3 47,6

69 17 7210 Productos laminados planos sin a0,34 455 35,9
(determinados)

58 18 8418 Refrigeradores y congeladores 0,40 30,924,5
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90 19 1509 Aceite de oliva 0,28 77,6 63,6
71 20 3003 Medicamentos 0,34 62,8 51,6
29 21 8419 Ap y dispo cambio de temperatura 0,64 357 |47,2
16 22 4810 Papel y carton estucados 0,83 69,5 57,3
57 23 3920 Otras placas y laminas plasticas 0,41 8 32 (27,2
37 24 4016 Ciertas manuf de caucho 0,51 53,8 447
87 25 8474 Maq para varias acciones tierra miner0,28 67,2 56,0
sélidos

56 26 7219 Prods laminados planos de acero inox 204 63,7 53,3

27 8517 Ap electricos de telefonia o telegrafia , 751 45,3 38,1

28 8406 Turbinas de vapor 1,38 98,0 83,1
27 29 8525 Ap emisores radiodif, telev 0,65 17,7 | ,315
45 30 9032 Instr y ap para control autom y regul 490, 49,2 42,6
75 31 7318 Tornillos, pernos, tuercas, etc 0,32 243, |37,6
64 32 9027 Instr y ap para analisis fisicos y qoosi | 0,36 34,0 29,8
76 33 3206 Otras materias colorantes 0,31 32,6 28,7
62 34 8540 Lamparas, tubos de vapor 0,37 15,4 13,7
92 35 9030 Osciloscopios, analizadores de espectrd0,27 31,2 28,0
28 36 8447 Ciertas maq textiles 0,64 72,2 65,1
14 37 8482 Rodamientos de bolas 0,93 44,0 40,3
59 38 2922 Compuestos aminados 0,40 42,7 39,6
65 39 8501 Motores y generadores electricoas 0,35 42 3 |31,9
31 40 8438 Mag y apa indu alimentos y bebidas 0,59 69,6 65,0
46 41 8421 Centrifugadores secadoras sep gases 0,49 43,6 40,8
95 42 8441 Maq y apa indu papel 0,27 55,4 51,8
11 43 8477 Maq y apa indu caucho 1,30 64,9 60,7
81 44 8455 Laminadores para metal 0,29 66,2 62,4

Total 30,33 nc nc

Ranking #1: ranking based on the share of each tariff itetotal Argentina and Brazilian imports from the EiJ
1992-1994.
Ranking #2: ranking based on the relative change in EU’s miaskare in the 1992-1994/1998-2000 period.

Source: INDEC and SECEX
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ANNEX 1.V

MERCOSUR: FOREIGN DIRECT INVESTMENT; INFLOWS
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TABLE 1.V.1
MERCOSUR: FOREIGN DIRECT
INFLOWS; ANNUAL AGGREGATE FIGURES

INVESTMENT

|- {Supprimé 1 u$s

Destination 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 Promedi
0

US§milion
Argentina

1836 2439 4179 6.305 3490 5.609 6.949 9.162 7.281 24147 11.152 7.504
Brazil

989 1.103 2.061 1.292 2590 5.475 10.496 18.743 28.480 31.362 33.547 12.376
Paraguay

76 84 137 111 138 98 144 230 336 66 96 138
Uruguay

42 32 1 102 155 157 137 126 164 229 180 120
MERCOSUR

2943 3.658 6.378 7.810 6.373 11.339 17.726 28.261 36.261 55.804 44.975 20.139
Share in total, percentage
Argentina 62,4% 66,7% 655% 80,7% 54,8% 495% 392% 32,4% 19%0, 433% 24,8% 37,3%
Brazil 336% 302% 32,3% 165%  40,6% 48,3% 59,2%  66,3% 5%8, 56,2%  74,6% 61,5%
Paraguay 2,6% 2,3% 2,1% 1,4% 2,2% 0,9% 0,8% 0,8% 0,9% 0,1% ,2%0 0,7%
Uruguay 1,4% 0,9% 0,0% 1,3% 2,4% 1,4% 0,8% 0,4% 0,5% 0,4% ,4%0 0,6%
MERCOSUR 100,0% 100,0% 100,0% 100,09 100,0% 100,0% 100,0%0,0% 100,0% 100,0% 100,0%100,0%

Source: based on UNCTAD, World Investment Reporg®é and 2001
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TABLE 1.V.2
MERCOSUR: FOREIGN DIRECT INVESTMENT / GROSS DOMESTI C FIXED INVESTMENT (IED / IBIF).

Destination 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 | romdrdlio
Argentina 24,2% 15,1% 41,7% 56,1% 6,8% 12,1% 14,1% 16,1% %2,2 47,7% 24,6%
Brazil 1,0% 1,4% 3,0% 1,3% 2,3% 3,8% 7,0% 11,7% 18,4% %81,3 [8,1%
Paraguay 6,6% 5,7% 9,7% 7,3% 7,8% 4,7% 6,6% 10,6% 17,7% 3,9% (8,1%
Uruguay 4,7% 2,7% 0,1% 5,7% 6,3% 6,0% 4,8% 4,1% 4,9% 7,5% |4,7%
MERCOS 2,7% 3,7% 7,9% 6,9% 3,8% 5,8% 8,7% 12,7% 16,5% 985,9 [10,5%
UR

Source: based on UNCTAD, World Investm:
Reports 1996 and 2001
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TABLE 1.V.3

MERCOSUR: FOREIGN DIRECT INVES TMENT BY COUNTRY OF ORIGIN

Annual average, 1996-2000.

Argentina |[Brazil Paraguay |Total
Europe 8.102,0 11.627,4 44,3 19.773,7
Germany 280,3 335,2 0,2 615,7
Spain 5.293,1 4.309,5 5,8 9.608,4
France 768,7 1.580,5 1,2 2.350,4
Italy 352,9 322,6 0,4 675,8
Netherlands 911,8 1.930,0 25,3 2.867,2
United Kingdom 401,4 412,9 5,9 820,2
Others Europe 93,9 2.736,6 5,6 2.836,1
North America 1.847,7 5.127,6 78,4 7.053,7
United Status 1.577,8 4.907,3 78,8 6.563,9
Ceantral America and Caribbean 1.087,8 2.935,1 0,0 4.022,9
South America 5225 197,8 62,3 782,6
Argentina 0,0 106,2 33,4 139,6
Chile 306,1 0,0 5,7 311,9
Others South America 216,3 0,0 0,0 216,3
Brazil 0,0 0,0 12,9 12,9
Colombia 0,0 0,0 0,7 0,7
Uruguay 0,0 91,7 9,5 101,1
Others 2441 849,7 5,3 1.099,1
Total 11.804,0 20.737,6 190,3 32.731,9
Sources:

Argentina: Direccion Nacional de Cuentas Naciona¥isisterio de Economia

Brazil: Banco Central del Brasil
Notes:

1. Uruguay has not been included due to incompisyilof the data. The share of Uruguay in total FDI inflowsiMERCOSUR in thi

period was less than 1%.

2. In the case of Paraguay the annual averagestheperiod 1996-1999.
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TABLE 1.V.4

MERCOSUR: FOREIGN DIRECT

SECTOR OF DESTINATION.
Annual average, 1996-2000.

Share (percentage).

INVESTMENT BY

Sector of destination Argentina Brazil Paraguay Tt
Transport and communications 9,7% 22,4% 26,3% 17,8%
Finance 12,0% 16,9% 31,3% 15,2%
Petroleum 38,6% 0,8% 0,0% 14,4%
Electricity, gas and water 7,5% 13,0% 0,0% 11,0%
Trade 3,8% 8,1% 15,2% 6,6%
Chemicals, rubber and plastic 5,5% 3,8% 3,7% 4,4%
Motor vehicles 3, 7% 4,6% 0,0% 4,3%
Food, beverages and tobacco 4,8% 3,2% 14,3% 3,8%
Machinery and equipment 1,2% 4,4% 0,0% 3,2%
Metals and metalworks 1,5% 1,3% 0,0% 1,4%
Mining 1,3% 0,7% 0,0% 0,9%
Paper 2,4% 0,0% 0,0% 0,9%
Textiles 0,0% 0,3% 0,0% 0,2%
Other 8.1% 20,4% 9,2% 15,9%
Total 100,0% 100,0% 100,0% 100,0%
Sources:

Argentina: Direccién Nacional de Cuentas NaciondiesEconomia

Brasil: Banco Central del Brasil
Notes:

1. Uruguay has not been included due to incompiyiloif the data. The share of Uruguay in total kbflows into MERCOSUR in th

period was less than 1%.

2. In the case of Paraguay the annual averagestweperiod 1996-1999.




TABLE 1.V.5
BRAZIL: FDI by sector of destination (1996-2000).

usgmilion -
Sector of destination 1996 1997 1998 1999 2000
Agriculture, livestock and extractive industries 1D,5 456,1 1424 4225 649,4
Agriculture, livestock and related services 379 00, 0,0 20,0 0,0
Forestry and related services 0,0 108,5 49,8 00 0 O,
Fishing and related services 0,0 0,0 0,0 0,0 0,0
Petroleum extraction and related services 46,8 10,027,0 296,8 480,9
Metal mineral extraction 25,8 337,6 50,6 49,7 1334
Non-metal mineral extraction 0,0 0,0 15,1 56,0 35,2
Manufacturing 1.740,0 2.036,4 2.766,4 7.002,3 5.087
Food and beverages 185,9 322,9 133,1 1.239,4 975,0
Tobacco 250,0 0,0 0,0 168,5 0,0
Textile products 72,8 50,2 22,2 90,1 35,7
Garments and accessories 0,0 10,0 24,0 0,0 14,9
Leather products 0,0 0,0 0,0 0,0 0,0
Word products 0,0 88,1 16,9 22,5 31,7
Cellulose, paper and paper products 21,9 0,0 0,0 /512 10,3
Editing and printing 0,0 11,8 11,7 77,1 15,6
Coque, petroleum, nuclear fuels and alcohol 0,0 011, 10,8 10,8 0,0
Chemical products 221,6 368,2 355,0 1.271,8 1.118,
Rubber and pastic products 30,2 139,1 157,4 207,48,0 5
Non-metal mineral products 194,9 207,7 84,8 288,8 7,06
Basic metallurgy 30,2 0,0 118,0 112,6 245,6
Metal products 63,7 0,0 40,3 42,3 26,1
Machinery and equipment 179,2 206,6 1747 87,2 578,9
Office and informatic equipment 10,0 20,0 49,0 083 23,0
Electrical machinery and appliances 30,2 138,1 0,91 340,2 65,8
Electronic materials and communication equipments 2,16 185,6 2629 520,1 655,3
Medical, optical, automat. equipment and watches 857 11,0 0,0 0,0 19,5
Motor vehicles 286,1 2227 1.060,1 1.831,0 960,7
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Other transport equipment

Miscellaneous industries

Recicling

Services

Electricity, gas and hot water

Water collection, treatment and distribution.
Construction

Trade, fuel trade and reparation of vehicles
Wholesale trade and trade intermediaries
Retail trade and objects’ repair

Lodging and food services

Road transportation

Water transportation

Air transportation

Activities auxiliary to transportation and travejemcies
Postal services and telecommunications
Financial intermediation

Insurance

Activities auxiliary to financial intermediation
Real estate

Rental of vehicles, machinery and objects
Informatic activities and related services
Research and development

Business services

Education

Health and social services

Urban cleansing and related activities
Associative activities

Recreational, cultural and sporting activities
Personal services

International organizations

Total

Inflows of less than u$s 10 million per year (aggted)
Grand total

0,0
43,4
0,0

0,0 90,7 49,5 1863
43,4 44,0 0,0 0,0
0,0 0,0 0,0 0,0

5.814,9 12.818,6 20.361,9 20.139,6 24.13
1.626,4 3.554,4 2,20 2.969,6 29722

0,0
0,0
16,3

00 90,4 0,0 73,5

53,1 1714 293,8 12,0

76,9 0,0 262,3 88,3
207,0 0,669 1.089,1 1.549,8 886,4

406,0 84,9 14081.113,8 660,1
35,9 0,0 20,6 25,7 0,0
208,2 0,0 0,0 84,7 441
0,0 0,0 55,0 0,0 0,0
0,0 0,0 0,0 111 0,0
0,0 0,0 24.8 26,9 38,3
611,2 831,2.565,0 7.797,1 10.896,
379,5 1596,2 59165 1.676,9 6.352,
148,3 191,0 45,9 63,6 13,9
36 60,0 476,8 534,5 32,2
82,9 40,4 25,7 83,6 20,9
16,7 35,200 0,0 0,0
0,0 T24, 353,2 85,9 11215
0,0 0,0 0,0 0,0 0,0
2.0159 5.350,8 6.217,5 3.327,0 814,7
0,0 0,0 0,0 0,0 0,0
0,0 0,0 0,0 0,0 0,0
0,0 0,0 0,0 0,0 34,0
13,7 0,0 0,0 0,0 24,0
00 291 0,0 233,3 54,5
0,0 0,0 0,0 0,0 0,0
0,0 0,0 0,0 0,0 0,0
7.665,4 15.311,1 23.270,8 27.564,4 29.87
1.978,6 2.567,9 3.075,2 3.670,6 3.454
9.644,0 17.879,0 26.346,0 31.235,0 33.33

[e9)

1,6
1,0

Source: Banco Central de Brasil
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TABLE 1.V.6

BRAZIL: FDI BY SECTOR OF DESTINATION (1996-2000).
Share (percentage)

Sector of destination 1996 1997 1998 1999 2000
Agriculture, livestock and extractive industries 14 3,0 0,6 15 2,2
Agriculture, livestock and related services 0,5 0,0 0,0 0,1 0,0
Forestry and related services 0,0 0,7 0,2 0,0 0,0
Fishing and related services 0,0 0,0 0,0 0,0 0,0
Petroleum extraction and related services 0,6 0,1 1 0 11 1,6
Metal mineral extraction 0,3 2,2 0,2 0,2 0,4
Non-metal mineral extraction 0,0 0,0 0,1 0,2 0,1
Manufacturing 22,7 13,3 11,9 25,4 17,0
Food and beverages 2,4 2,1 0,6 4,5 3,3
Tobacco 3,3 0,0 0,0 0,6 0,0
Textile products 0,9 0,3 0,1 0,3 0,1
Garments and accessories 0,0 0,1 0,1 0,0 0,0
Leather products 0,0 0,0 0,0 0,0 0,0
Word products 0,0 0,6 0,1 0,1 0,1
Cellulose, paper and paper products 0,3 0,0 0,0 0,0 0,0
Editing and printing 0,0 0,1 0,1 0,3 0,1
Coque, petroleum, nuclear fuels and alcohol 0,0 0,1 0,0 0,0 0,0
Chemical products 29 2,4 15 4,6 3,7
Rubber and pastic products 0,4 0,9 0,7 0,8 0,2
Non-metal mineral products 2,5 1,4 0,4 1,0 0,2
Basic metallurgy 04 0,0 0,5 0,4 0,8
Metal products 0,8 0,0 0,2 0,2 0,1
Machinery and equipment 2,3 1,3 0,8 0,3 1,9
Office and informatic equipment 0,1 0,1 0,2 2,3 10
Electrical machinery and appliances 0,4 0,9 0,5 2 1 0,2
Electronic materials and communication equipments ,8 0 1,2 1,1 1,9 2,2
Medical, optical, automat. equipment and watches 8 0, 0,1 0,0 0,0 0,1
Motor vehicles 3,7 15 4,6 6,6 3,2
Other transport equipment 0,0 0,0 0,4 0,2 0,6
Miscellaneous industries 0,6 0,3 0,2 0,0 0,0
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Recicling 0,0 0,0 0,0 0,0 0,0
Services 75,7 83,7 87,5 73,1 80,8
Electricity, gas and hot water 21,2 23,2 9,5 10,8 9 9
Water collection, treatment and distribution. 0,0 00 0,4 0,0 0,2
Construction 0,0 0,3 0,7 11 0,0
Trade, fuel trade and reparation of vehicles 0,2 2 1, 0,0 1,0 0,3
Wholesale trade and trade intermediaries 2,7 45 477 5,6 3,0
Retail trade and objects’ repair 5,3 0,6 4,8 4,0 2,2
Lodging and food services 0,5 0,0 0,1 0,1 0,0
Road transportation 2,7 0,0 0,0 0,3 0,1
Water transportation 0,0 0,0 0,2 0,0 0,0
Air transportation 0,0 0,0 0,0 0,0 0,0
Activities auxiliary to transportation and travejemcies 0,0 0,0 0,1 0,1 0,1
Postal services and telecommunications 8,0 54 11,0 28,3 36,5
Financial intermediation 50 10,4 25,4 6,1 21,3
Insurance 1,9 1,2 0,2 0,2 0,0
Activities auxiliary to financial intermediation D, 0,4 2,0 1,9 0,1
Real estate 11 0,3 0,1 0,3 0,1
Rental of vehicles, machinery and objects 0,2 0,2 ,00 0,0 0,0
Informatic activities and related services 0,0 0,8 15 0,3 3,8
Research and development 0,0 0,0 0,0 0,0 0,0
Business services 26,3 34,9 26,7 12,1 2,7
Education 0,0 0,0 0,0 0,0 0,0
Health and social services 0,0 0,0 0,0 0,0 0,0
Urban cleansing and related activities 0,0 0,0 0,0 0,0 0,1
Associative activities 0,2 0,0 0,0 0,0 0,1
Recreational, cultural and sporting activities 0,0 0,2 0,0 0,8 0,2
Personal services 0,0 0,0 0,0 0,0 0,0
International organizations 0,0 0,0 0,0 0,0 0,0
Total 99,9 100,0 100,0 100,0 100,0
Disaggregated 79,5 85,6 88,3 88,2 89,6
Not disaggregated 20,5 14,4 11,7 11,8 10,4
Grand total 9.644,0 17.879,0 26.346,0 31.2350 33.331

Source: Banco Central de Brasil
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TABLE 1.V.7
BRAZIL: FDI BY COUNTRY OF ORIGIN (1996 -
2000).

Country of origin 1996 1997 1998 1999 2000
ys$miion
Belgium 1115 135,6 950,4 62,2 384,5
France 970,0 1.235,2 1.805,4 1.982,1 1.909,7
Germany 212,0 195,9 412,8 480,8 374,6
Italy 12,3 57,4 646,6 408,5 488,0
Luxembourg 290,7 57,7 1145 289,7 1.027,2
Netherlands 526,8 1.487,9 3.365,0 2.042,5 2.228,0
Portugal 202,7 681,0 1.755,1 2.409,4 2.514,8
Spain 586,6 545,8 5.120,2 5.702,2 9.592,9
Sweden 126,0 268,6 239,2 315,3 628,6
United Kingdom 91,5 182,5 127,9 1.268,8 393,7
Switzerland 108,8 81,2 217,1 404,5 306,8
Japan 192,2 342,1 277,8 2743 384,7
South Korea 63,3 91,3 54,0 47,1 25,0
United States 1.975,4 4.382,3 4.692,5 8.087,6 57398
Canada 118,5 66,2 278,6 4454 192,8
Virgen Islands 361,4 162,4 157,1 191,8 231,3
Cayman Islands  655,7 3.382,9 1.807,1 2.114,5 2034,
Uruguay 81,2 56,1 80,6 41,0 199,5
Bermuda 33,8 241,1 53,6 242,6 315,4
Panama 674,8 904,0 152,7 89,7 21,4
Bahamas 74,3 300,1 143,8 148,6 180,7
Argentina 30,1 186,9 113,3 87,8 112,7
Others 165,8 266,9 705,4 428,1 930,8
Total 7.665,4 15.311,1 23.270,8 27.564,4 29.876,4
Less thanUS$ 101.9786 25679 30752 36706 34546
million in the year

Grand total 9.644,0 17.879,0 26.346,0 31.235,0 33.331,0
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Share

(percentage)

Belgium 15 0,9 4,1 0,2 1,3
France 12,7 8,1 7,8 7,2 6,4
Germany 2,8 1,3 1,8 1,7 1,3
ltaly 0,2 0,4 2,8 15 1,6
Luxembourg 3,8 0,4 0,5 11 3,4
Netherlands 6,9 9,7 14,5 7,4 7,5
Portugal 2,6 4.4 7,5 8,7 8,4
Spain 7.7 3,6 22,0 20,7 32,1
Sweden 16 1,8 1,0 1,1 2,1
United Kingdom 1,2 1,2 0,5 4,6 1,3
Switzerland 14 0,5 0,9 15 1,0
Japan 2,5 2,2 1,2 1,0 1,3
South Korea 0,8 0,6 0,2 0,2 0,1
United States 25,8 28,6 20,2 29,3 18,1
Canada 15 0,4 1,2 1,6 0,6
Virgin Islands 4,7 11 0,7 0,7 0,8
Cayman Islands 8,6 22,1 7.8 7,7 6,8
Uruguay 1,1 0,4 0,3 0,1 0,7
Bermuda 0,4 1,6 0,2 0,9 1,1
Panama 8,8 59 0,7 0,3 0,1
Bahamas 1,0 2,0 0,6 0,5 0,6
Argentina 0,4 1,2 0,5 0,3 0,4
Others 2,2 1,7 3,0 1,6 3,1
Total 100,0 100,0 100,0 100,0 100,0
Disaggregated 79,5 85,6 88,3 88,2 89,6
Not disaggregated 20,5 14,4 11,7 11,8 10,4
Grand total 100,0 100,0 100,0 100,0 100,0

Source: Banco Central de Brasil
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TABLE 1.V.8

ARGENTINA: FDI BY SECTOR OF DESTINATION (1992-2000).

Sector of destination 1992 1993 1994 1995 1996 1997 1998 1999 2000
Usgmiion
Petroleum 1.222 277 502 436 1.046 105 1.313 17.830 2.487
Mining 4 (6) 17 140 682 72 11 15 9
Manufacturing industry 634 858 1.798 2.186 2.776 3.308 1.147 1.950 2.404
Food, beverages a384 338 1.014 793 405 360 256 1.192 600
tobacco

Textiles and hides - 39 (18) 80 15 36 (5) (49) 19
Paper (102) 27 31 119 375 335 89 15 580
Chemicals, rubber ar217 350 325 792 937 770 232 762 537
plastic

Cement and ceramics 33 47 26 33 20 51 306 0 2
Common metals ar(120) 26 245 (31) 86 569 96 (18) 130
ellaboration of metals

Machinery ani(152)  (32) 60 8 165 106 111 360 (56)
equipment

Motor  vehicles an373 64 116 392 774 1.082 65 (313) 591

transport equipment
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Electricity, Gas and2.119
Water

Trade 82

Transport and 36

comnunications

Finance 191
Others 143
TOTAL 4.432

Share (percentage)

Petroleum 27,6

Minino
0,1

Manufacturing industry 14,3

Food, beverages a8,7

tobacco

Textiles and hides -

Paper (2,3)

Chemicals, rubber ar4,9

1.116

42

(19)

418

104

2.791

9,9

0.2)

30,7

121

1,4

1,0

12,5

124

339

245

160

452

3.637

13,8

0,5

49,4

27,9

(0,5)

0,8

8.9

1.111

318

634

512

271

5.610

7,8

2,5

39,0

14,1

1,4

21

14,1

353

681

523

145

747

350

6.951

151

9,8

39,9

5,8

0,2

54

13,5

1.527

150

845

2.366

784

9.157

1.2

0,8

36,1

3.9

0,4

3,7

8,4

932

699

260

1.757

1172

7.291

18,0

0,1

15,7

3,5

0.1)

1,2

3,2

951

742

714

746

983

23.929

74,5

0,1

8,1

50

0.2)

0,1

3,2
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147

3.739

1.445

1.102

11.693

213

0,1

20,6

51

0,2

5,0

4,6




plastic

Cement and ceramics 0,7

Common metales ai(2,7)

ellaboration of metals

Machinery an(3,4)

equipment

Motor  vehicles an8,4

transportation equipment

Electricity, Gas and47,8
Water

Trade 1,8

Transport and 0,8
communications

Finance 4.3
Others 3,2
TOTAL 100,0

1,7

0,9

(1.2)

2,3

40,0

15

©.7)

15,0

3,7

100,0

0,7

6,7

1,6

3.2

3.4

9,3

6,7

4.4

12,4

100,0

0,6

(0.5)

0,1

7,0

19,8

5,7

11,3

9,1

4,8

100,0

0,3

1,2

2,4

111

9,8

7,5

2,1

10,7

50

100,0

0,6

6,2

1,2

11,8

16,7

1,6

9,2

25,8

8,6

100,0

4,2

13

15

0,9

12,8

9,6

3,6

24,1

16,1

100,0

0,0

0.1)

1,5

(1.3)

4,0

3,1

3,0

3,1

4,1

100,0

0,0

11

(0,5)

51

31

13

32,0

12,4

9,4

100,0

Source: DNCI -
MeyOSP

“— _
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TABLE 1.V.9

ARGENTINA: FDI BY COUNTRY OF ORIGIN (1992-2000).

Country of origin 1992 1993 1994 1995 1996 1997 1998 1999 2000
Usgmiion
Europe 1.681 523 1.274 906 2.731 5.279 4,510 19.815 8.174
Germany (18) 91 210 30 150 307 486 272 187
Spain 277 102 172) 271 146 1.792 908 16.830 6.789
France 348 79 483 104 418 168 1.310 1.536 412

Italy 496 (228) 80 163 109 284 339 655 378
Netherlands 181 118 341 245 1.079 1.757 1.073 424 225
United Kingdom 256 272 84 28 864 745 353 (44) 89
Others 140 88 247 64 (33) 227 41 141 94

North America 885 1.607 1.852 2.387 2.349 2.200 646 2.437 1.607
United Status 624 1.456 1.674 2.252 2.021 2.017 920 1.307 1.625
Others 261 151 178 134 328 183 (274) 1.130 a7
Central America and 943 336 146 934 913 571 1630 1.697 629
Caribbean

South America 866 390 226 1.030 885 1.052 391 (195) 480
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Chile

Others

Other regions

TOTAL

Share (percentage)

Europe

Germany

Spain

France

Italy

Netherlands

United Kingdom

Others

North America

United Status

436

430

56

4.432

37,9

0.4)

6,2

7,9

11,2

41

5,8

3,2

20,0

14,1

306

84

(65)

2.791

18,7

3,3

3,6

2,8

(8.2)

4,2

9,7

3,2

57,6

52,2

150

77

139

3.637

35,0

5,8

4.7

13,3

2,2

9,4

2,3

6.8

50,9

46,0

707

323

353

5.610

16,1

0,5

4,8

19

2,9

4,4

0,5

11

42,5

40,1

356

438

447

73

6.951

39,3

2,2

2,1

6,0

1,6

15,5

12,4

(0.5)

33,8

29,1

515

537

55

9.156

57,7

34

19,6

18

3,1

19,2

8.1

2,5

24,0

22,0

277

114

115

7.291

61,9

6,7

12,5

18,0

4,6

14,7

4,8

0,6

8,9

12,6

201

(396)

175

23.929

82,8

11

70,3

6,4

2,7

18

0.2)

0,6

10,2

55

100

381

802

11.693

69,9

1,6

58,1

3,5

3,2

1.9

0,8

0,8

13,7

13,9




Others 5,9 5,4 4,9 24 4,7 2,0 (3,8) 4,7 1)(0,
Central America and 21,3 12,0 4,0 16,7 13,1 6,2 22,4 71 54
Caribbean

South America 19,5 14,0 6,2 18,4 12,7 11,5 5,4 0,8) 41
Chile 9,8 11,0 4,1 12,6 6,3 5,6 3,8 0,8 0,9
Others 9,7 3,0 2,1 5,8 6.4 59 1,6 a,7) 3,3
Other regions 13 (2,3) 3,8 6,3 11 0,6 1,6 0,7 6,9
TOTAL 100,0 1000 100,0 1000 100,0 100,0 100,0 100,0 100,0

Source: DNCI -

} - {Supprimé :-
MeyOSP
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TABLE 1.V.10

PARAGUAY: FDI BY SECTOR OF DESTINATION (1992-1999).

92/93 94/95 1996, 1997 1998 1999

US§thousand
Primary 15.216 6.590

8.114 |1.977 15.943 |8.706
Agriculture and livestock

8.114 |1.977 15.943 |8.706
Secondary 63.011 79.296

39.19€23.793  38.123  47.642
Food and beverages 54.830 37.600

22.16718.797 34.599  21.084
Tobacco 0

914 755 5.598 5.044
Chemical industry 2.054 8.766 -

13.5911.786 6.159 19.204
Others 6.628 32.931

2.525 2.454 4.086 2.310
Tertiary 14.656 49.275

92.276200.013 |279.291 6.122
Storage 1.587 23.610 -

159515993 77.550 59.108
River transportatio 0 0

325 16.578 13.102 17.851
Telecommunications 4.387 5.481
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5.418 27.054 75.627 43.988
Trade 187 5.888

26.30726.186 |17.842  |9.050
Finance 7.375 9.363 -

66.86(89.362 |86.261 |3.986
Others 1.120 4.933|- -

8.227 24.840  8.909 1.673
Total 92.883 135.161

139.58225.782 |333.357 |62.470

8
Share (percentage)
Primary 16,4 4,9

58 10,9 4,8 13,9
Agricultura and livestock

58 10,9 4,8 13,9
Secondary 67,8 58,7

28,1 10,5 11,4 76,3
Food and beverages 58,5 27,8

15,9 8,3 10,4 33,8
Tobacco

0,7 10,3 1,7 8,1
Chemical industry 2,2 6,5 -

9,7 108 1,8 30,7
Others 7,1 24,4

18 |11 1,2 37
Tertiary 15,8 36,5

66,1 88,6 83,8 9,8
Storage 1,7 17,5 -

11 71 23,3 94,6
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River transportation

02 7,3 3,9 28,6
Telecommunications 4,7 41

39 12,0 22,7 70,4
Trade 02 4.4

18,8 11,6 54 14,5
Finance 79 6,9 -

47,9 39,6 25,9 6,4
Others 12 3,6/- -

59 11,0 2,7 2,7
Total 100,0 100,0

100,0 100,0 100,0 100,0

Source: Based on:

1. Chudnovsky (coord). EI boom de inversion extramgra directa en el MERCOSUR

Siglo Veintiuno.

Masi, Fernando, Capitulo 4, El caso paraguayo

2. Webpage Banco Central de Paraguay
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TABLE 1.V.11

PARAGUAY: FDI BY COUNTRY OF ORIGIN (1992- 1999

’ - {Supprimé P us$s

Usgthousand
Country of 92/93 94/95 1996 1997 1998 1999
origin

uUS$thousand | - { supprime : uss
Germany 2.801 13.501 26 3.606 -3.741 987
Argentina 3.547 4.874 20.964 26.145 63.124 23.393
Brazil 45.088 54.860 6.579 17.622 52.180 -24.744
Chile 0 14.401 21.567 2911 867 -2.400
United States 13.069 12.297 32.326 108.732 158.22216.056
France 15.403 18.992 510 978 5.189 -1.888
Netherlands 2.707 -1.982 20.753 24513 26.668 29.40
United Kingdom 2.987 9.179 14.402 3.654 5.845 -313
Japan 560 205 0 0 8.142 3.270
China (Taiwan) 1.400 2.238 4.943 19.094 -14.654 447
Uruguay 467 2.547 5.963 17.178 9.223 5.466
Others 5.321 3.845 11.556 1.350 22.290 12.793
Canada -4.173 1.245 387 788
Colombia -34 625 2.216 148
Spain 9.979 2.712 6.637 3.703
ltaly -1.236 568 2.929 -842
Liechtestein -3.710 -1.118 8.540 -4.008
Portugal 225 1.241 -299 428
Sweden 0 0 5.143 -895
Switzerland 10.505 -3.923 -3.263 13.471
Total 93.350 134.956 139.588 225.782 333.357 62.470
Share

(percentage)

361




Germany 3,0 10,0 0,0 1,6 -1,1 1,6

Argentina 3,8 3,6 15,0 11,6 18,9 37,4
Brazil 48,3 40,7 477 7,8 15,7 -39,6
Chile 0,0 10,7 15,5 1,3 0,3 -3,8
United States 14,0 9,1 23,2 48,2 47,5 25,7
France 16,5 14,1 0,4 0,4 1,6 -3,0
Netherlands 2,9 -1,5 14,9 10,9 8,0 47,1
United Kingdom 3,2 6,8 10,3 1,6 1.8 -0,5
Japan 0,6 0,2 0,0 0,0 2,4 5.2
China (Taiwan) 1,5 1,7 3,5 8,5 -4.,4 0,7
Uruguay 0,5 1,9 4,3 7,6 2,8 8,7
Others 57 2,8 8,3 0,6 6,7 20,5
Canada -3,0 0,6 0,1 1,3
Colombia 0,0 0,3 0,7 0,2
Spain 7,1 1,2 2,0 5,9
ltaly -0,9 0,3 0,9 -1,3
Liechtestein -2,7 -0,5 2,6 -6,4
Portugal 0,2 0,5 -0,1 0,7
Sweden 0,0 0,0 15 -1,4
Suiza 7,5 -1,7 -1,0 21,6
Total 100,0 100,0 100,0 100,0 100,0 100,0
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TABLE 1.V.12

URUGUAY: INVESTMENT OF TRANSNATIONAL CORPORATIONS ( 1990-

1999)

1990-1994

1995-1999

Investment

Acquisitions

Greenfield

By origin (%)

MERCOSUR

Chile

Other developing countries

United States

Europe

363

7777
1397,3

232,1
520,9

545,6
876,4

37,0
17,9

59
2,8

01
0,4

19,0
31,1

37,5
35,0
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Other developed countries

By sector (%)

Primary

Industry

Services

Electricity, water and gas

Construction and engineering

Retail and wholesale trade

Transport and storage

Post and telecommunications

TV and multimedia

Others

0,5
12,8

22,7
12,8

33,6
16,7

43,7

70,4

4,1

9,5
0,4

11,5
53,3

8,2
6,5

0,3
0,9

0,5
2,8

13,6
2,4
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Source:
Chudnovsky (coord). El boom de la inversion exeeamjdirecta en el MERCOSUR,

Siglo Veintiuno, Bittencourt, Gustavo y Domingo,daao, Capitulo 5, Caso Uruguayo

365



TABLE 1.V.13
URUGUAY: FDI BY COUNTRY OF ORIGIN (1990- 1998)

Country of 1990 1991 1992 1993 1994 1995 1996 1997 1998
origin

US$milion
United States -9 91 81 12 33 59 39 77 82
Europe 46 25 29 3 113 114 215 70 153
France 30 19 3 12 1 4 13

Spain 0 2 12 3 15 5 35

United Kingdom 4 2 -11 14 17 16

Germany 12 1 4 2 2 4 8

MERCOSUR ani15 11 32 17 90 95 83 91 54
Chile

Others 3 14 22 25 126
Total 98 151 161 38 271 312 431 263 415
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Share

(percentage)

United States -9,2 60,3 50,3 31,6 12,2 18,9 9,0 3 29, 19,8
Europe 46,9 16,6 18,0 7,9 41,7 36,5 49,9 26,6 36,9
France 30,6 12,6 1,9 31,6 0,4 1,3 3,0

Spain 0,0 1,3 7,5 7,9 55 1,6 8,1

United Kingdom 4,1 1,3 0,0 -28,9 5,2 54 3,7

Germany 12,2 0,7 2,5 5,3 0,7 1,3 1,9

MERCOSUR ani15,3 7,3 19,9 447 33,2 30,4 19,3 34,6 13,0
Chile

Others 11 4.5 51 9,5 30,4
Total 100,0 100,0 100,0 100,0 100,0 100,0 100,0 , @00 100,0
Source:

Chudnovsky (coord). El boom de inversién extrangiracta en el MERCOSUR, Siglo Veintiuno.

Bittencourt, Gustavo y Domingo, Rosario, Cdpify El caso uruguayo
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ANNEX 2.1

MERCOSUR'’S SERVICES LIBERALISATION

WITHIN THE FRAMEWORK OF THE
MONTEVIDEO PROTOCOL ON TRADE IN
SERVICES
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THE MONTEVIDEO PROTOCOL ON TRADE IN SERVICES AND AN NEXES

1. Montevideo Protocol

D 13/97 and D 12/98pproved the Montevideo Protocol. The Protocoliappo

all measures enforced by Member State governmemtgidvernment institutions to

which a member state government have delegated atemges) that may affect the
provision, purchase, use or access to servicefydimg commercial presence. The
Protocol adopts the principles of national treatinénee market access, most favoured
nation and transparencyhe protocol also calls for the negotiation of coitnments
covering specific sectors and subsectors. Thesebwilincluded inspecific lists of
commitmentso be annexed to the Protocol. The structure anteab of the Protocol is
similar to the GATS.

Four decisions (D 9/98, D 1/00, D 56/00 y D 10/@pproved annexes to the
Montevideo Protocol containing schedules of comraitta. Neither the Protocol nor
the annexes are still in force because they hatebaen yet ratified by national

legislatures.

The analysis that follows in the following sectidres the only goal of providing
an easier acces to Annex 2.ll by listing the sactand subsectors for which the
situation changes by reference to previous commmtsnendertaken in GATS or in the
framework of the Montevideo Protocol. In many casegarticular in the Second and
Third Rounds of Negotiation, whole sectors are dddethe schedules of commiments
with very few bindings on market access or natidredtment (even in many cases with

no binding at all).
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2. Annexes to the Montevideo Protocol

2.1. Decision 9/98. Annexes including specific sechgreements.

D 9/98 approved annexes to the Montevideo Protanoluding sector specific
agreements concerning:

- Movement of Services Providers (natural persons).

- Financial Services.

- Water and Surface Transportation

- Air Transportation.

Annex on Movement of Service Providers (naturalspes) The Protocol

applies to measures affecting service providers din@ natural persons or to natural
persons employed by a service provider, conceritiegprovision of services. The
protocol establishes that member states can enfoeasures regulating the entrance or
temporary residence of natural persons, subjectth® limits set by specific
commitments. The protocol establishes that lablatioms will be ruled by the laws of
the location where the contract is executed.

Annex on financial servicesThe annex first defines the terms used in the

Montevideo Protocol as far as they concern theipimv of financial services. It also
authorizes member states to adopt or maintain 4mwtidl measures” aimed at
protecting investors and ensuring the solvencythadiquidity of the financial system.
The annex commits member states to continue hamimgniregulations concerning the

provision of financial services.

Annex on Water and Surface Transportatibmenews existing multilateral and

bilateral agreements, establishing that these agrets will be complemented by

specific commitments.

Annex on Air Transportatianit states that the Montevideo Protocolo does not

affect existing bilateral and multilateral agreemsen
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This decision also approved the initial list of izontal and specific

commitments.

2.2. Annex of specific commitments

2.2.1. Sectorial lists

The following list specifies which services wereelialised through the annexes

of the Dec. 9/98, beyond those liberalised for edember State in GATS.

1)

2)

ARGENTINA (sectors of services added to those dbsed in Gats):

Was added poirtt C, Research and development services (CCP 85)

Within point 1 F, Other Business servicesgre addedServices related to
management consulting . (CCP 8660).

Within point 1 F, Other Business servicasere added Technical testing and
analysis services .(CCP 8676).

Within point 1 F, Other Business servicesere addedRelated scientific and
technical consulting services .(CCP 8675)

Within point 3, Construction Work (CCP 51was added poinB, Construction
work for civil engineering . (CCP 513)

Was added poirt1, Transport services .

BRASIL (sectors of services added to those libsedliin GATS):

Within point1 A k), otherswere addedPharmacy services.

Within point1 A k), others were addedPsycology services.

Within pointl A k), others were addediblioteconomy services

Was added poirit B, Computer and related services (CCP 84).

Was added poirt C, Research and development services (CCP 85).

Within point1 F, Other business servicegas added poirg), Technical testing
and analysis services (CPC 8676).
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Within point1 F, Other business servicegs added poinh), Related scientific

and technical consulting services (CPC 8675).

Within point 2, Communications servicespmmitments inGATS specify the

fact that“pick up, transport and delivery of letters, postda and grouped

correspondence, as well as issuance of stamps tiredt postage payments are

not included”,but commitments in MERCOSUR only specify thtitey do not

include services provided exclusively through Beaofficial Post service.

Concerning market access restrictions in this pamade 2 was not liberalised

in GATS, but in MERCOSUR it has no restrictions.

Was added poirg C, Telecommunications services.

Within point7 A, All insurance and services related to insusndgthin market

access limitationsnode 1 has no restrictions and in modew&s deleted a

foreign participation restriction to 50% and t@ bf the votes as maximum

Specifically

- In the case ofreight insurancein MERCOSUR there are no restrictions
for mode 1 concerning National Treatment, except ti@nsport
insurancejn which there is a restriction faontracts for import of goods
and any obligation stemming from imports;

- Were addede-insurance and retrocession services, work actigleboat

and machinery and boat civil liability.

Within point 7.B.1, Banking serviceswas especified, in additional
commitments, that focredit card and factoring servicerational treatment is
given to commercial presence, if these servicesewdsfined asfinancial
servicedn the future legislation adopted by t8engreso Nacionaln the same
point, when specifying, infinancial institutions designed services, funds
received from the general publithere is a difference in point iii)Vhile in
GATS it is asigned tdunds for the financing of commercial transactioims
Mercosur it is asigned teaving deposits for the financing of housing.
Concerning market acces restrictions in point Biesgas in GATS is not
permitted the establishment of new agencies and subsidianiedoreign
financial institutions or increases in the partiaifon of foreign nationals in the

capital of Brazilian financial institutionsgn MERCOSUR it is allowed such an
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3)

4)

establishment or increase, but only if authorisadecby case by a decrre of the
Executive.On the other hand, there are no restrictions t@mmal treatment in
mode 3.

Was added poirt B 2, Services provided by non-financial instdos.

Within point 11, Transport servicesvere includedand, water and air services,
with a reference tthe Annexes on land and water transport services@anair
services of the Montevide®ut it is not clear what are the commitments

included in these annexes.

PARAGUAY (sectors of services added to those liliezd in Gats):

Was added poir2 C, Telecommunications services.

Within point 7.A, insurance (including reinsurance) and pendiomd services,
except compulsory social security services (CCR)&ind other insurance
services n.e.c. (CCP 81299)mitations to market acce$sr mode 3 establish
restrictions in MERCOSUR, whereas in GATS there ntaany established.
These restrictions concern the condition thHasurance firms must be
incorporated as Sociedades Andénimas or be subsidiaf foreign firms; they
will also require the authorisation of the Supeeindeencia de

Within point7 B, Banking serviceimitations to market access for mode 3 also
establish more restrictions in MERCOSUR than inTSAIt is required that
firms be incorporated as Sociedades Anonimas withinative shares (except
for subsidiaries of foreign banks). Any national foreign firm must be
authorised by the Paraguay Central Bank.

Was added poiritl, Transport services, including land, water afd a
URUGUAY (sectors of services added to those libgedl in Gats):

Was added pointl. A, Professional services.

Within point 1 B, Computer services and related servicegre added

Maintenance and repair services of office machiremgd equipment including
computers (CCP 845).
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Within point 1 F, Other business servicesas added poin&), Advertising
services (CCP 871).

Within point1 F, Other business servicegs added poird), Building cleaning
services (CCP 874).

Within point 1 F, Other business servicesas added point) services for
meetings and conventions (CCP 87909%).

Was added poirt C, Telecommunications services.

Was added poin8, Building services and related engineering sesi

Was added poin#, Distribution services.

Within point 7, Financial serviceswas added poinf, Insurance services and
related services.

Within point 7.B, Banking services and other financial serviseas added to
point a) Wholesale deposit services and other diposwices (CCP 81115-
81119), , Other bank deposit services (CCP 81116).

Within point 7.B, Banking services and other financial servieess added point
b), Personal instalment loan services, credit caetvices and other credit
services ( factorings not includedl (CCP 81132, 81133, 81139).

Within point7.B, Banking services and other financial servigess added point
d), Other services auxiliary to financial intermation (CCP 81339).

Within point7.B, Banking services and other financial servieess added point
e), credit and commitments guarantees (81199%).

Within point7.B, Banking services and other financial servieess added point
f), commercial exchanges on one's own accountracdmmercial clients either
in an official exchange or in a non-organised.

Within point 7.B, Banking services and other financial serviees added point
0), Services related to securities markets (CCP2813

Within point7.B, Banking services and other financial servieess added point
h), foreign exchange (CCP 81339**),

Within point7.B, Banking services and other financial servieess added point
i), assets administration (CCP 8119*+81323*).

Within point7.B, Banking services and other financial servieess added point
i), payment and compensation of financial assetsjuding shares, bonds,
derivatives and other instruments (CPP 81339** g BJ**).
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* For all Banking services and other financial servicasnew restriction to
market access was added in MERCOSIHfiRancial institutions internal rules
cannot forbid to uruguayan citizens the access hy @osition and must
incorporated as Sociedad Anonima with nominativeae or be a subsidiary of
a foreig firm.

» Within point11, Transport servicesyas addediberalisation of land, water and

air transport in conformity with the specific Annafxthe Montevideo Protocol.

2.2.2. Horizontal Commitments

Through D 9/98, whithin the lists of specific conmtménts, horizontal

commitments of each Member State were approvedserherizontal commitments act

as horizontal limitations, because they includeithtions to market access and to

national treatment.

1)

2)

3)

4)

ARGENTINA: includes horizontal commitments identitethose in GATS.

BRASIL: includes horizontal commitments identical those in GATSbut in
relation to highly qualified foriegn technical permel, who may work under
temporary contracts with Brazilian firms controlléy national or foreign capital,
there is a requirement in GAT8iat the contract must be approved by the Ministry
of Labour and the need for hiring foreign person¢aid not Brazilian personnel)
must be justified whereas in MERCOSURthere in no requirement of

proportionality or economic needs test.

PARAGUAY: it did not include horizontal commitmenis GATS, whereas in
MERCOSUR it included horizontal commitments for rao®, Commercial
Presence, establishing a requiremenithorisation of commercial presence, which
will be given to legal entitites constituted in fmmity with Paraguayan law and
main office and representation in the Paraguayamittey. Land acquisition in
border territory is not boundMode 4 wasn't bound and some positions were
defined:Director, Manager and Especialist.

URUGUAY: includes horizontal commitments identitathose in GATS
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3. First Round of Negotiations

D 1/00 brought to an end the First Round of Nedgmtat of Specific

Commitments in Services, in accordance with Momteoi Protocol provisions. The

following list includes the points in which themas some advance in the liberalisation

process, as compared to the previous situation:

1) ARGENTINA (sectors of services addéal those liberalised in GATS and in the

2)

first annex):

» Within point3 B Building services for civil workdjmitations to market access
for mode 3 establish th#éte acces will be allowed two years after the yeirito
force of the Montevideo Protocd@efore this round, this mode was not bound.

* Within points 7 A, a), b), c), Life insurance services, accidant health
insureance, insurance services other than life riassoe, insurance services for
maritime and air transport and reinsurance and ogession serviceghere are
no restrictions to market acce8gfore, the authorisations for new entities were
suspended..

BRASIL (sectors of services added to those libsegliin GATS and in the first

annex):

Within point 2 C, Telecommunications servicasere added business network
services and data and message transmission seryic€® 7522) + (CCP 75237
restricion to mode 1 in market access was dele(ddht international
communications should be provided through a Braazili“Gateway” duly
approuved to this effectMode 3 was bound, with the following limitationntil
31-12-2001, in the case of telephone servicesHergeneral public at most two

operators would be authorised in the local, longstdince interregional and
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international service. And up to four operatorstire long distance intraregional

service Mode 3 of national treatment was bound.

3) PARAGUAY:

There wasn't any advance in the liberalisation ggedn this round.

4) URUGUAY:

There wasn't any advance in the liberalisation g@gedn this round.

4. Second Round of Negotiations

Decision 56/00 brought to an end the Second BaninNegotiations of
Specific Commitments in Services. The following li;cludes all the points in which
there was some advance in the liberalisation psycas compared to the previous

situation.

1) ARGENTINA (sectors of services added to those Absed in GATS and in

previous annexes):

* Was added poirtt A c), Tax advisory services.

» Within point1 A f), Engineering integrated servicasational treatment for modes 1
and 2 were bound.

» Was added poirtt A h), Medical and dental services (CCP 9312).

* Was added poirtt A i), Veterinary services (CCP 932)

« Was added pointl A j), Deliveries and related services, nursingvsms,
physiotherapeutic and para-medical services (CGPX)

» Within point1 A k), Psycology servicesjarket access and national treatment for

modes 1 and 2 were bound.
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2)

Within point 1 C a),were addedresearch and experimental development services
on natural sciences and engineerif@CP 8510).

Was added poirt C b), Research and experimental developmentcesran social
sciences and humanities (CCP 8520)

Was added point C c), Interdisciplinary research and experimerdalvelopment
services (CCP 853)

Was added poirtt D, Real state services.

Was added poirtt E, Renting services without workers.

Within point1 F d), market access for modes 1, 2 and 3 and naticgstinient for
mode 1 were bound.

Within point1 F e), national treatment for mode 1 and 2 was bound.

Was added point F f), Services incidental to agriculture, huntjrfgrestry and
fishing (CCP 881)

Was added pointl F g), Services incidental to fishing (CCP 88?7

Was added point F i), Services incidental to manufacturing (C8B4+ 885,
exceptthose of code 88442)

Was added poirtt F j), Services incidental to energy distributi@CP 887)

Was added poirtt F k), Labour market services (CCP 872)

Was added point F I), Investigation and security services (CCRBB

Was added point F n), Repair services of personal and householodg (except
boats, planes and other transport equipment) (CG® 68861, 8866)

Was added poirtt F p), Photographic services (CCP 875)

Was added poinil F q), Packaging services (CCP 876)

Was added point F r), Publishing services (CCP 88442).

BRASIL (sectors of services added to those libsealiin GATS and in previous

annexes):

Was added poirtt A a), Legal services (CCP 861).
Within point 1 A b), Accounting, auditing and bookkeeping sewic(CCP 862)
market access for mode 1 was bound with the follgwequirementestablishment

in the domestic market of a foreign service prowviite order to allow its
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professional name to be used by Brazilian profesdfoNational treatment for
modes 1 and 2 was boundithin national treatment for mode 3, the conditimn
registartion for auditing professionals, insuranceompanies and open capital
firmswas deleted.

Within point1 A d), Architectural services (CCP 867fjarket access for modes 1
and 2 was boundith the following requirementforeign providers will be able to
operate in the domestic market only if they arsoamted through consortia to
Brazilian providers and the Brazilian associates ahe leading directors of the
activity. National treatment for modes 1 and 2 was bound.

Within point1 A e), servicios de ingenierianarket access for modes 1 and 2 was
boundwith the following requirementoreign providers will be able to operate in
the domestic market only if they are associateduih consortia to Brazilian
providers and the Brazilian associates are the legddirectors of the activity.
National treatment for modes 1 and 2 was bound.

Within point1 a f), Integrated engineering services (CCP 86W#rket access for
modes 1 and 2 was boundgh the following requirementoreign providers will be
able to operate in the domestic market only if/thee associated through consortia
to Brazilian providers and the Brazilian associatee the leading directors of the
activity. National treatment for modes 1 and 2 was bound.

Within point1 A g), Urban planning and landscape architectusatvices (CCP
8674),market access for modes 1 and 2 was baeutidthe following requirement
.foreign providers will be able to operate in thenuestic market only if they are
associated through consortia to Brazilian providarsl the Brazilian associates are
the leading directors of the activitiNational treatment for modes 1 and 2 was
bound.

Was added poirtt A h), Medical and dental services (CCP 9312).

Was added pointl. A i), Veterinary services (CCP 932).

Was added pointl A j), Deliveries and related services, nursingvies,
physiotherapeutic and para-medical services. (Q3P91).

Within point1 A k),were addediology services.

Within point 1 C a), Research and experimental developmentcgsnon natural
sciences and engineering (CCP 851fgrket access for mode 3 was not bound,

while in previous rounds there were no restrictions
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Was added pointl C b), Research and experimental developmenicssren social
sciences and humanities (CCP 8520).

Was added point C c), Interdisciplinary research and experimerdalvelopment
services (CCP 853).

Was added poinil D, Real estate services.

Was added poinil E, Renting/ leasing services without workers.

Within point1 F a), Advertising services (CCP 8fiarket access for mode 2 was
boundwith the following requiremenforeign participation must be limited to one
third of advertising films , but higher proportionsill be admitted if Brazilian
artistic ressources are usell.is also required thatdvertising films must be spoken
in Portuguese except if the advertisement itsetfuires otherwise.National
treatment for mode 2 was bound

Within point 1 F b), Market research and public opinion pollisgrvices (CCP
8640) market access for modes 1 and 2 was bound.

Within point 1 F c), Management consulting services (CCP 86B(@jrket access
for modes 1 and 2 was bound.

Within point 1 F d), Management consultancy related serviceemxbuilding
projects managemennarket access for modes 1 and 2 was bound. Thatioonof
registration for firmsfor mode 3 was deletedNational treatment for mode 1 was
bound.

Within point1 F e), Technical testing and analysis servicesCR@676),market
access for modes 1 and 2 was bowrith the following requirementforeign
providers will be able to operate in the domestarket only if they are associated
through consortia to Brazilian providers and theaBilian associates are the
leading directors of the activitiNational treatment for modes 1 and 2 was bound.
Was added point F f), Services incidental to agriculture, huntiagd forestry
(CCP 881)

Was added poinil F g), Services incidental to fishing (CCP 882)

Was added poirit F h), Services incidental to mining (CCP 8831 5%).

Was added pointl F i), Services incidental to manufacturing .

Was added pointl F n), Repair services of personal and houselgaldds (no

incluye equipamientos de transporte y radiodifugio@P 633, 8861, -8866)
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Within point 1 K 0),market access and national treatment for modesl 2 avere
bound.

Was added pointl F p), Photographic services (CCP 875).

Was added poirtt F q) Packaging services (CCP 876)

Was added poirtt F r), Publishing services (CCP 88442)

Was added poirtt F s), Other business services n.e.c. (CCP 87909)

3) PARAGUAY:

There was no advance in the liberalisation processs round

4) URUGUAY (sectors of services added to those libsealiin GATS and in previous

annexes):

Within point 1 A, Professional serviced the regulation of market acces were
addedlas leyes N° 5566, 12997, 15982 the regulation of national treatmetay
N° 16226wvas added

Was added point 1 A d)egal services (CCP 861)

Within point 1 A b), Accounting, auditing and bookkeeping sewic(CCP 862)
decreto N° 103/991, el dec 105/991, el dec 240/89%y 12802 y el cbdigo de
comercio (art 1532)vere added.

Was added poirtt A c),Taxation servicefCCP 863

Was added poirtt A f), Integrated engineering services (CCP 8673)

Was added poinf A g), Urban planning and landscape architectusarvices
(CCP 8674).

Was added poirtt A h), Medical and dental services

Was added poirtt A i), Veterinary services (CCP 932)

Was added pointl A j), Deliveries and related services, nursingvies,
physiotherapeutic and para-medical services (CGP).

Was added poirtt A k), otros.

Was added poirtt C, Research and development services.

Was added poirt E c), Leasing or rental services concerning piévears without

operators , leasing or rental services concernirogpds transport vehicles without
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operator, leasing or rental services concerning evtband transport equipment
withot operator. (CCP 83101- 83102- 83105)

» Was added pointlt E d), Leasing or rental services concerning agticral
machinery and equipment without operator, leasingemtal services concerning
other machinery and equipment without operator. FG83106/ 83109).

* Was added poirtt F e), Technical testing and analysis servicesH@676)

» Was added point F f), Services incidental to agriculture, huntiagd ???? (CCP
881)

* Was added poirtt F g), Services incidental to fishing (CCP 882)

* Was added poirtt F h), Services incidental to mining (CCP 8834511

 Was added point F i), Services incidental to manufacturing (C@B4- 885,
except those of code 88442)

* Was added poirtt F j), Services incidental to energy distributi@CP 887).

* Was added poirtt F I), Investigation and security services (CCB@)/

 Was added point F m), Related scientific and technical consultiegvices (CCP
8675).

* Was added point F n), Repair services of personal and householddg (con
exclusién de las embarcaciones, aeronaves y deuudipas de transporte)(CCP
633- 8861- 8866).

» Was added poirtt F p), Photographic services (CCP 875)

* Was added poirtt F q), Packaging services (CCP 876)

* Was added poirtt F r), Publishing services (CCP 88442).

5. Third Round of Negotiations

Decision 10/00 brought to an end the Third RoundNefotiations of Specific
Commitments in Services. The following list inclgd#he points in which there was

some advance in the liberalisation process, as amdpo the previous situation:

1) ARGENTINA (sectors of services added to those #dbsed in GATS and in

previous annexes):

» Within point1 A c), Taxation services (CCP 863harket access for modes 1 and 2

and national treatment for mode 3 without restitsi were bound.
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Within point1 A f), Integrated engineering services (CCP 867@jarket access
for modes 1, 2 and 3 without restrictions was bound

Within point 1 A g), Urban planning and landscape architectusatvices (CCP
8674), market access for modes 1, 2 and 3 and naticeethtent for modes 1 and
2 without restrictions were bound.

Within point1 A h), Medical and dental services (CCP 9312jrket access and
national treatment for mode 2 without restrictiamsre bound, and market access
and national treatment for mode 3 were bound witlamy restriction at national
level.

Within point 1 A i), Veterinary services (CCP 932harket access and national
treatment for mode 2 without restrictions were lshumarket access and national
treatment for mode 3 were bound without any retitricat national level.

Within point 1 A j), Deliveries and related services, nursingrvees,
physiotherapeutic and para-medical services (CCR93, market access and
national treatment for modes 1, 2 and 3 were bound.

Within point 1 C a), Research and experimental developmentcgsnon natural
sciences and engineering (CCP 851@arket access for modes 1, 2 and 3 and
national treatment for modes 1 and 2 without retstmis were bound. National
treatment for mode 3 was bouhdt availability of subsidies is reserved to doreest
service providers.

Within point 1 C b), Research and experimental developmentcgsnon social
sciences and humanities (CCP 852f)arket access for modes 1, 2 and 3 and
national treatment for modes 1 and 2 without retstms were bound. National
treatment for mode 3 was bouhdt availability of subsidies is reserved to doreest
service providers.

Within point 1 C c), Interdisciplinary research and experimentivelopment
services (CCP 853)market access for modes 1, 2 and 3 and nati@sment for
modes 1 and 2 without restrictions were bound. dvati treatment for mode 3 was
boundbut availability of subsidies is reserved to dotieeservice providers.

Within point1l D a), Real estate services involving own or ldagmperty (CCP
8210), market access for modes 1 and 3 was bound wittestiictions. National
treatment for modes 1 and 3, that had been boutigowmti restrictions, became
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conditioned by a requiremenfuctionneers must be registered and brokers
(corredores) must have been domiciled in the gliction at least for a year

Within point 1 D b), Real estate services on a fee or contrasish(CCP 822),
market access for modes 1 and 3 was bound witlestrictions. National treatment
for modes 1 and 3, that had been bound withouticets, became conditioned by
a requirementauctionneers must be registered and brokers (comes) must have
been domiciled in the jurisdiction at least foyear

Within point1 E a), Leasing or rental services concerning vissaghout operator
(CCP 83103) national treatment for modes 1, 2 and 3 was bowitdlout
restrictions. Market access for modes 1 and 2 veamdb with restrictions when it
deals withrental of vessels for internal transport and foarsport for which
domestic flag vessels or assimilated are requitderket access for mode 3 was
bound with the following requiremertonstitution of a domestic maritime company
and import of vessels registered under the domdsiig; with restrictions when it
deals withrental of vessels for internal transport and foartsport for which
domestic flag vessels or assimilated are required

Within point 1 E c), Leasing or rental services concerning piévaars without
operator and Leasing or rental services concerniggods transport vehicles
without operator (CCP 83101 y 83102jational treatment and market access for
modes 1, 2 and 3 were bound without restrictions.

Within point1 E e), otros (CCP 832)national treatment and market access for
modes 1, 2 and 3 were bound without restrictions.

Within point1 F e), Technical testing and analysis servicesCR@676),market
access for modes 1, 2 and 3 was bound.

Within point1 F f), Services incidental to agriculture, huntiagd forestry market
access for modes 1, 2 and 3 was bound withouticistis only with reference to
agriculture. National treatment for mode 1 refagria hunting and forestrywas not
bound although it had been previously bound.

Within point1 F i), Services incidental to manufacturing (C884 + 885, except
88442),national treatment and market access for modes dnd 3 were bound
without restrictions

Within point 1 F k), Placement and supply services of personq&€CP 8720),

market access for modes 1 and 3 was bound witlkestriations.
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Within point1 F 1), Investigation and security services (CCRB market access
for mode 2 and national treatment for modes 1 andve2e bound without
restrictions. Market access for mode 1 was bourth thie obligation otonstituirse
en el territorio nacional.Market access for mode 3 was bound requirihgt
managing personnel and employees of security anstody firms must be
Argentinian nationals and security firms must hafegentiniean. National
treatment for mode 3 was bound requirthgt managing personnel and employees
of security and custody firms must be Argentiniatiomals.

Within point1 F n), Repair services of personal and householatlg (CCP 633 +
8861 hasta 8866)narket access and national treatment for moderé aat bound,
although they had been bound without restrictiongrévious rounds.

Within point 1 F o), Building cleaning services (CCP 87#)arket access and
national treatment for mode 1 were not bound, alghothey had been bound
without restrictions in previous rounds.

Within point1 F p), Photographic services (CCP 87501 + 875027603 + 87505
+ 87507 y 87509),market access and national treatment for mod2sahd 3 were
bound without restrictions.

Within point1 F q), Packaging services (CCP 87@parket access for modes 2
and 3 was bound without restrictions and nationsdttment for mode 1lwas not
bound although it had been bound without restmdtim previous rounds.

Within point 1 F r), Publishing and Printing services (CCP 88f42arket access
for modes 1 and 2 and national treatment for mddé&sand 3 were bound without
restrictions. Market access for mode 3 was bounquireg ownership of
newspapers is reserved to Argentinian nationals.

Within point2 Communications services, in rented networksdtaphone services,
the limitations to point 3 of market access remajnaut thepreference for the
installation of firms authorised to provide teleplhmserviceswas deleted.

Was added poirf D, Audiovisual services.

Within point3 A, Construction work for buildings (CCP 512parket access and
national treatment for mode 1 were not bound, alghothey had been bound

without restrictions in previous rounds.
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Within point 3 B, Construction work for civil engineering (C(13), market
access for modes 2 and 3 and national treatmennhéate 2 were bound without
restrictions.

Within point 3 C, Assembly and erection of prefabricated comsibns and
installation work (CCP 514 y 516)narket access for mode 1 was not bound,
although it had been already bound.

Within point3 D, Building completion and finishing work (CCP7Imarket access
for mode 1 was not bound, although it had beeradyréound.

Within point3 E, Other (CCP 511, 515, 518pharket access for mode 1 access was
not bound, although it had been already bound.

Was added poirt, Distribution services.

Was added poirs, Educational services.

Was added poirg, Services related to the environment.

Was added poir8, Social and Health services.

BRASIL: (sectors of services added to those libgedl in GATS and in previous

annexes):

Horizontal commitments undertaken in the Annex loé tMontevideo Protocol
(which were almost identical to those of GATS) weseritten, but all restrictions
related to market access of investments and conimh@eresence were excluded.
Within point 1 A of Professional services, Legal services (@CHK 861),
restrictions to market access and national treattrioe mode 1 were deleted; some
requirements for lawyers societies were establishesharket access for mode 3
whereagreviously commercial presence was limited to those personsped as
lawyers; national treatment for mode 3 was limited by aumsment:law firms of
foreign lawyers will only provide advise on foreilgnv and foreign lawyers will not
be allowed to act as legal representatives (prodoras) before a court of lawhis
limitation did not exist in previous commitments.

Within point1l A b), Accounting, auditing and bookkeeping sewi(CCP 862)he
limit to mode 1 was reduced to just one requiremestablishment in the local
market;the restriction in market access for mode 3 rdlédethe facthat a foreign
provider will not be allowed to act on his owmas deleted the restriction in
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national treatment for mode 3 related to the faat accounting and auditing rules
will be respectedwvas deleted(this elimination is not legally relevant because,
obviously, this obligation is still in force)

Was added poirit A c), Taxation services (CCP 863).

Within points 1 A d), e), f) y g), Architectural services, engineg services,
integrated engineering services and urban plannimgl landscape architectural
services. (CCP 8671, 8672, 8673, 86 Mprket access for modes 1, 2 and 3 was
bound without restrictions

Within point1 A h), Medical and dental services (CCP 931@jarket access and
national treatment for modes 1 and 2 were bounthonit restrictions; market
access for mode 3 was bound with the following meguent:to forbid the direct or
indirect participation of firms with foreign capitén health assistance within the
country.

Within point 1 A i), Veterinary services (CCP 932harket access and national
treatment for modes 1, 2 and 3 were bound.

Within point 1 A ), Deliveries and related services, nursingrvaees,
physiotherapeutic and para-medical services (CCP93, market access for mode
1 and national treatment for modes 2 and 3 weumdhomarket access for mode 3
was bound with the following requirement:to forbid the direct or indirect
participation of firms with foreign capital in hehlassistance within the country
Within point 1 C a), Research and experimental developmentcgsnon natural
sciences and engineering (CCP 851tarket access for modes 2 and 3 and
national treatment for mode 2 were bound withestrictions.

Within pointl C b) y c¢), Research and experimental developsenices on social
sciences and humanities and Interdisciplinary reckea and experimental
development services (CCP 852 y 858arket access and national treatment for
modes 2 and 3 were bound without restrictions.

Within point1 D a) Real estate services involving own or leasexgperty (CCP
821) market access for modes 1 and 3 was bound.

Within point1 D b) Real estate services on a fee or contrasisba(CCP 822),
market access for modes 1 and 3 was bound.

Within pointl E a) Leasing or rental services concerning vissa&hout operator
(CCP 83103),market access for modes 1 and 2 was bound wittesttictions;
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market access for mode 3 was bound with the foligwiequirementrental firms
must be incorporated as Sociedad Anénima.

Within point 1 E c), Leasing or rental services concerning piévaars without
operator, Leasing or rental services concerning dpdransport vehicles without
operator,Leasing or rental services concerning othend transport equipment
without operator (CCP 83101, 83102 y 831f@&rket access for modes 1 and 2 was
bound without restrictions; market access for mdaeas bound with the following
requirementrental firms must be incorporated as Sociedad Améni

Within point1 E d), services concerning other machinery andpmqgeants without
operator (CCP 83106, 83107, 83108, 831@8¢, following requirement was added
for mode 3rental firms must be incorporated as Sociedad Amani

Was added poirtt E e) others (CCP 832).

Within point1 F a) Advertising services (CCP 87hge following restriction to
market access for modes 1 and 2 was delétedl:advertising filmsnust be spoken
in Portuguesethe following requirement for mode 3 was deletedfillment of the
obligations of the ethical code of Brazilian adv&rtg professionals.

Within point1 F e), Technical testing and analysis servic&CR 8676) market
access for modes 1, 2 and 3 was bound withouictstrs.

Within point1 F f), Services incidental to agriculture, huntiagd forestry ,market
access for modes 2 and 3 was bound without rastréct

Within pointl F g) y 1 F h), Services incidental to fishingCf883) and Services
incidental to mining (CCP y 5115)arket access and national treatment for modes
2 and 3 were bound without restrictions.

Within point1 F i), Services incidental to manufacturing (C884 y 885, excepto
88442),market access for modes 2 and 3 and nationairtesd for modes 1, 2 and
3 were bound without restrictions.

Within point1 F k), Placement and supply services of persof@@P 872) market
access for mode 1was bound without restrictionsketsaccess for mode 3 was
limited only by this requiremenevidence of the constitution of the firm and the
Brazilian nationality of its partners

Within point 1 F m), Related scientific and technical consultsegvices (CCP
8675), market access and national treatment for modesl Ravere bound without
restrictions some limitations were added to market access faten®othat research
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of mineral ressources and use of hidraulic energy eeserved to Brazilians or
firms contituted in Brazil having in Brazil the maodffice and the administration. In
border areas, 51% of capital must be owned by Beaw and the majority of
managing positions must be held by Braziliafise following requeriment was
deletedthe consortium's goal must be defined clearly endbntract establishing it
Within pointsl F n), 1 F o)y 1 F q), Repair services of peedcend household
goods, Building cleaning services and Packaginyises (CCP 633, 8861, 8862,
8863, 8864, 8865, 8866, 874, 8MBere was a step back in market access and
national treatment for mode 1 because they had beend without restrictions and
in this round they weren't bound.

Were added within poirit F p), Photographic services , los CCP 8704 y 8705
Within point 1 F r), Publishing services (CCP 88442arket access for modes 1
and 2 was bound without restrictions; mode 3 waantowith the following
requirementownership of newspapers is limited to Brazilians.

Within point 1 F s), Other business services, (CCP 879@%rket access for
modes 1, 2 and 3 was bound without restrictions.

Within point 1 F t), Translation and interpretation servicesex¢ept official
translators) (CCP 87905)market access for modes 1 and 2 was bound without
restrictions.

Was added poirft A, Postal services (CCP 751yt with nearly no binding

Was added poir D, Audiovisual servicebut with nearly no binding.

Within point 3, Building services related to engineerimgarket access for modes 2
and 3 and national treatment for mode 2 were bavitigbut restrictions.

Was added poir8 D, Building completion and finishing work (CCE7.

Was added poirt A, Commission agents' services (CCP 621)

Within points4 B, 4 C y 4 D, Wholesale trade services (CCP ,62@pd retailing
services and Non-food retailing services (CCP §3&32), Other non-financial
intangible assets (CCP 8928)arket access and national treatment for modesi1 an
2 were bound without restrictions.

Were addedCCP 6111, 6113 y 61Mithin point4 C, comercio al por menor.
Were addedEducational services (point 5).

Were addedervices related to the environment (point 6).

Were added&ocial and Health services (point 8).
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3)

Within point 9 A, Hotel and Restaurant servicesas addedBeverage serving
services for consumption on the premises (CCP 643).

Was added poirft B, Travel agency and tour operators services RG@71)

Was added poirft C, Touristic guide services (CCP 7472).

PARAGUAY (sectors of services added to those liimed in GATS and in

previous annexes):

Was added point A, Professional serviceput without any binding on market
access and national treatment.

Was added poirtt B, Computer services and related servibes,only by reference
to codeCCP 84there is no restriction in market access and natitreatment for
modes 1, 2 and 3..

Was added poirtt C, Research and development services.

Was added poirtt D, Real estate services.

Was added poirtt F, Other Business services.

Was added poirft A, Postal services.

Was added poirft B, Courier services .

Was added poir C a), Telephone services.(CCP 7521)

Was added poir C d), Telex services.(CCP 7523**)

Was added poir C e), Telegraph services.

Was added poir C b), Data transmission (packages).

Was added poir C c¢), Data transmission (networks).

Was added poirf C f), Fax services.

Was added poir C g), Rented private networks services.

Was added poir C m), Codes and Protocols translation services.

Was added poir C n), Data processing services (CCP 843)

Within point2 C o) point 1, Mobile phoneghere is a requirement in market access
for mode 11o provide the service a firm must be incorporatetdruguay and have
a licence from CONATELtKis requirement didn't exist in previous rounds

Within point2 C 0), point 2, personal communicatiah&re is a requirement in

market access for mode th provide the service a firm must be incorporaied
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4)

Uruguay and have a licence from CONATHEhig requirement didn't exist in
previous rounds This requirement was deleted from market accessnfmte 3:to
provide the service in Duopolic modality.

Within point2 C 0), point 3, Radio-search servidbgre is a requirement in market
access for mode 1o provide the service a firm must be incorporaitedJruguay
and have a licence from CONATELhié requirement didn't exist in previous
rounds).

Was added poirz C , Trunking services.

Was added poirf D, Audiovisual services.

Was added poirft E, others .

Was added poir8, Building services and related services.

Was added poirt, Distribution services.

Was added poir, Educational services.

Was added poir@, Services related to the environment.

Was added poir8, Social and Health services.

URUGUAY (sectors of services added to those lihgedl in GATS and in previous

annexes)

Within point1 A a), Legal documentation and certification seegi (CCP 86130),
market access and national treatment for mode 2 weund without restrictions.
Concerning National Treatmnent for modes 1 a8 requirementsvere added:
citizenship™(natural or legal) during two years aresidence within the country.
Within point 1 A c), Taxation services (CCP 863)arket access and national
treatment for mode 2 were bound without restriction

Within point1 A f), Integrated engineering services (CCP 86itrket access and
national treatment for mode 2 were bound withostrigtions.

Within point 1 A g), Urban planning and lanscape architecturahdces (CCP
8674), market access and national treatment for mode & veund without
restrictions.

Within point1 A h), Medical and dental services (CCP 9312jrket access and

national treatment for mode 2 were bound withostrigtions
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Within point 1 A i), Veterinary services (CCP 932harket access and national
treatment for mode 2 were bound without restriction

Within point 1 A j), Deliveries and related services, nursingrvees,
physiotherapeutic and para-medical services (CCR993, market access and
national treatment for mode 2 were bound withostrigtions

Was added poirtt A k), Pharmacy services.

Was added poinil E a), Leasing or rental services concerning vissséthout
operator (CCP 83103)

Was added point E b), Leasing or rental services concerning aftrwithout
operator (CCP 83104)

Within point1 E d), Leasing or rental services concerning agltural machinery
and equipment without operator and Leasing or reservices concerning other
machinery and equipment without operator (CCP 838B809),market access and
national treatment for modes 2 and 3 were bounklowitrestrictions.

Within point1 F e), Technical testing and analysis servicesCR@676),market
access and national treatment for mode 2 were beithdut restrictions

Within point 1 F j), Services incidental to energy distributioCCP 887)the
following requirementvas added to market access for modéhat the area of the
distribution services be the geographical area veherla ADMINISTRACION
NACIONAL DE USINAS Y TRANSMISIONES ELECTRICASaadsstributor.
Within point 1 F m), Related scientific and technical consultsgyvices (CCP
8675 market access and national treatment for modee& bound without
restrictions

Within point1 F n), Repair services of personal and householudg (CCP 633 —
8861-8866)market access and national treatment for mode 2 weund without
restrictions

Within point 1 F o), Building cleaning services (CCP 87#)arket access and
national treatment for mode 1 were bound withostrietions

Within point1 F p), Photographic services market access and national treatment
for modes 1, 2 and 3 were bound without restrigti@@xcept forCCP 87504 y
87506,which are not bound ).

Within point1 F q), Packaging services (CCP 87&)arket access and national

treatment for modes 2 and 3 were bound withoutictisins
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Within point 1 F s), Services for meeting and conventions (CZ808), market
access and national treatment for mode 1 weraduwaithout restrictions

Was added poirit A, Postal services (CCP 7511).

Within point 2 B, Courier services (CCP 751#)e following requirement was
deleted from market access for modehhat the National Direction for Posts gave
temporary permits for three years that could be cedled at any timeThis
requirement remains for mode 3.

Was added poir C 0), Other, Trunking services.

Within point2 C, Paging servicesnarket access and national treatment for mode 2
were bound without restrictions

Was added poirf D, Audiovisual services.

Was added poirf E, Others .

Was added poir A, Construction work for buildings (CCP 512)

Within point 3 B, Construction work for civil engineering (C(13), market
access and national treatment for mode 2 were bwaithdut restrictions

Was added poin8 C, Assembly and erection of prefabricated comsivas and
Installation work. (CCP 514 + 516)

Was added poirg D, Building completion and finishing work (CCP751

Was added poinB E Pre-erection work at construction sites, Specifade
construction work and Renting services relatecegq@ipment for construction or
demolition of buildings or civil engineering worksith operator (CCP 511 + 515 +
518)

Was added poirt A, Commission agents' services (CCP 621)

Was added poir, Educational services.

Was added poirg, Services related to the environment.

Was added poir8, Social and Health services.

6. Last decision on Services

Through_D 11/01the following general commitment was approvedaibiMember

States: when Member States enact new legislati@edbors not previously regulated,

they will not establish restrictions to markete&x or to national treatment for services
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and service providers from the other Member Staftethese sectors are already
liberalised in the schedules of the other MembateSt The meaning of this provision is
wholly unclear in so far as the premise for its leggbility is also unclear: indeed, no
sector is “not regulated” because all sectorsuiadler the scope of horizontal provisions

(on company law, or taxation, for example).

7. General comments

Concerning the commitments undertaken by MERCOSW¢rber states within
the framework of the Montevideo Protocol, our exaation confirms that each round
of negotiations has served to include broadly #res sectors. The result is that after
three rounds of negotiations there is a broad antyl in the sectors included in each
national list of commitment. This is not tantamotmt similar degree of liberalization.
In effect, many sectors are included with no bigdommmitments made on any of the
four modes of supply. This is most evident in tlasec of Paraguay, which in the last
round of negotiations included a large number ott@s but undertook no
commitments. The logic seems to be to include nestoss in national lists, even if no
binding commitment is made. Eventually, memberestamay undertake binding
commitments in some of these sectors. In particutzat seems to be the case of
Argentina, which during the third round of negdtias bound professional services

included in previous rounds in its specific listo@mmitments.

Specific commitments include references to theasemmnexes of the Montevideo
Protocol, such as in the case of Transportationveyer, it is unclear what the content
of the commitments undertaken in such annexes riswlich are the limitations
concerning Market Access and National Treatmene Ahnex on Water and Surface
Transportation clearly states that this activityn che regulated through specific
commitments. In other words, there seems to becalar cross-reference between the

Annexes and the Schedules of Commitments.

In principle, it does not seem very useful to imEuull sectors (see especially the
case of Paraguay during the third round of nedotig} with no binding commitment

on National Treatment and Market Access. The ordgsjble justification of such
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approach is that the inclusion of a sector is seea previous step to undertake binding

commitments in the future.

Commitments undertaken within the Montevideo's @xin of Specific

Commitments include in some cases (of minor immmeéa certainly) restrictions that

are greater than those included in parallel GAT8imniments. This is the case for

Paraguay in the following sectors:

punto 7.A, Insurance (CCP 812) and reinsurance eettbcession (CCP 81299),
for mode 3. The limitations relate to the fact thasurance firms must be
incorporated as Sociedades Andnimas or be subsidiarf foreign companies. It is
also required the authorisation of the Superinteruig de Seguros.

punto 7 B, Banking service$pr market access in mode 3. It is required that
financial institutions must be incorporated as ®deides Anénimas and have
nominative shares (except for subsidiaries of fretompanies. All firms must be
authorised by the Paraguay Central Bank

In the successive Rounds of Negotiations, thereatse some steps back in the

liberalisation process.

This is the case for Brazil in the Second Roundceaningpoint 1 C a), Research

and Development Services in Natural Sciences (CER, 8&here market access for

mode 3 is unbound while it was previously withaestriction.

This is also the case for Argentina in the follogvsectors:

punto 1 D a), Real estate services (CCP 821es).

punto 1 D b), Real estate services on contract (2P

punto 1 F f), Services incidental to agriculturegstry and hunting

punto 1 F n), Maintenance and Repair services (EG® + 8861 hasta 8866)
punto 1 F o), Building cleaning services (CCP 874)

punto 1 F q), Packaging services (CCP 876

punto 3 A, General building services (CCP 512)

punto 3 C, Assembly and erection of prefabricatedstructions and installation

work (CCP 514y 516)

punto 3 D, Building completion and finishing wo@GP 517)
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- punto 3 E, Others (CCP 511, 515, 518)

For Paraguay, this is the case, in the Third Rotmrdpoint 2 C 0) points 1 and 2
Mobile phone and personal communicatiard point 2 C o) point 3 Radio-search

services
For Uruguay, this is also the case in the Third mbuoint 1 A a), Legal

documentation and certification services (CCP 8§i@tpoint 1 F j), Services related
to energy distribution (CCP 88).
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ANNEX 2.1l

MERCOSUR MEMBER STATES COMMITMENTS

IN THE MERCOSUR FRAMEWORK. EVOLUTION

AND COMPARISON WITH COMMITMENTS IN
THE GATS FRAMEWORK
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Annex 2. Il (189 pages) contains a detailed amalgs MERCOSUR Member
States” schedules of commitments in the initialearto the Montevideo Protocol and in
the decisions with the results of the three rousfdsegotiations. It is only available in
hard copy because it has been hand made. In eaeh @ad on photocopies of the
relevant pages of the MERCOSUR Official Journal §BOchanges are highlighted by
reference to pre-existing GATS commitments andiptesyMERCOSUR commitments.

This Annex highlights the liberalization of semgcproduced by the Montevideo
Protocol and three successive rounds of negotmtidhe baseline was pre-existing
GATS’ commitments. Marks in yellow ) indicate inclusion of new service activities in
MERCOSUR liberalization commitments as well asahmination or reduction of pre-
existing restrictions. Marks in green) (highlight various types of reversion in the level
of liberalization committed. Yellow marks at thedeof a paragraph indicate the
elimination of some sentence (in most cases thismgan the elimination of some

restriction, but this depends also of the contémih@ whole paragraph).
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ANNEX 2.11|

TEMPORARY EXCEPTIONS TO MERCOSUR'S
COMMON EXTERNAL TARIFF
AUTHORISED FOR SPECIFIC MEMBER STATES
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This annex includes a series of tables descrilliregtémporary exceptions that have
been authorised for specific Member States. Itnly @available in photocopies. As it

contains some elements of reserved informatishauld not be made public.
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ANNEX 2.1V

TAX HARMONISATION IN MERCOSUR
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TAX HARMONISATION IN MERCOSUR

From an economic integration viewpoint, tax harrzation touches on four major
issues. First, there ife issue ofexport subsidies. “Direct” export subsidies must be
eliminated for all intra-regional trade. “Indirec€xport subsidies must likewise be
either eliminated or harmonized, but this is notynéthe result of a lengthy process
involving tough negotiations and a significant cergence of preferences and policy

systems. The second issue concerns the implenmntafi the national treatment

- {Supprimé 1 of GATT

level than multilaterally. The third question isked to ensuring that the reimbursement
of indirect taxes on exports does not become aemicdtibsidy on intra-regional exports.
The indirect taxation principle clearly states tlsath taxes must be applied to the
consumer and therefore they cannot be levied ororexpFor this to take place

effectively and transparently, it is necessaryédaable to identify precisely the amount
of indirect tax paid throughout the production chan order to do so a value added tax

system is the most efficient vehicle. Lastly, thexgdhe complex issue of investment

- {Supprimé : UE

long time elapsed before it became reasonablytéféec

l. Tax structures in MERCOSUR

[.1. Tax Burden

The total tax burden (considering the sum of thiesed by the Central or Federal
Government, the States or Provinces and the Muaditigs) differs widely among the
countries of the region. Data for 1999 shows thagefitina and Uruguay apply similar
tax pressure (21.2% and 23.9% of GDP, respectivelygreas Brazil and Paraguay are
at the two extremes (31.7% and 9.5% of GDP, resmdgl. This results in a simple
average of 21.6% for MERCOSUR, i.e. higher than dkerage for Latin America
(14%) and lower than that prevailing in the OEDQrmies (37.2%). The conclusion is
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that each MERCOSUR member state has very differentepts of the use of fiscal

policy, which is confirmed when tax structures sreéewed.

I.2. Relationship between the Central Government ah sub-national

governments

Among the four MERCOSUR countries, two of them -értina and Brazil- have a
federal government. This has important implicatiforgheir tax structure. In Argentina
the central government collects 77% of total tazereie, while the provinces raise 17%
and the Municipalities 6% (1999 data). In Brazi thederal Government collects 69%
of total tax revenue, the States 26% and the Mpaiities almost 4%. While in
Argentina the revenue of the Provinces and the Mpaiities accounts for almost 4%
of GDP, the Brazilian States and Municipalitiesledd more than double that amount
(10% of GDP). This shows that Brazil has a moreed#alized and federal fiscal
structure than Argentina. The counterpart is that€entral Government of Argentina
shares more tax resources with the Provinces.deilgmne of the greatest difficulties in
coordinating indirect taxation regimes within MERSOR is the overlap of
jurisdictional levels entitled to levy taxes. Tlésthe case in the two largest countries:
in Argentina the provinces collect a tax on gragoime —of the cascade type, while in
Brazil the states collect the ICMS —consumer taxd the Municipalities the ISS —tax

on services.

I.3. Revenue by Type of Tax: Tax Structure

The main source of taxation in all four countriesonsumer taxes, ranging between a
maximum of 55.3% in Argentina and a minimum of 40.5n Brazil (which gives a
simple average of 47.2% for the region as a whdlbg second most important tax is
payroll taxes, except in Paraguay where they raniktt. Payroll taxes account for a
regional average is 23% of total tax revenues dalgh there are significant differences
across countries: 10.2% in the case of Paragudy, ih7Argentina and about 30% in
Brazil and Uruguay). The third largest contributerincome taxes, with a regional

average of 15.5%. Taxes on capital, at last, daunii with the lower share of total tax
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revenues: 3.1% on average. Argentina is the Men@lmemtry where they are more

significant from the revenue point of view.

The four taxes account for 88% of Argentina’s td&t revenues. Argentina
stands out as the Member Country in which consumptaxes make the largest
contribution to total tax revenue (55.3% of theatptArgentina is also the country in
which capital taxes make the largest contributmmotal taxes (with a 5.8% share). By
contrast, the contribution of payroll taxes is camgtively low (17% of total revenue).

In the case of Brazil, this same group of taxesoaet for 92% of total tax
revenue. However, the difference between the dmuttdn made by consumer taxes and
payroll taxes is merely 9 percentage points. Briszthe Member Country where the
income tax makes the largest contribution to tt#talrevenue. Payroll and income taxes
in Brazil account for 51% of total tax revenuesking the system comparatively more
progressive than in the rest of the region. By iastt the share of capital taxes in total

tax revenue is remarkably low, a meager 0.3% af tetvenue.

B {Supprimé |

inequitable tax structure: next to consumer tatiest (accounts for 48.2% of total tax
revenue), foreign trade taxes account for an amditi 20%. Hence, 68% of total tax
revenues stem from regressive taxes. The incomerdaks third with a 16.5%

contribution. Payroll taxes account for only 10.2%.

The case of Uruguay is quite similar to that of Bltaconsumer taxes contribute
44.6% of total tax revenues, while income and phyaxes account for 43.3%.

However, the income tax contributes with a mod@8s bf total tax revenues.

This data suggests that the four countries diffeheir approaches to the equity
of the tax system. While Brazil and Uruguay showasphaving the most progressive

tax structures, Argentina and Paraguay look geigeassivé.

“0 The absence of comparable studies on the equitjeotax systems makes it necessary to resort to
general estimates such as those mentioned herd, Wwauld be advisable to have a more accurate and
overall estimate on this feature of the fiscal pplbefore discussions begin on policy coordination,
because these disparities may have an impact ordigtebution of the benefits derived from the
integration scheme.
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A way to assess the impact of tax distortions enftee movement of goods and
services consists of calculating the relative ingoore of consumer and foreign trade
tax revenues as a share of GDP: in Brazil theywatcior 12.8% of GDP, in Argentina
12.8%, in Uruguay 11.8% and in Paraguay only 7.I%s means that, in aggregate
terms, the latter is the Member Country whose taxcture causes the least distortions

in relative prices.

. Symmetries and Asymmetries in Indirect Taxationwithin MERCOSUR*

I1.1. General Consumer Taxes

General consumption taxes provide the main revesouece in the four MERCOSUR
countries. All four have adopted the added value rteodality (multiphase and not
cumulative), following the method of debit minusdit and applying the destination
principle. In the case of Argentina, Paraguay amdguay this tax is applied by the
Central Government, while in Brazil they pertainth@ jurisdiction of the States, in
addition to other differences which are describedemafter. Argentina and Brazil,
besides the VAT, apply other general consumer takestax on gross income (lIB)
levied by the Provinces in Argentina and the tax samvices (ISS) levied by the

Municipalities in Brazil.

[1.1.1.Value Added Tax (VAT)

Argentina, Paraguay and Uruguay have broadly sinvif&Ts: they are collected by the
National Governments, they are applied on both gaodl services and they have few
exemptions. In all cases it is possible to deduetpurchase of goods (including capital
goods). Services are taxed and there is hardlyiramntive granted to local production
in such a manner that there is a discriminatiorinsgyamported products (the latter is a

significant difference compared to the case of Braz

“1 This section is based on comprehensive studie mpdlifferent authors who have compared the tax
laws in force in the four MERCOSUR countries.
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Brazil, on the other hand, enforces the ICMS whglevied by the States, and
could be described as a partial VAT since it isligdpto all goods but only to two
services (communications and intermunicipal anergiate transportation). All the
other services are taxed with the ISS by the Mpaldies. Due to the reform carried
out in 1996, the ICMS has been considered as sinaléthe VAT applied in the other
MERCOSUR Member Countries. Since then exports atetaxed and purchases of
capital goods can be deducted. Several proposalbeaing considered to reform the
ICMS, basically geared to solving the problem & ttax war” and the distortions that
arise from accumulation with the ISS levied by Menicipalities. The rest of the
services are subject to the payment of the ISSctwid a single phase tax) applied
independently from the VAT. This also causes acdatimn since one tax becomes part
of the tax base of the other, producing distortionsexports. Exports are not exempt
from payment of this tax.

In Argentina the general VAT rate is 21% (with Spe@7% rates for certain
public services provided to individuals not registtas VAT agents and 10.5% for a
small number of goods). In Brazil the general ratehe ICMS may be 20.48% or
21.95% (this is so because the nominal 17% andrb886 are computed over the price,
including the VAT In Paraguay a single 10% rate applies, while imguay the
general rate is 23% (with a reduced rate at 14%afset of goods which make up the

basic consumption basket).

In the late 1990s Argentina and Brazil adopted ighsygstems governing the tax
treatment of small taxpayers. The unified tax regim force in Argentina makes it
possible for small taxpayers to substitute the VA&IE incomes tax and social security
contributions for a fixed payment, the amount ofcliihdepends on the invoicing of the
company and other indicators (e.g. number of engdey In Brazil, a similar
mechanism is in force in the case of Federal tgls COFINS, PIS/PASEP among

others), while the States have set up their owrceming the ICMS. Paraguay and

2 |CMS rates are lower when we are dealing withrhState transactions from rich States to the less
developed States, with the purpose of benefitiegpthorer States with higher tax revenues.
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Uruguay have also set similar systems, althougketlt® not include social security

contributions, in contrast to Argentina and Brazil.

Consequently, the main asymmetry with regard tovA& arises in Brazil, not
only because of its structure, but also due toféoe that these taxes fall within the
sphere of State rather Federal legislation. TheilBaa Federal Constitution stipulates
that the Central Government is incompetent to nyo8tfate taxes. The possibilities of
restructuring the ICMS in order to harmonize ithwthe VAT applied in Argentina,
Paraguay and Uruguay therefore depend on an itatigh arrangement between the
different government tiers of Brazil (Federal, 8tand Municipal). This can only be
achieved through a federal covenant among theny ardans of a constitutional reform
concerning taxation powers, which seems rathekelyli The case of the 1IB applied

by the Provinces of Argentina is similar to a cerextent, as explained below.

11.1.2. Other

Argentina also applies an IIB collected by the Rrogs. In contrast to the VAT, this is
a multi-phase and accumulative tax (the tax paigprchases is not deductible), and
hence its effects on exports are distorting. Duthey1990s there were several attempts
at reforming this tax, but no consensus was reabbésleen the Central and Provincial
Governments. Specifically, the proposals were gkare replace the 1IB with a

provincial VAT, a VAT shared with the federal gomarent or else a sales tax.

Brazil has a single-phase municipal tax called Ttax on Services of Any
Nature (ISS), which applies to the provision ofvsggs (including exports) except for
transportation and communications which pay the 8Ci@nly in a few cases may the
tax paid to suppliers be deducted, so in geneiaktcascade (or accumulative) tax. The
tax is actually harmonized to a large degree anttmnal level, but since it is applied

separately from the ICMS, accumulation effectsearis

In Brazil there are also two social security cdnitions which act as general
consumer taxes because they tax mainly corporatcing. Moreover, there is the

Contribution for the Social Investment Fund (COFJN&hich is a is a multi-phase and
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accumulative tax on sales (of the cascade type}ak base is primarily sales and the
rendering of services by corporations or othertiestiwith a similar legal status (it
works as a tax on gross earnings). Another muktisphcascade levy is the Contribution
for the Social Integration Schemes/Public Workeksset Fund (PIS/PASEP) which
taxes salaried work by corporations and otherdiaibjects. Although it adopts several
taxable items (i.e. gross invoicing, payroll, gressnings and a few presumed items), it
may be considered as an accumulative multi-phakes ¢ax, since invoicing is the
prevailing criterion that determines the amourtieégaid.

I1.2. Excise Taxes

Excise taxation seems to be quite similar in Argeninternal taxes), Paraguay (excise
taxes) and Uruguay (IMESI — specific domestic taf)e similarities arise from the
technical form of the levy (single-phase and apbtie producer or importers) and the
main products affected by it (with a restrictive taase, it is imposed on cigarettes,
spirits, soft drinks, fuels and luxury goods). Heee excise taxes differ in the rates
applied (ranking from 4.17% and 166% in Argentidand 50% in Paraguay, and 0.5%
and 265% in Uruguay) and the tax base (factoryepead consumer price, etc.).

The Federal Government of Brazil applies a taxrmlustrialized products (IPI),
and although it is technically less distorting (fese it is multi-phase and non-
accumulative as is the case with the VAT), it taaefar larger number of goods with
much higher rates (up to 365%). This in principlewd render the tax harmonization

process more difficult.

In addition to the differences mentioned aboverehare tax discrimination
problems on certain imported products subject tectige taxes in Uruguay. Imports
are levied a heavier tax burden than similar natigmoducts. A similarity that should
be highlighted is that in all cases the destinagionciple applies, which makes exports

exempted and imports taxed.
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[1.3. Tax Incentives on Exports

There are mechanisms for VAT reimbursement to éep®in Argentina, Paraguay and
Uruguay. The reimbursement operates when theresw@us balances generated by
credits for the purchase of taxed inputs whichrareoffset by the debits on the taxes
collected for sales made in the domestic marketBtazil, ICMS credits can be
recovered for the purchase of inputs used in thaemufacture, which are offset by other
taxes or by selling such credits to other taxpayesgling in the same State. However,
it is not possible to obtain the reimbursementhef @amount paid. However, in the case
of the Brazilian IPI it is possible to obtain a méiursement of the tax credit for
purchases made to produce goods for export, wisiaioi case with internal taxes in
Argentina.

Cascade type taxes make it difficult to determihe fctual tax burden
accumulated by goods for export. This may give tsesubsidies through excessive
reimbursements, or it may negatively affect intéoreal competitiveness as a result of
insufficient recovery of the taxes paid. VAT reimbement to exports is relatively easy
to compute, because these levies are not accummilatid because, at the time of
export, it is possible to clearly identify the tevedit. However, this is not the case with
other indirect taxes with a cascade effect, becaoseecord is kept of the credits and
debits arising from these taxes. This makes it ssjide to quantify precisely how
much was actually paid. This is the case with $®lectaxes. For this reason the
authorities reimburse fixed amounts usually catedlaas a percentage of the product’s
export price. Decision 10/94 of the CMC (Common kédrCouncil) prohibited these
reimbursements on intrazone trade, but enforceimenbeen subject to debate.

Argentina provides a reimbursement on indirect $afather than VAT) paid at
the different production stages of goods for eXfofthis reimbursement is computed

as follows: the FOB value of the goods exportedusithe CIF value of imported inputs

%3 In the case of gross earnings, there is no regafethe taxes paid by the exporters in their pases,
because the actual tax burden incorporated inxperted good cannot be determined, and therefage it
not reimbursable according to multilateral provisio
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incorporated in those goods minus the sum paicdonmissions, fees and brokerage
charges, on which the rates in force are applidee flates range from 0% to 10%.
Likewise, in Argentina goods exported from portstlie Patagonia benefit from an
additional reimbursement. This measure is cleanlye®port subsidy, for which reason
Argentina is in the process of removing it. Nevel#iss, current provisions establish
rates between 4% and 9% according to the port coede following a phase-down

calendar involving one percentage point a yeal irtisappears.

Brazilian exports are exempt from payment of bdtle COFINS and the
PIS/IPASEP, but they suffer the impact of tax acdatmn. In view of the
administrative difficulties involved in determininige actual incidence of these taxes, a
reimbursement of the tax burden is granted throagtscal credit for a presumed
amount in favour of IPI taxpayers. This credit nb&yused to deduct the fiscal liabilities
of the company on any tax, it may be transferrecatother facility of the same
company, or, in the case of an outstanding balantleeir favour, it may be collected in

cash.

In Paraguay export incentives have fallen so thHetythave practically
disappeared. In Uruguay there are two types ofitves: some products benefit from a
reimbursement based on the FOB value of the goeds (ool knitwear), whereas

others receive a flat rate in dollars per unit.

I1.4. Tax Incentives on Production and Investment

Tax incentives on production and investments aré&egasymmetrical between
Argentina, Paraguay and Uruguay on one hand, aadilByn the other. Whereas the
former have reduced them, Brazil has maintained emans incentive programs.

Moreover, there has been significant subsidy coitipetbetween individual states.

Argentina has been reducing its tax incentivesifostry and by region) since
the late 1980s. These systems —which used to iedudmptions on the tax on profits,
the VAT, the tax on corporate assets, the tax avsgrearnings, etc.— no longer

benefited new industrial projects since 1989. Sit@®3, the amount of fiscal benefits
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to be granted each year under each of the regitiksnsforce —i.e. non-industrial
promotions (agriculture and tourism), industriabmiotion in the City of Cutral-Co
(Province of Neuquen), the special system in farcdierra del Fuego, the law on
mining promotion, forestry promotion and promotioiwind and solar power- is set in
the National Budget. The benefits for greaid projects only consist of a tax deferr}al

on earnings.

Last year, two new promotional systems were implget On one hand, to set
off the lowering of import tariffs on its producis,established a reimbursement which
benefits manufacturers of capital goods, compugard computer applications and
telecommunications goods which have set up ingldacilities in Argentine territory.
This benefit consists of receiving a fiscal bondboused in the payment of national
taxes, worth 1494 of the amount resulting from subtracting from ##es price the
value of the imported goods incorporated on then iteanufactured, which had been
internalized with a 0% import duty. This bond mag Wised by the recipients for the
payment of different taxes (Taxes on Earnings amdhe Presumed Minimum Gains,
Value Added Tax and Internal Taxes, as well asadwance payments thereon or tax
returns). This measure covers primarily goods whiehnot produced in the region but,
otherwise, it becomes a discriminatory treatmeairegy similar products from the other
Member Countries.

Moreover, a number of “Agreements to enhance comiess and

- {Supprimé : and create jol

T { Supprimé : the

)
)
)

Financial Cost of Corporate Debt, and exemptionshenTax on Minimum Presumed
Earnings. In some cases, even VAT and Social SgcGontributions were reduced.
Thirty-three of these Sectoral Agreements have segred, some of which are in force
until March 31st, 2003 and others until Decembest32003. The fiscal cost of these

Agreements seems to have been considerable.

“ This rate is that of the Common External Taritbédished for MERCOSUR. The Government decided
to lower the tariff to a zero rate to encourageestinent in capital goods and compensate local pesdu
with an equivalent rate in the form of a fiscal don
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In the case of Brazil, the Central Government haadgplly reduced tax
incentives since 1998 (mainly as far as the inctemes concerned), in the context of
fiscal adjustment programs. But State and Municgmalernments have increased them
in order to attract investments to their own teriés, thus threatening to trigger a
“fiscal war”.. Tax benefits are granted basicaliyaugh reductions or exemptions from
payment of the ICMS collected by the States, anttheflSS and urban real estate rates
(IPTU) collected by the Municipaliti€'s.

Concerning the ICMS, there are mechanisms in pldteh provide reductions
of the base and/or the rates (and even exemptioszh benefit locally produced
goods. This usually brings about a discriminatigraiast goods originating in other
States (and, of course, abroad). An example ofdamsbe found in the tax incentives
granted by the States of Bahia and Minas GeraistHer settlement of automotive
assembly plants in their territory, or the reducta the tax base on wheat flour when
the ICMS is applied in the State of Ceara.

The growing use of these incentives by Braziliaaté&¥ has given rise to the
adoption of safeguard measures to avoid the fisest transfers of such benefits. This
happens when a company residing in one State hsymputs from a company in
another State, the output of which enjoys a low&$. This company will benefit
because its output is more competitive and thiglde an increase in its sales;
consequently it pays less in taxes as a resuliefiscal incentive. But this lower tax
burden is not borne only by the State grantingoefit. Since the company procuring
its inputs in another State pays the taxes corddimerein, which it shall later discount
from the taxes charged for its sales, the sum eftdxes paid in the State where it
actually produces its output also decreases. Bveagh this State did not grant any

benefit, its tax collection is eroded by the indesd granted by other States.

These mechanisms imply a discrimination againsbimgpof similar goods from
other States and other partners in MERCOSUR (asal fabm third countries), thus
distorting competition in the internal market. Likise, they erode the tax base of the

States. All of this has led to several attemptddrnes which basically consisted in

5. Additionally, other types of non-fiscal benefiise granted, i.e. subsidised loans from State owned
banks and the use of municipal land.
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eliminating the ICMS and establishing a federal VAAd a shared State VAT, with a

standardized rate and legislation.

In Paraguay, Law No. 60/90 is in force, which gsataéx incentives to capital
investments and also customs exemptions for capibad imports. But the most
important law is the “Maquila Industry for Export# (passed in 1997 and regulated in
2000) pursuant to which tax incentives are giveough a reduction of the VAT rate to
1% and the exemption of all other taxes and tacifiitected by the central, regional or

municipal authorities.

In Uruguay, incentives used to exist for a few isidies (tourism, citrus fruit
forests and woods, sacchariferous crops, allusiahts, graphic arts and book printing,
naval activities, etc.), consisting in benefits thre income tax (IRIC), employer
contributions to the social security system, VATdahe property tax, among others.
These regimes —the enjoyment of which was granted assessment by the Executive
which if approved issued a Decree for such purptsare decreased over the last few

years.

However, in 1998 the Investment Promotion and Rtmte Act was passed,
which led to new incentives. This Law gives bersefiith regard to the IRIC, the tax on
income from farming and the tax on the sale of @dtiral and livestock goods.
Pursuant to this system, benefits of a generalreatwe granted for investments in
certain goods and it operates automatically, engliie exemption of one or several of
these taxes: property, VAT or excise (IMESI). Mareq there are specific stimuli for
certain investments which fulfil objectives settfon this Act, and which operate when
they are declared as promoted by the Executivis. the latter which decides in each
case which shall be the benefits enjoyed, amondptt@ving: full or partial exemption
of all taxes; up to 60% exemption in the employentdbutions to social security;
exemption of port fees and additional charges gooits; deferred fiscal liabilities on

imports.

In short, the asymmetries existing in the tax stnes of the four MERCOSUR
Member Countries, concerning their magnitude aedype of incentives granted, seem

to be extremely important since they could advgraffect any symmetry which might
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exist among the same structures. That is why noygathas is one of the issues worthy
of more attention when it comes to starting th&stajeared to making progress in the
harmonization process and eliminating distortiong tb the location of investments,

which are brought about by these incentives systems

11K Tax Harmonization in MERCOSUR: Status.

The Treaty of Asuncién (1991) certainly includesmso provisions regarding the
coordination of tax policies within MERCOSUR, altlgh it does not define any
specific mechanisms through which these goalsahbetattained (different to the case
of the trade liberalization program). Indeed, whaefining the objectives for the
establishment of the common market, the four ParBtates realized the need to
coordinate macroeconomic and sectoral policies, thed“fiscal” area can be found

among the latter.

The coordination of macroeconomic and sectoralqed among the Party States: i.e.
foreign trade, agricultural, industrial, fiscal, metary, currency exchange and capitals,
on services, customs, transportation and commuboitcst and others to be agreed

upon, so as to ensure suitable competitive conditiamong the Party Status;

Among the other objectives initially proposed, thés one related to the
commitment to harmonize legislation in the relevargas in order to strengthen the

integration scheme. This commitment may be condtaseincluding tax legislation.

There is an article in the Treaty which specifigafirovides for national
treatment concerning taxation, as can be seesstdemplete and comprehensive that

the GATT provisions in this regard.
Art. 7 “With regard to taxes, rates and other internal ésvithe products

originating in the territory of a Party State shalhjoy, in the other Party States, the

same treatment as that applied to the national pobd
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At the Ouro Preto Summit, the CMC adopted Decisi®f®4 which harmonizes the
implementation and use of incentives to exports tbg Member Countries of
MERCOSUR®. This decision authorizes the Party States tonibeirse, in full or in
part, the indirect taxes paid by exporters or aeadated over previous stages of
production of the exported goods, according topfueisions of the General Agreement
on Tariffs and Trade — GATT". They can likewiseatit exempt goods for export from
the payment of indirect taxes. Moreover, this denisrestricts the use of these
mechanisms as hidden subsidies, since it provitss‘the level of the reimbursement
shall not exceed the incidence of indirect salesamsumer taxes actually paid by the

exporters or accumulated in earlier stages”.

The reimbursement of exemption of indirect taxesns of the three incentives
to exports permitted for intrazone trade, “untié tbonditions which ensure equal tax

treatment to outputs located within the sphere BREOSUR are harmonized®.

Within the framework of the relaunching of MERCOSUR mid 2000, the

CMC instructed the CMG to prepare a proposal taldish common disciplines related
tot he use of incentives favouring investmentsgdpobion and exports, with the purpose
of limiting distortions in the allocation of resaas at the subregional level. The
proposal shall include disciplines to eliminate tiee of intrazone export incentives.
Furthermore, instructions were given to carry oduavey and exchange information
concerning the incentives used in the Party Statésh have an impact on intrazone
trade. No concrete results are known as yet. If) fawas decided to extend the term to
update the survey of incentives in force until ®@eto31st, 2002 and to prepare the
proposal of common disciplines until May 31st, 2003

Progress regarding the treatment of tax asymmetrigsn MERCOSUR have
been really scarce, practically nil. During thensiéion period, the tax measures were
part of the list of non-tariff hindrances to immoprepared as part of the duties entrusted
to CMG SWG 8. In 1994 a TC was set up within theMC¢harged with identifying the
measures of a tax and credit nature connected @avernment procurement systems

involving exceptions to the common trade regime ta$e that regulate State-owned

“8 Strictly, it may be considered that indirect taimtbursement is not an incentive to export.
47 The other exceptions are related to the long-tBmancing of capital goods exports and the special
customs systems, in both cases in a limited manner.

415



or monopolistic enterprises. The objective was tfte TC to evaluate whether the
measures were compatible and to eliminate thosehwkiere incompatible. This
Committee failed to make progress in the treatn@nthe asymmetries in public
policies as a result of political sensibility antlet complexity of the issues,
consequently, the subject was sent up to be arthiyathin the sphere of aad hoc
group by the CMG. However, thaad hocgroup also failed to gain much ground, and
thus in late 2000 the CMC decided to discontinwsathhocgroup.

IV. Conflicts due to Tax Asymmetries: Consultations Claims and Disputes
submitted to the CCM and the CMG.

IV.1. Consultations on Tax Issues submitted to th€CM

When we analyze the queries put forth to the CCMs ipossible to identify the

problems which have been appearing during the peoteading to the MERCOSUR
integration scheme. The consultation mechanisnheatQCM was set up in 1995 to
facilitate the exchange of information among thetfi®as with regard to intrazone trade
liberalization and the implementation of commordéaolicies, seeking to expedite the
settlement of trade conflicts which were, in prpiej not significant enough to put into

operation the settlement of disputes procedure.

For such purpose, the main consultations concetaxafion issues which arose
between 1995 and 2002 (data until June) were gmbbpsed on the information found
in the minutes of the meetings of the CCM. 460 warbmitted in all and about 14%
(i.e. 63 queries) specifically regard tax matteyse( Table 1), and is one of the main
subjects of concern together with technical basritr trade and tariff preferences
(Vaillant 2001 presents a table which shows theltriical barriers, tax discrimination
and tariff preference were, in that order, the nfiesjuency reasons to submit a query
during the 1995-June 2001 period).

Most consultations on taxation matters (and alserall) were submitted
between 1995 and 1997, after which year their nurstaated to drop. This decrease
could be interpreted as responding to the fact that Party States have become
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familiarized with the operation of a customs unidnyt from a more pessimistic
viewpoint some argue that it is due to a growingtrmst of the consultation mechanism
as an instrument to overcome trade conflicts. Naedgss, we must highlight that the
fall was less significant if measured in relativeams (i.e. the significance of the
consultations on taxation issues compared to tmabultations), which dropped from
14.5% in the 1995-97 period to 12.4% in the remaiiraf the term considered.
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Table 1

Total Consultations and Consultations on Taxation dsues submitted t
the CCM

(1995-2002%)

Total Taxation Issues Taxation issues/tota
(2) (2) consultations (%)
(2/1)

1995 128 13 10.2

1996 84 17 20.2

1997 71 11 15.5

1998 32 2 6.3

1999 39 6 15.4

2000 54 8 14.8

2001 42 5 11.9

2002* 10 1 10.0

Total 460 63 13.7

*Data to June 2002

Source: Based on the minutes of CCM meetings

Argentina appears as the most active country asafarconsultations are
concerned, with 39 submittals on taxation issuaiwed by Brazil with 15. These two
Member Countries account for 83% of submittals (Sable 2). On the other hand,
most of the consultations were addressed to B(4Zib%) and Uruguay ranks second
as recipient with almost 30%. This would indicateprinciple, that Brazil and Uruguay
are those which have caused the most distortioriattazone trade due to taxation

reasons.
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Table 2
Consultations on Taxation Issues by Consulting anRecipient Country
(1995/2002%)

Consulting % Recipient %
Country Country
Argentina 39 60.0 11 17.5
Brazil 15 23.1 30 47.6
Paraguay 5 7.7 3 4.8
Uruguay 6 9.2 19 30.2
65 100.0 63 100.0

Source: Based on the minutes of CCM meetings

Additionally the consultations submitted on tax taeet were divided into two
large groups: tax discrimination and tax incentiv€onsultations related to tax
discriminations include internal taxes (primarihdirect taxes), whereas tax incentives
comprise the systems which, by means of the exemmii reimbursement of taxes,
seek to promote exports, production or investmerhs. first of the above are clearly
more numerous, since they account for about thuaeters of the queries submitted in
the period under consideration, and the disputessted mainly on the ICMS of Brazil
and the IMESI of Uruguay, with regard to tax disdnation of products in the food,
beverages and tobacco sectors. This is the re@sprBrazil and Uruguay are at the
top of the ranking among the countries who receithesl most consultations on tax
issues. The consultations concerning tax incentive® mainly addressed to Argentina
(60% of the total consultations of this kind).
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Table 3
Tax Consultations classified by Subject (1995/200p*

Consultations Percentage

Subject

Structure
Tax Discrimination 49 75.4
Tax Discrimination - ICMS (Brazil) 19 29.2
Tax Discrimination - IMESI (Uruguay) 15 23.1
Tax Discrimination — VAT (Argentina) 5 7.7
Tax Discrimination - IPI (Brazil) 4 6.2
Tax Discrimination — not specified (Brazil) 3 4.6
Tax Discrimination — Excise (Paraguay) 1 15
Tax Discrimination — Income Tax (Argentina and Bhaz 2 3.1
Tax Incentives 16 24.6
Total 65 100.0

Note: The total differs from that of Table 1 becawse of the queries concen
two subjects.

Source: Based on the minutes of CCM meetings.

It should be pointed out that, although a largdiporof the consultations have
reached their conclusion, only a few were resoliredd manner satisfactory to the
consulting country. This gave rise, on occasionth® filing of procedures for the

settlement of disputes foreseen in MERCOSUR.

IV.2 Recent Consultations on Tax Issues

Likewise, a more detailed analysis was undertakethé case of some consultations

related to tax matters which have been dealt withhe CCM between mid 2000 and
June 2002, with the purpose of having a better nataleding of the conflicts and
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evaluating the allegations of the parties. In tingt place the consultations concerning

tax discrimination are analyzed and then those eciedl with tax incentives.

IV.2.1. Tax Discrimination

As mentioned above, the consultations which haddiagrimination as a basis were
mainly directed at Brazil (ICMS applied by the &&tand Uruguay (because of its
excise tax IMESI), and in general they concerneathae products. Argentina was also
guestioned for discriminatory treatment, but beeanfsthe general procedures used in
implementing tax advance payments to be made byirtiporters. Paraguay and
Uruguay, however, received one consultation eackvfach they were asked to explain

bills to be considered by Parliament which woulgiehdiscriminatory tax effects.

Argentina submitted several consultations to Brazibncerning tax
discrimination in the implementation of ICMS to duxts imported by some of the
States of that country. One of the consultationscemed the sale of noodles and
biscuits in the State of Ceara which, accordingthte position of Argentina, was
discriminatory against its sales. In particularwis argued that the imported products
had to bear a surcharge when this tax was appfiddheat such surcharge did not give
rise to any fiscal credit for the purchaser, thusabhing the principle of national
treatment stipulated in Article 7 of the TreatyAsuncion. Brazil, as the other party,
argued that this differential rate set off the laka tax on intermediate inputs of the
imported end product, different from the case obdoicts of national origin (tax
substitution). Brazil presented technical evidepcaving that the tax burden on the
foreign product is lower than that which is levied the same product originating in

Ceara.

The other consultation is connected with the im@etation of a discriminatory
rate for wheat flour coming from abroad to the &taf Bahia. According to the
delegation from Argentina, this State sets a valneflour over which the ICMS is
applied to imported flour (or to flour coming froother Brazilian States) which is
detrimental to sales to that country, when in dcfaet, local mills pay taxes on the
basis of the market prices whenever they importaviiiax substitution). The argument

made by Argentina was that the mechanism usedeb@thite of Bahia detracts from the
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transparency of the tax substitution system, teasl€ring a comparison with the actual
incidence of the ICMS difficult, and lacks the ngsary agility to ensure that “the
density of the ICMS contained in wheat flour prambwith imported wheat is equal to
that of wheat flour imported from abroad or frorhet States”, since it requires regular
updates to be made by the implementing authoritgr fhis reason Argentina
recommended that aretl valoremICMS be applied on the invoice values, so as to
achieve not only greater transparency but alsdrbigas to the mechanisms adopted by
the other States of Brazil.

A third consultation for tax discrimination reasoims applying the ICMS to
Inter.-State sales, in which Argentina requestedt tthe products imported from
MERCOSUR by the less industrially developed BranrilStates receive the same fiscal
treatment through the ICMS than that in force foa&lian manufactures bought in the
industrialized States. Specifically, it claimed tthdne payment of the ICMS be
distributed between the State through which thedgamter the country and that of the
State in which the imported goods are to be conduffiee reply by Brazil was that it
was not possible to standardize the time framah®mpayment terms as requested by
Argentina because, in conformity with internatiopadctices, this is governed by the
principle of destination. The product manufactuiedthe State through which the
imported goods enter the country would be payirgfthl ICMS, in compliance with
the legislation of that State, whereas the impoitizth pays less. According to Brazil,
ensuring that the imported goods receive interéStaatment would imply putting the

importers in a privileged situation to the detrirnehthe national product.

Again in the field of tax discrimination, Argentinfiled a consultation to
Uruguay concerning the implementation of the IMESIimportedfernet considering
that the rate is considerable greater than thatiwisi levied on similar beverages such
aswhisky Uruguay replied that it has exclusive competeicdetermine the goods on
which the IMESI is applied in its own territory, &g as the manner in which it is
determined is the same for imported products coetpdo national products. The
argument was that the difference in the tax basdhfese products has not hindered
intrazone trade in any way, whereas Argentine predi claimed precisely the
opposite, skating that the low consumption in tiaintry is explained by the amount to

be paid for the IMESI on importefernet The consultation did not conclude in a
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satisfactory manner. Uruguay also received a ctaisah from Paraguay, also for tax
discrimination, but regarding the IMESI rate apglen imported cigarettes, the conflict

was later taken to arbitration (see below).

Lastly, Argentina received a consultation from Brger the collection or
advance payment of the tax on earnings appliethpwits at a rate of 3% of the value
of the product at the time it was dispatched. Sitiie is applied only to imported
goods, Brazil considered that it was discriminatang violated Article 7 of the Treaty
of Asuncion. Argentina sustained that the collectmf the tax on earnings was a
payment on account, a tax collection mechanismshwisi not subject to the provisions
of the Treaty of Asuncion, and that the differenté¢he rates of the advance payments
was due to collection considerations (and not aiatgulotecting the national industry).
It was alleged that the tax rate is the same, aedcbllection does not involve any
financial cost because the local importers and dnoknay obtain an exemption from

the system of payment on account if they have tgéditheir favour.

It should be mentioned that in 1999 Brazil haddfite consultation questioning
the implementation of the concept of advance payroéthe VAT on importers, and
which they construe as an additional rate whictater® for them financial costs for
permanent fiscal credits that are difficult to reed” According to Brazil, this
mechanism discourages carrying inventories duéaohigh financial cost it involves
for the importers. Moreover, it argues that theyeain excessive bureaucracy a high
degree of discretionality in granting the systenotdl or partial exemption of this task.
It claims that VAT collection regimes on import®amontrary to the principle of no tax
discrimination. Unless the importers hold a datdidesion certificate, this VAT

collection rate amounts to 20% (i.e. double).

Argentina alleged that the collection of VAT on iants does not constitute an
additional rate, that a total or partial exemptiminthe collection systems has been

foreseen, that the additional collection is onlguieed of importers who do not fulfil

8 The implementation of the VAT and the tax on &zgs in the case of imports was also challenged
before a WTO panel, at the request of the Européinon in the case on “measures on the export of
bovine hides and the import of finished leatherguing violation of Article 1ll:2 of GATT1994. The
final ruling of the panel was adopted in Februag02 and concluded that both measures were
inconsistent with those provisions.
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the requirements to obtain the Data Validationti@eate of Importers, and that the
request from Brazil to exclude imports coming fr@mazil from paying the additional

VAT payment should be considered in future disaurssioncerning the harmonization
of indirect taxes within MERCOSUR. It is not disoihatory because local brokers are

also subject to this collection system.

Uruguay was also questioned by Brazil for a similameasure, when

{ Supprimé : e

of the VAT in the case of imports and until the erfidhat year, although a calendar had
been set for its phase down. The query concluded mnsatisfactory manner.

Brazil furthermore requested explanations concer@irBill to be approved by
Parliament which modified the excise tax applied the car industry, because
presumably there were differences between the bascalculation for imported goods
and national goods. The tax base is formed by tomssvalue plus the tariff on imports
(although this is zero in the case of MERCOSUR)lwking VAT. Likewise, it
includes an additional charge for presumed prafitgshe cost of imported goods. The
response given by Paraguay was that in order ta alistortions, a presumed amount
for profits is included in computing the tax base the settlement and collection of the
tax on imported goods, and with this the query tated.

Argentina also consulted Uruguay and questionedillawiich, if enacted,
would a contribution for the funding of social setu(COFIS), through which the rate
set for imports would be increased as a resultaofsferring the impact of the tax to the
advance payment of the VAT in force for imports,endby the computation base of the
advance payment was equal to the tax base of th€. Whless it is considered a
payment on account similar to an advance paymenhefVAT, Argentina was in
doubt as to whether the tax burden is the sametewbathe origin of the product. In
the case of domestic operations, the rate wouldiydied on the total net amount
invoiced, excluding VAT, whereas in the case of amgp, the tax base would be the sum
of the customs value plus the tariff, increasedupyto 21.75%. The delegation from
Argentina requested the Uruguayan authoritiesitoieate the tax discrimination in the
implementation of the COFIS to intrazone imports, \aell as to eliminate the

possibility that said contribution be deductedha tase of exports.
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IV.2.2. Tax Incentives

Additionally, a consultation was submitted with aedj to tax incentives to exports
presumably incompatible with GATT/WTO provisionsdaanother one concerned a

promotion system whose incentives distorted cortipetconditions in the sub region.

Argentina filed a consultation to Brazil concerniagonstitutional amendment
approved in December last year (No. 33), which fiedli Article 149 of the
Constitution and establishes that social contrdngido not have an incidence on
exports. It alleges that the WTO agreement on didssiand countervailing measures
expressly forbids the exemption or reimbursemensamfial security contributions, as
well as direct taxes. Argentina claimed that Bragplies the COFINS, which is an
indirect tax simultaneously with a contributionftmd social security, which gives rise

to an inconsistency with the commitments adopteehwis WTO.

The reply given by Brazil argues that the sociaitdbutions are taxes on the
invoicing of firms and therefore on the businestur@, and as such fall within the
scope of what WTO considers indirect taxes. Theynat directly related to the number

of employees or the payroll, as are social secadtytributions.

Argentina, in turn, received a consultation fromuglray with regard to the
implementation of the industrial promotion reginoe the Provinces of La Rioja, San
Luis, Catamarca and San Juan. According to the whyen delegation, this system
places its companies at a disadvantage when camygatthe Uruguayan and Argentine
markets, compared to their peers who benefit from gromotional regime, and that
they were set up after approval of Decision 10/%Ae query did not conclude
satisfactorily.
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IV.3 Review of the Claims and Disputes filed beforthe CCM and CMG

Argentina has been the most active among the Me@bantries in using the claims
and disputes procedures within MERCOSUR. And, fipadly with regard to taxation

issues, it has filed four out of the five claimgdatisputes; the fifth was submitted by
Paraguay. Half the claims subsequently gave risgigoutes which were resolved by

arbitration.

Three claims were submitted to the CCM concerndixgtion matters, in all case
they were filed by Argentina and in 1997. Two ofern questioned the tax
discrimination of Uruguay in applying the IMESI itmported cigarettes and beverages
(spirits and soft drinks). Regarding cigarettesuduray was then challenged by

Paraguay in early 2001, and this case was thedutfjan arbitration procedure.

The other claim from Argentina was against Bragilestioning the subsidies on
the production and export of pork, a conflict whidcalated and reached the arbitration
instance within the framework of the proceduregdeen for the settlement of disputes.
And last year Argentina filed for a dispute in viefvthe presumed incompatibility of
the wool industrialization system granted by Urugparsuant to MERCOSUR rules,

which governs the implementation and use of intneztnade incentives.
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Claims and Disputes regarding Taxation Issues

Claims

Argentina vs. Uruguay
Tax discrimination, IMESI on cigarettes (1997)
Tax discrimination, IMESI on spirits and soft drinkL997)

Argentina vs. Brazil
Subsidies to the production and export of pork {399

Disputes
Argentina vs. Brazil
Subsidy to the production and export of pork (#ateed the arbitration instance) (1999)

Argentina vs. Uruguay
Incompatibility of the wool industrialization fosteg regime with MERCOSUR rules

on intrazone incentives (2001)

Paraguay vs. Uruguay
Tax discrimination, IMESI on cigarettes (it reachid arbitration instance) (2001)

By subject:
Tax discrimination on the application of IMESI tbet import of cigarettes and soft

drinks in Uruguay

Subsidies to exports granted through a presumecr#elit to reimburse PIS/COFINS jn

the case of Brazilian exports

Tax bonuses for wool exports in Uruguay

Source: We prepared it ourselves based on the esrmitCCM AND CMG meetings
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The regulation of the excise tax (IMESI) which tsx@garettes and beverages
(spirits and soft drinks) in Uruguay implies a disgnatory treatment against imported
products because of the formula used to computtathbase in those cases. In order to
determine the amount of the IMESI to be paid byangd products, presumed values
are set as a basis for the market prices, overhwthien a rate is applied, and this rate
differs according to the country of origin of theagls. In fact, national products pay the
simple IMESI rate, whereas those manufactured abaoa taxed with a single rate but
multiplied by a factor which is greater than theiturAn example of this tax
discrimination can be found in the differentialastapplied to beverages containing
natural juices which, if manufactured with natiopates pay 13.5%, whereas otherwise
the rate is 25.5%.

In the case of cigarettes, an additional discritimmahas been identified, since
the tax applicable to non-neighbouring countrietigher than that in force for those
coming from neighbouring countries, and in turnsthare greater than those taxing the
national product. Indeed, the tax burden is congpbtesed on a coefficient of 1.3 set in
advance for bordering countries and of 2 for nordbong countries. Thus, only
cigarettes from Paraguay, among the MERCOSUR ciesntare treated as coming

from outside the zone for tax purposes.

In response to insistent claims from its partnersIERCOSUR, the Uruguayan
Government has analyzed the possibility of phadimgn the double IMESI but, for the
time being, no initiative of this nature has beenlized. The MERCOSUR partners
have filed several queries on this subject beftwee €CM, and also —as explained
earlier— claims were filed and disputes were indokdnich reached the CMG instance,
but no consensus has been arrived at to settlésshie. This led the Government of
Paraguay to request that and arbitration tribumakét up, and the award found that
Uruguay was responsible for engaging in tax disicrétion.

The double taxation of the IMESI on cigarettes bhegs commitments assumed
by Uruguay within MERCOSUR (and also WTO), sinceviblates the principle of
national treatment and restricts the access ofymtedcoming from its partners into its
market. However, the solution of the problem isteystically delayed because the

Government of this country tries to avoid a falltétxx revenue and the negative impact
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this would have on national production. Uruguay pesmised, on several occasions,
that it would study alternatives which would make tegislation in force compatible
with its fiscal needs and the commitments it haslemtaken under the Treaty of

Asuncion.

The Uruguay position vis-a-vis these claims suleditby Argentina and the
dispute procedure initiated by Paraguay consistacknowledging a discriminatory
treatment but rejecting the legitimacy of the clabonsidering that the principle of
national treatment set forth in Article 7 of thee@ity of Asuncion is not immediately
binding (as is the case with trade liberalizatio@pnsequently, it should follow
principles of gradual, flexible and balanced impéeration, as foreseen in the preamble
of the Treaty in the transition towards a commonka& Tax neutrality does not have
to be reached instantaneously, in its opinion, kather according to a set of
programmatic rules, general guidelines and guidpnciples which are not
immediately translated into an obligation for thertl States. Likewise, it sustains that
if the principle of reciprocity is not respectedgaing that the other partners also

engage in discriminatory treatment in the casengforted cigarettes.

According to Uruguay, the MERCOSUR provisions hawa been violated,
since these rules state that the measures classifie’public policies which distort
competitiveness”, and which include taxation, arabject to a multilateral
harmonization and phase down process which is wet get. It specifically sustains
that “while a process set up by the parties inaimous and legally binding manner is
still under way, the unilateral roll-back of intatntax measures, subject to this

collective process, by one of its Members cannatdrmanded”.

It is certain that these issues had to be dedit byta technical committee of the
CCM in charge of analyzing public policies whictstdit competitiveness. Mention
should be made of the fact that this committee ccowt make any progress in the
treatment of public policy asymmetries in view dfetpolitical sensibility and the
complexity of the matters, and hence it was decttiatithey should be reviewed by an
ad hocgroup within the CMG. However, the latter was als@able to fulfil its terms of
reference and, consequently, the CMC decided tmdigue the AHG in late 2000. At
its meeting last June, the CMG created the “Ad I®ryoup on Trade in Cigarettes
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within MERCOSUR”, and charged it with analyzing, @mgy other subjects, the

conditions regarding taxation issues related t@iune trade.

The arbitration panel which ruled on the disputeoked by Paraguay —which

P {Supprimé : late

- { Supprimé : this yea

Uruguay is incompatible with the principle of nai# treatment container both in
MERCOSUR and in GATT/WTO and LAIA. This is a doulliscrimination in the case
of Paraguay because it imposes on its cigarettaslaively greater tax burden
compared to those whose origin is Uruguay anddtghbouring countries. In response
to the argument put forth by Uruguay concerningrtbe self-implementation of Article
7 of the Treaty of Asuncién, the arbitration pafeeind that this is certainly so when an
immediate modification of the legislation of thergs is required. But that self-
implementation is, however, the case because ibs@p on the Party States the duty to
amend their legislation and adapt it to the prawvisiof said Article (“the Law does not

accept antinomies in its logic”).

Thead hoctribunal unanimously decided that Uruguay shoultgsuend to the
discriminatory effects it causes with regard taac@tes from Paraguay because it is not
a bordering country, and by a majority it ruledtba other discriminatory effects which
result from implementing it through administratiglbannels. It should be pointed out
that regarding the latter issue, the arbitratiomr@ws rather imprecise since it does not
clearly rule that the cigarettes from Paraguay rbaedfreated just like the national ones,
in fact Paraguay requested explanations on this. t€hm to comply with the award

reached by the tribunal was set at six months.

Subsequently, Paraguay submitted a request foraeapbn of the arbitration
award to make quite clear the issue of discriminateffects stemming from the
implementation by “administrative channels” and thee it should be construed that
cigarettes from Paraguay would be taxed with tieeskegal scope and in the same way
and following the same criteria (computation of the base, IMESI rates, settlement)
as those in force for Uruguayan cigarettes. Iivlilke requested the Tribunal to compel

Uruguay to submit a calendar of compliance withrelevant obligations.
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In reply to the above, the Tribunal stated thatiiiention was to make a
distinction between a rule the purpose of whicldigriminatory from another where
that is not the case but which has such effectswvitmplemented. It explains that the
IMESI should be applied on Paraguayan cigaretteshen same manner as it is
implemented in the case of Uruguayan cigarettessthat the Tribunal is not the proper

body to determine how this obligation should bdized.

The challenge to Brazil filed by Argentina coverl/eral measures which are
incentives to the export and production of porkt Bith regard to taxes, it focused,
according to Argentina, on the fact that the BiamilGovernment returned to the
exporter amounts equal to the value of the PIS/GSFlcontributions on input
purchases to produce goods for export, a reimbwsemwhich is made through a
“presumed IPI credit” equivalent to 5.27% of thestc@f the inputs used in the
production chain, which is higher than the amouwaiti for social contributions (a credit
greater than the debit). Moreover, Argentina akedleat, according to multilateral
provisions, it is not possible to reimburse theseigs because they are social
contributions, and were not included Esther ambegeixceptions foreseen in Article 12
of Decision 10/94. According to Nofal calculatiof2900), the fiscal incentive involved
a difference in favour of Brazil ranging from 2.3%d 2.7% of the export price.

The response given by Brazil consisted in denyimg éxistence of such a
subsidy, arguing that the PIS and COFINS contrimgi were indirect taxes, and
therefore contemplated by WTO and MERCOSUR. It atggied that the presumed
credit operation was made by means of a recorebit/dredit, and consequently it was
not possible to grant a reimbursement higher thaenpayment actually made. Due to
reasons of form, the Argentine claim linked to tfaig was left out of the subject of the
proceedings (it was not formally introduced in tingial claim), and therefore the

Tribunal did not rule on this matter in particular.

Last year, Argentina invoked a dispute concerningprasumed lack of
compatibility in the wool industrialization regingranted by Uruguay pursuant to the
MERCOSUR rules which governs the implementation arsg of incentives in
intrazone trade. This system had set a 22% bonulseoROB value of exports of wool

knitwear in the form of pieces or garments, bus thércentage was phased down since
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1988, and for several years has stood at 9%. Tinedde la Republica Oriental del
Uruguay issues a certificate to the companies @mgothis benefit, and the holders or
endorsees thereof may use them to pay taxes. Aogom the Uruguayan position, this
bonus is not accumulative with indirect tax reingmment for exports because of
budget constraints. Since the CMG did not reaclrsensus on this, its intervention

ended.
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ANNEX 2.V

MACROECONOMIC COORDINATION IN

MERCOSUR
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2.V.1. Growth of trade, macroeconomic liberalizatim and coordination in
MERCOSUR.

For most of the 1990s MERCOSUR made remarkablerpssgowards the elimination
of tariffs. As a result, since 1999 all productsngdiant with the rules of origin (except
motor vehicles and sugar) have been traded at & J@@ference margin over most
favoured nation tariff rates. Preferential tariffrénation, facilitated by a context of
unilateral trade opening, also led to a significaetease in intra-regional trade flows.
In effect, between 1991 and 1998 intra-regional oetep experienced a four-fold
increase, growing more than six times faster tlaassto the rest of the world. Tariff
elimination and rapid intra-regional trade growtlttcurred in the absence of
macroeconomic policy co-ordination and very limiggolicy convergence. On the one
hand, while the Convertibility Plan brought Argewiinflation to a halt in 1991, Brazil
struggled for years to reach single-digit rateprifes’ increase. On the other, exchange
rate policies differed radically for most of the90%. Only between 1994 and 1998,
when the Brazilian government adopted tR&no Real exchange rate policies
experiencedle factoconvergence. Abundant liquidity in internationialahcial markets
further helped to sustain preferential trade libeaéion and rapid intra-regional trade

growth in a context of divergent macroeconomicge$ and performances.

Although Article 1 of the Treaty of Asuncion estahkd the coordination of
macroeconomic and sector policies, it set no pnoeedor mechanisms to that end.
Therefore, trade liberalization (implemented acowdto the procedures set by the
Trade Liberalization Program) took place in a cehi@ which each member state
continued pursuing its own independent macroecoaarijectives. During this whole
period cooperation, and even the exchange of irdton, were very limited. When
there were periods of macroeconomic convergenesgetoccurrede factoand due to

reasons independent from inter-governmental cotipara

This approach was compatible with liberalizatiowl &igher intra-regional trade
while there existed favorable conditions, be it doghede factoconvergence of the
macroeconomic policies (as between 1994 and 189@)e to a favorable international
environment (as during the period between 1991188, in which external financing

was readily available). However, the external emvinent faced by MERCOSUR
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changed remarkably in the late 1990s following Hast Asian crisis. External finance
became less readily available, Argentina plungéal anfour years depression and Brazil
devalued the domestic currency in January 1999 r&igt was a significant increase in
macroeconomic instability and a restoration of gigant policy (particularly exchange
rate) divergences. Intra regional trade flows gefleas a result. Between 1998 and
2000 intra-MERCOSUR exports fell by 13%, while exMERCOSUR exports
expanded by 10%. Simultaneously, restrictions orrairegional commerce
mushroomed, the implementation of a common extepwicy faced increasing

obstacles, and the process of intra-regional natoti entered a phase of stagnation.

Pari passu with a worsening macroeconomic environment theudsof
macroeconomic coordination gained heightened ralsvén the public policy agenda.
The Acta de Ushuaia of 1998 established that ierotal continue advancing towards a
customs union it was necessary to set a framevarrtak and investment discipline, to
work towards economic harmonization and to moveatolw a single MERCOSUR
currency. This statement was the outcome of an pew&d proposal made by the
Argentinean government that involved studying thesgibilities of establishing a
common currency. Actually, the Argentinean initiatiwas directed more at promoting
the extension to the region of the currency boagime in force in that country since
the beginning of the 90’s, rather than at settifig ao macroeconomic coordination
process (and eventually monetary unification) pnéeg some degree of flexibility in
monetary policy. According to the unofficial view thhe Argentinean government, that

process should end in the formal “dollarizationMERCOSUR economies.

In spite of the Acta de Ushuaia, the idea of agircurrency” was skeptically
received by the Brazilian government, which did loatk with friendly eyes at the loss
of flexibility implicit in the adoption of Argentia's exchange rate regime. For the
Brazilian authorities the target of a common cutkewas seen as meaningful as a long
term initiative and in the context of a monetaryg &xchange rate regime more flexible
than of the currency board in force in ArgentinAeTimplicit “dollarization” proposal
was even more bluntly rejected in Brazil. Similadge prevailing professional view
was that the initiative of a common currency wasdarly, and even eccentric, in view
of the limited progress made in the coordinationotifer key policies, including the

common external tariff and exchange rate policy.
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In 2000, during the XIX meeting of the Common Mar&suncil, MERCOSUR
member countries agreed on a set of indicative mmederm targets for a number of
selected indicators (the inflation rate, the pubkkctor deficit/GDP ratio and the public
sector debt/GDP ratio). This was a rather ineff@iccompromise, as targets merely
indicative with no enforcement mechanism put incplaThe rationale behind this
approach was in a context of divergent exchangeregfimes, the best that governments
could aspire to was a convergence of nominal vergalEventually, this would lay the
basis for more substantive macroeconomic co-ordinafThe Argentine crisis of late
2001 played havoc both with the targets and theaggh. Although the collapse of the
currency board in Argentina has removed one obiggest obstacles to regional policy
co-ordination (the disparate exchange rate regthmegtsprevailed in MERCOSUR’s two
largest partners), the ensuing Argentine crisisehgmnentially raised the potential for

regional macroeconomic instability.

The macroeconomic turmoil that has prevailed inréggon since the East Asian
crisis suggests that deepening economic integratilrdemand more explicit efforts
aimed at promoting policy convergence (particularlythe realm of exchange rate
policy). Enhanced macroeconomic co-ordination seawotsonly a pre-requisite for
deepening economic integration, but also to maintiaé existing levels of integration.
In effect, a worsening macroeconomic environmertt aynchronic economic cycles
have led to a significant increase in non-tariffasieres and othexd hocpolicies (such
as export voluntary restraint agreements) aimedreaiucing market disruption.

Altogether, they have severely impaired intra-raglamarket access conditions.

Despite this evident need, the prospects for maoro@mic co-ordination in
MERCOSUR are not promising. Economic interdependeisc still low, volatility
potentially high and there is no prospective regideader capable to provide the public
goods required for macroeconomic convergence. Irditiad, MERCOSUR’s
institutional arrangements seem poorly suited toyte and ensure common policies
(not only at the macro-economic level, but alsdhat level of trade). The difficulties
that MERCOSUR has faced to enforce a common extéarn#f (CET) are suggestive

of such difficulties.
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2.V.2 Structural conditions for macroeconomic coorghation

Despite the significant increase of intra-regiomatie flows during the 1990s, regional
economic interdependence is still low. Aggregatmaled interdependence (defined as
the contribution of regional exports to regional B0s nearly 2%, significantly below

the level reached by the European Union in theyeddd¥0s (9%). This is the result of a
relatively low share of intra-regional trade inatloforeign trade (see below) and more
closed economies (as measured by the foreign traddficient) in the case of

MERCOSUR (patrticularly its two largest members)effect, although it has increased
remarkably in the 1990s (from 11.1% in 1991 to 20 2000), the aggregate “trade
encapsulation index” (measuring the share of egptortthe region in total exports) is

still modest.

In addition, aggregate demand interdependence iIRGESUR is very asymmetric.
Whereas this indicator in the case of Germany bamined close to the EU’s average
in the last few decades, in the case of MERCOSURIittdicator shows a significant
disparity between the largest economy (Brazil) tedrest (which are both more open
economies and have their trade flows more condexlria the region). In effect, the
share of intra-regional trade on total foreign ¢raliffers widely across countries: while
in 2000 exports to MERCOSUR accounted for 63.5%0otafl Paraguay exports, 44.5%
of Uruguay and 31.8% of Argentina, it contributedhaonly 15.4% of total Brazilian
exports. These structural features mean that toentives to co-ordinate diverge

significantly across members.
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TABLE 1
MERCOSUR: economic interdependence, 1991/2001

1991 1992 (1993 |1994 |1995 1996 1997 1998 1999 | 2000 2001
Exports to MERCOSUR as
% of total exports:
Argentina 16.5 19.0 [28.1 |30.3 [32.3 33.3 36.2 35.6 30.3 |31.8 28.2
Brazil 8.0 125 |154 |15.0 |14.6 16.8 18.8 19.1 155 |154 10.9
Paraguay 35.1 374 |39.6 |52.0 |57.1 63.6 51.3 524 414 |635 n/a
Uruguay 35.5 33.6 |435 |47.0 (471 48.1 49.7 55.4 45.0 |445 n/a
MERCOSUR 111 143 [18.6 |20.0 |20.5 22.7 24.7 25.0 204 209 n/a
Exports to MERCOSUR as
% of the GDP:
Argentina 1.04 1.02 [1.56 |1.92 |2.78 3.08 3.45 3.27 251 (294 n/a
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Brazil
Paraguay

Uruguay

MERCOSUR

0.57
4.14
5.56

0.83

1.05
3.82
4.59

1.13

1.22
4.17
5.06

1.44

1.08
5.43
5.53

1.47

0.87
5.88
5.50

1.48

0.94
6.91
6.03

1.61

1.12
6.13
6.86

1.85

1.14
6.21
7.60

1.86

1.28
3.97
5.01

1.80

1.32
7.16
5.14

1.97

n/a
n/a

n/a

n/a

Source: Own calculations based on official inforimmat
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TABLE 2

MERCOSUR: total and intra-regional exports, 1991-201

US$million

To

MERCOSUR

Argentina 1.978 2.32 3.684 4.804 6.77( 7.91¢ 9.55¢ 9.414 7.06¢4 8.39 7.511
Brazil 2.309 4.09 5.39% 5.92 6.154 7.304% 9.04 8.878 6.77¢ 7.73] 6.36
Paraguay 259 244 28] 425 52§ 661 58¢ 53] 301 553 n/a
Uruguay 558 544 69¢ 894 997 1.15] 1.35f% 1.53] 1.00 1.021n/a
MERCOSUR [5.104 7.21410.065 (12.049 (14444 |17.037 [20.542 [20.356 [15.157 [17.697 n/a
Totals

Argentina
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11.975 12.235 13.118 15.839 20.963 23.760 43b6. |26.441 23.333 26.409 26.655
Brazil 31.622 35976 38.597 |43.558 |46.506 |47.747 [52.986 [51.140 48.011 55.085 [58.222
Paraguay 737 65] 724 811 924 1.04 1.147 1.014 74] 871n/a
Uruguay 1.574 1.62( 1.607 14 2.10¢ 2.39] 2.72¢ 2.76¢ 2.23] 2.29% n/a
MERCOSUR 45.908 [50.488 |54.047 [60.228 [70.500 [74.947 |83.285 [81.364 [74.322 |84.660 n/a
Source: CEI
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Apart from trade flows, investment interdependerisealso modest. All
MERCOSUR member states are capital-importing caemtrwith very limited
integration of regional financial markets. Duritng tFDI boom of the 1990s all member
countries have been net recipients, mainly from rést of the world. According to
official estimates, only 2% of total inward FDI fis during the 1990s had their origin
in the region (mainly Argentina and Brazil). Agathe share is significantly higher for
Paraguay and Uruguay. Similarly, the initiative éstablish a customs union in
MERCOSUR has had a limited stimulus on FDI inflowghere the effect has been
most remarkable is in the motor vehicles industrigere an administered trade regime
has led to a regional division of labour betweegehtina and Brazil.

Financial markets integration is also modest. Exaephe case of Uruguay and
Argentina, where the former has been acting foglas an off-shore banking center,
portfolio flows are limited. Moreover, even in tlwase of Uruguay, locabff-shore
banks have played the role of a transit facilithhea than a final location for portfolio
investment. The product diversification and theneroies of scale of othexff-shore
banking centers limit the ability of Uruguay to leéib from portfolio inflows from
abroad. Cross investment in public sector bonds eandty has also remained very
limited. However, “contagion effects” have beenffam negligible. As far as investors
have a “regional” perception, strengthened by MEROCR, events in one of the largest
countries tend to influence perceptions on the. rAsta matter of fact, during the
Brazilian crisis of 1999 and the Argentine finahcaiallapse of late 2001, the local
authorities have made great efforts to try to disegle national economies from
negative events in one of MERCOSUR member stateieeld, the Brazilians seem to

have succeeded in doing so during the heightseoftigentine crisis.

Finally, labour market integration remains veryited. Although the Treaty of
Asuncion established in Article 1 the free circidat of productive factors, this
commitment lacked operative content. At presentettere no special plans for labor
movement within the region and domestic labor miarlege still strongly segmented.
The large gap in real labour costs and the sizablgnmetries in the structure of
domestic labour markets (e.g., the incidence ofrmfl employment) suggest that

deeper labour market integration will take a longetto come. There are also important
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differences in per capita income levels among MEBOR countries (measured as the
ratio between the income of the richest and poaresntry in the region). Thus, while
in the case of the European Union the differencepén capita incomes between
Germany and Portugal is two and a half, in MERCOSIUR difference between
Argentina and Paraguay (measured in PPC exchates & four and a half times.

2.V.3 Empirical evidence regarding macroeconomic terdependence in
MERCOSUR

The empirical evidence on the depth of economierde@pendence in MERCOSUR and
its recent changes confirms what could be expeétech the structural features
reviewed in the previous section. Carrera, Levyategnd Sturzenegger (2000) found
that until the second half of the nineties Argeatand Brazil showed cyclic patterns
which were much shorter and more volatile than éhosdeveloped countries. They
also found that cycles in Argentina were longerntiihose in Brazil, that cyclic

diversion was larger in the 80’s than in the 9@isg that while prior to the stabilization
of the early 1990s cycles were not synchronizetkr adtabilization they increased
remarkably their synchrony. Such convergence irclssony occurred in the context of

convergent growth trends.

- {Supprimé re

Although aggregate trade interdependence has beegmdgional tradflows haver
been very sensitive to domestic macroeconomic t¢iondi As a result, macroeconomic
impulses transmitted through trade flows have tsgnificant in the case of Argentina
and not negligible in that of Brazil. For MERCOSWRaller economies, Paraguay and
Uruguay, they have been far more relevant. Regionatroeconomic spillovers,
consequently, have mattered. One consistent featurest econometric studies is the
asymmetry in the effects on trade flows of condisigprevailing in the exporting and
importing country: regularly, the latter (aggregdemand and real exchange rate) are
far more significant than the former. This findimgs confirmed by the behavior of
bilateral trade flows after the devaluation of Real in January 1999: although exports
from Argentina to Brazil decreased, exports fronadirto Argentina decreased even
more. Consequently, by the end of 2001 Argentiilhestjoyed a trade surplus with

Brazil (although trade values were much lower thafore the crisis).
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Graph 1
Country-risk premiums (Argentina and Brazil), 1994-2001

EMBI Spread Argentina and Brazil 1994-2001 (monthly average)
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Another outstanding feature in Argentine/Braziliaitateral trade flows is the elastic
response of trade flows, particularly to changesadtivity level in the importing
country. According to estimates by Heymann and Nesvé1998), the aggregate effect
(considering the lags) of a 1% increase in Brazi#al GDP is a 2.5% expansion in
Argentine exports that country. The (“long termiagicity of exports from Argentina
to changes in the real exchange rate of the Baaziturrency is about 0.9%. These
estimates show that changes in activity levelimporting country is a much more
important determinant of exports than changes énrdal exchange rate. This carries
important implications regarding the convenience pfeventing wide output
fluctuations as the criteria to adopt an exchaegéane.

Regarding financial indexes, Graph 1 which shovesgpread for the EMBI in
Argentina and Brazil during the 1994-2001 periothvdes some interesting data. The
graph shows that until 1998 there was a strongetadion in the performance of both
indexes, suggesting that shocks are usually extéonboth countries. Such result is

consistent with the structural datum that intraigegl capital flows are not
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guantitatively significant as compared to those iognrom outside the region. In view
of the strong correlation between national riske,can understand why diversification

of portfolios based on regional financial assetsligen very limited.

2.V.4 Macroeconomic spillovers during the nineties

The increase in economic interdependence in MERCO®84&E raised the relevance of
spill-over effects, especially from the large ecmies to the smaller ones, but also from
Brazil to Argentina and viceversa. Even if interdegence is still modest and the
incentives to coordinate relatively low, there isitg enough evidence that negative
spill-over effects create very strong tensionseigional integration. These tensions not
only hinder its development, but threaten to rewetise level of market access

conditions already reached.

During the 90’s, regional macroeconomic spilloversre dealt with using a
combination of “good luck” andd hocpolicies. The first significant spill-over occurred
at the beginning of the decade, when aggregate ritmerovered fast and the peso
experienced a real appreciation in Argentina. Témilt was larger Argentinean trade
deficits, both bilateral and global, which stimektad hoc measures (such as the
increase in export tax rebates and higher tariffclsarges), and managed trade
initiatives (such as the Brazilian official decisito stimulate the purchasing of wheat
and oil in Argentina. It must be pointed out thiag tonflictiveness of the period was
very much reduced by the fact that there was amira@ailability of foreign finance,

thus reducing the pressure to finance current adaeficits.

The second episode took place in the mid-1990snhwthe strong economic
recovery which followed the implementation of tharPReal in Brazil (together with
the real appreciation of its currency) benefitedyekitina with an export boom that
helped it to overcome the “tequila crisis”. As auk, in 1995 and 1996 exports from
Argentina to Brazil grew 49% and 21% respectivebtes which doubled those of
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exports to the world. Uruguay also benefited frome tapid growth in aggregate
demand in Brazil and from the real appreciation itsf currency. Although size
asymmetries mean that the effects of regional ctibope on the Brazilian economy
were more moderate, the worsening aggregate traldade led that country to enforce

trade protection measures, frequently extendedtsfdERCOSUR partners.

The most recent and politically troublesome exammgE a regional
macroeconomic spill-over was the exchange crisisthaf late nineties. Although
Argentina had entered into a recession in 1998 afteries of negative external shocks
(such as the crisis in East Asia, the nominal apatien of the dollar, falling terms of
trade, and international credit rationing), the IReaevaluation in January 1999
severely worsened the external environment (Brazbs Argentina’s major trading
partner). The combined effects of a strong redacimodomestic aggregate demand in
Argentina and relative price changes placed pressmr import-competing sectors.
Once again, the outcome was a proliferatioradfhoctrade measures (such as the
application of antidumping duties and the impositiof new non-tariff barriers or
voluntary export restriction agreements). The mmsithat followed this conflictive
period even questioned the feasibility and deditgbof implementing a common
external tariff and a customs union. In March 20%gentina unilaterally increased
tariffs on consumer goods up to its bound levehanWorld Trade Organization (35%),
and reduced tariffs on capital goods to zero (belmvagreed common external tariff).
After the peso’s devaluation in January 2002 Armentreestablished the common
external tariff, once again proving how volatiledasubordinated tariff policies have

been to the comings and goings of the macroeconomy.

2.V.5 Stimuli for convergence

Growing spillovers create incentives for macro-emoit co-operation. As real and

monetary shocks can more easily be transmitted foom country to the next, the

potential benefits of enhanced co-operation tendth¢oease. Closer co-operation can
reduce the vulnerability to foreign trade shocksjtlopportunistic behaviour, facilitate
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information sharing over possible and/or desireatest of the world and reduce the
microeconomic efficiency costs of large exchangee rachanges. However,
MERCOSUR has made very modest progress in this. ripdidrmation sharing and
mutual knowledge has advanced very poorly, as ten&my Ministers and Central
Banks™ presidents meetings have been at best ao-pppbrtunity. Efforts to
differentiate one country from the next at bad snh@ve also conspired against closer
co-ordination. As mentioned before, only in 2000 RAEDSUR member countries
agreed on a set of indicative medium-term targetsafnumber of selected indicators
(the inflation rate, the public sector deficit/GD#tio and the public sector debt/GDP
ratio). The Argentine crisis of late 2001 played/d@a both with the targets and the
approach.

The limited progress in macroeconomic co-ordinaiioMERCOSUR can be
explained by the severe obstacles faced by subatarg-operation and the asymmetric
incentives faced by each member state. As explaiefdre, the relatively low and
asymmetric level of interdependence affects diffdyethe distribution of costs and
benefits across partners, limiting the incentivesd-ordinate faced by larger members
(e.g., Brazil). Moreover, even if the smaller parsiwere ready to converge towards
Brazil’s macroeconomic preferences or performaatiger than to co-ordinate, the fact
is that Brazil has scarcely been an attractive Ifqeaint. The macroeconomic
performance of the Brazilian economy in the 1998s Iheen volatile (although less so
than in the 1980s) and the policy approach hasedadonsiderably. In terms of
exchange rate policy, for example, Brazil shifteehf a crawling-peg in the early 1990s
to a fixed nominal exchange rate in the 1994/98opefthe Plano Regl and to a
floating rate thereafter. This volatile policy gati has reduced its ability to act as a
focal point and it has reduced the attractivenédseing a follower. Moreover, Brazil
has also shown very limited inclinations to act asregional” benign leader, as
suggested in the self-interested policy stance ftiilwed the devaluation of the Real

in January 1999.
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2.V.6 A gradualist approach to macroeconomic coordiation

Macroeconomic co-operation generally makes headwaygradual manner. At a first
stage partners exchange views and information, rtbdiscing uncertainty over others’
actions and raising mutual knowledge and undergigndn a second stage, the
prospective partners may engage in mutual conguitaind discussions. At this stage,
they made be ready to co-ordinate a response teiged common threats (“dilemmas
of common aversion”). Eventually, common policytinsnents or explicit targets may

be agreed. This represents the deepest form ofo@@mmomic co-ordination.

Macroeconomic co-ordination may increase in MERCBS4&1 best at a very
slow pace. Low and asymmetric interdependence, #&tileo macroeconomic
environment, divergent policy preferences and wieakitutions suggest that progress
will be moderate. However, if economic integratisnto deepen or even maintain its
current intensity,de factoor de jure coordination will be needed. Macroeconomic
spillovers have increased considerably the useooftariff barriers and othead hoc
trade policy measures to compensate for shocks laner tariff rates. Since
MERCOSUR has no effective mechanism to deal witlB8|{Tthe consequence has been

an increase in market fragmentation.

The discussion over monetary union put forward bngehtina’s president
Carlos Menem in 1998 seems premature. On the am MERCOSUR does not seem
to fit to the pre-requisites of an optimum currermega. Trade interdependence is still
low and factor market integration is very limitethe limited prospective benefits,
however, could be more than compensated by crégibibnsiderations (as it was the
case with monetary unification in the euro zoneywiver, the supplier of enhanced
credibility is simply not there. Paraguay is the RIEEOSUR member country with the
more stable macroeconomy, but hardly an anchorcfmvergence. The likeliest
candidate, e.g.. Brazil, is hardly an example ofcmaconomic stability and
institutional strength. The pre-conditions, consely, are simply not there.
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The abandonment of the currency board by Argentinkanuary 2002 removed
one of the major obstacles to enhanced macroecaenomordination. However, by
raising the potential for macroeconomic instability the region, it has made co-
ordination more difficult to attain than before.|Adaid, economic integration in
MERCOSUR is most likely to advance at the pacébgdiroader economic integration
processes (such as the FTAA) a@e factoconvergence, facilitated by a favourable
external environment. The prospects are not goaahinof the two accounts. On the
one hand, the FTAA process seems to be in a stider@m the other, the external
environment does not look promising for the regiddonsequently, economic
integration in the region and macroeconomic cor@tion will advance at best at a
slow pace. Governments should focus on giving curtie the basic steps (increasing
information sharing and analysis) and building dkdinstitutions to promote regional
co-operation. This may seem modest steps, but dheymore likely to contribute to
regional co-operation more substantially that eitthe status quoor innovative —but

non-implementable- ideas.
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ANNEX 2.VI

SECONDARY NORMS THAT APPROVE
AGREEMENTS EXPANDING THE TREATY OF

ASUNCION
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Decisions:

1/91 Brasilia Protocol on Dispute Resolution

5/92 Protocol on Civil, Commercial and AdministvatiJurisdictional Assistance and

Cooperation.

5/93 Recife Agreement on “Integrated Border Costrol

11/93 Colonia Protocol. Promotion and Protectiombf-regional investment.

1/94 Buenos Aires Protocol on the Internationaisdliction of Contracts.

2/94 Agreement on the Transportation of Dangeroatehhls.

4/94 Education Protocol. Official recognition ofsfi and mid-level (non-technical)

degrees.

11/94 Protocol on Investment Protection and Pramndtihird parties).
15/94 Multimodal transportation

25/94 Customs code.

27/94 Cautionary measures

4/95 Protocol. Education. Official recognition afgt-graduate degrees.

7/95 Protocol. Education. Certification and officiacognition of mid-level technica

degrees.
8/95 Protocol. Intellectual Property. Harmonization

1/96 San Luis Protocol. Civil liabilities. Publi@nsit.

2/96 Protocol. Judiciary Assistance.

8/96 Protocol. Education. Post-graduate education.

9/96 Protocol. Education. Human resource formadiotihe post-graduate level.
10/96 Santa Maria Protocol. International jurisditton consumer issues
11/96 Protocol. Cultural integration.

18/96 Protocol. Competition defense.

2/97 Annex. Protocol on Competition defense.

3/97 Protocol. Education. Official recognition okgiees to undertake acade
activities in member states.

5/97 Complementary Agreement to the Protocol onilCi€ommercial anc

Administrative Jurisdictional Assistance and Coagien
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9/97 Complementary Agreement to the Protocol ontiGaary Measures.
13/97 Montevideo Protocol. Trade in Services.

19/97 Social Security Multilateral Agreement.

23/97 Agreement. Funding for Statistical Cooperatiamong the EEC an
MERCOSUR.
26/97 Annex. Education Protocol. Official recogmitiof degrees to undertake acade

activities in member states.

3/98 Agreement. Commercial Arbitration in MERCOSUR.

9/98 Montevideo Protocol. Trade in services. Anngtk specific commitments.
11/98 Corrections on Decisions 3/97 and 26/97.

12/98 Montevideo Protocol. Trade in services.

14/98 Agreement. Extradition.

16/98 Protocol. Industrial designs. Harmonizatibnarms.

1/99 Asuncién Agreement. Cooperation and proteatfamew vegetal varieties.
4/99 Agreement. Education. Admission of graduatgreles to undertake academi
activities.

9/99 Agreement on access conditions for insurainges f

16/99 Asuncion Agreement. Motor vehicles and bdRestitution for illegal transfers.

4/00 Agreement. Recife. Modifications. 5/00 Additxb Protocol to the Recif
Agreement.
48/00 Agreement. Visa waiver.

49/00 Agreement. Free legal assistance and castifigation among member states.

2/01 Agreement. Environment.

3/02 Agreement on a Project to assist SMBs towandgronmental friendly productiq
practices

7/02 Amendment to the Protocol on CivilLb, Commerciahd Administrative
Jurisdictional Assistance and Cooperation

11/02 Agreement on jurisdiction concerning transgtn contracts.
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Resolutions:

6/95 Agreement. TV. Allocation and use of stations.

30/98 Mobile Maritime Service. VHF airwave.

Directives:

453




ANNEX 2.VII

MERCOSUR'S INSTITUTIONAL AND DISPUTE

SETTLEMENT SYSTEM
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MERCOSUR’S INSTITUTIONAL AND DISPUTE SETTLEMENT SYS TEM

1. Decision-making bodies in MERCOSUR: an evaluatio of their

performance

The institutional model originally adopted by MERSOR granted a high degree of
control over decision-making and implementationoamé&tional governments, ensuring
both gradualism and flexibility. This approach pedvinitially very effective, at a time
when economic interdependence was low and poliioaimitment was at its highest
point. However, in recent times this model beganstiow evidence of decreasing
returns. Thus, in the second half of the 1990s MEBRUR's institutional weaknesses
multiplied pari passuto the increasing complexity of the integrationqass. Certainly,
MERCOSUR’s performance cannot be explained by itstitutional bodies and
attributes. Rather, it has been the result of deepsed factors that have also
influenced the nature of institutions and procedurkndeed, the procedures and
regulations currently in force in MERCOSUR have vaw inadequate even for a
shallow integration process. They are even mordeigaate if thegoal is to set up a

customs union and, eventually, a common market.

The Common Market Council

The Common Market Council (from Spanish, CMC) i® thighest political and
decision-making body. Its main role is to implemahe Common Market. The
members of CMC are the Ministers of Economy anceigor Affairs. The goal of the
explicit and active participation of the Ministeo§ Economy was to ensure that the
integration process would be more than just a nagpomatic exercise, effectively
engaging economic authorities in decision-makindgie Tmeetings of CMC are
coordinated by the Ministers of Foreign Affairs,tlmiher ministers or minister-rank
officials can be invited to participate. CMC ha® thuthority to create, modify or
eliminate bodies and to create new rules and unitits, as it deems necessary. The
CMC is also in charge of negotiating and signingeagents with third countries,
groups of countries and international organizatioms behalf of MERCOSUR, an

attribute that can be expressly delegated uporGi€. CMC meets once every six
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months and its activities are coordinated by atirmjgpresidency shared by the Member
States (Pro Tempore Presidency). The heads of atagart in CMC meetings at least

once a year.

Out of practice, CMC meetings have been semi-anamdlalways followed by

presidential summits. They were originally concdias the key decision-making event.
P {Supprimé : Given the fact thi ]

effectiveness of each meeting was critically depanan the quality and the extension
of preparatory work. They, in turn, were influendsdthe different priority assigned by
each national administration to the establishméatr@gional regime, the initiative and
the resources of the Member State exercising tbetggnpore presidency and, even
more important, the nature of the issues underud@on. In the first decade of
MERCOSUR's history the effectiveness of CMC meetingas also influenced by
national economic conditions, to the extent tha&tytieither promoted or reduced the

interest of top political actors vis-a-vis the aw@n of the integration process.

Since 1991, CMC passed an average of 23.5 decisioresr, with a peaks of
seventy in 2000 (when the “re-launching” agenda agreed) and twenty-nine in 1994
(many of them relating to the implementation of tustoms union after the end of the
“transition period”) (Table 1). Three main concluss arise from an analysis of CMC'’s
performance. First, during the firétw years trade and institutional issues were the
focus of most decisions. In contrast, during theosd half of the 1990s these issues

faded giving way to topics related to justice, ordt education and security.

The second conclusion points out at a significagtdase in the number of
Decisions passed in the second half of the nin¢diesannual average of twenty-nine),
as compared to the “transition period” (seven desgsper year). This was particularly
the case in the year 2000, when seventy decisiens passed, most of which dealt with
issues related to the “re-launching” of MERCOSURgeéntina’s critical economic
conditions in 2001 and a deteriorating politicahnate in the two major partners of
MERCOSUR led to a dramatic reduction in the nundfatecisions during passed that

year.
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The third conclusion is that, whereas initially CM@duced detailed working
instructions and set forth precise guidelines tdl¢he activities of its subordinate
bodies (such as the “Las Lefias Schedule” in 1992yl @RCOSUR Program 2000” in
December 1995), since the mid-1990s no detaileddinstructions” were produced to
guide the work of the lower ranks. The “Re-Launghigenda”, agreed in June 2000,
is an exception to this, as it instructs subordinabdies to identify and enforce the
decisions that need to be carried out in ordetrengthen the customs union, setting a
time frame for it. However, in a context of appdremakness in the decision-making
and implementing process, the “Re-Launching Agengl@ved to be more a list of

pending matters than an effective mechanism taestblem.

As time went by, the effectiveness of CMC’s meetidgcreased evidently. An
increasing difficulty to settle disputes at lowectsion-making levels (due to the nature
of these controversies) led to an overloaded aganbegher ranks. Additionally, since
the mid-90s presidential summits, which had started as imporsgnaling events,
began to lose credibility as deadlines failed tortet and as Member States had to deal
with an increasing number of disagreements. Regutarvention by the heads of State
to solve commercial and political disputes (sommeghthat came to be known as
“presidential diplomacy”) was used in critical mame& to unlock negotiations, limit
conflict or reduce tensions. However, this ledriceacessive exposure of the presidents
and a loss of credibility, as many of these intetis suffered from poor follow-up.
Indeed, the “presidential diplomacy” was not a toséd by MERCOSUR as a whole,
but rather a bilateral method put into practiceeasally by its two major partners

(Argentina and Brazil), eventually subject to riaéition by the rest of the members.
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TABLE 1

Common Market Council:
Decisions adopted between 1991 and 2001

1991 |1992|1993|1994| 1995/ 1996|1997|1998| 1999| 2000/ 2001/ Total

NUMBER OF|16 11 |13 |29 |9 18 |26 |23 |27 |70 |16 |258
DECISIONS:
PERCENTAGE:
Trade policies 18.8 (18.2(30.8(62.1|0.0 |27.8|/30.8(13.0(3.7 |22.9(31.3|25.2
Culture, Justice|0.0 27.3|0.0 [10.3|22.2|38.9|23.1|43.5|37.0|28.6(31.3|25.6
Education & Security
Institutional affairs 81.3 |27.3|30.8|6.9 |33.3|16.7(3.9 |26.1(11.1|22.9|12.5|21.7
Other issues 0.0 9.1 |23.1(20.7|0.0 |0.0 |15.4|4.4 |14.8|10.0({0.0 |10.1
External negotiations [0.0 9.1 |00 |00 |11.1|211.1(23.1|0.0 |25.9/10.0|6.3 |9.7
“Deepening” 0.0 0.0 |0.0 [0.0 |33.3|0.0 |39 |8.7 |3.7 |43 |18.8|5.0
Technical standards |0.0 9.1 |154|0.0 |00 |56 |0.0 |44 |3.7 |14 |0.0 |2.7

Total 100 |100 100 {100 |100 {100 |100 {100 |100 |{100 |100 {100

Source: Author’s calculations based on CMC decision
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The Common Market Group

The Common Market Group (from Spanish, GMC "Gruperé&ado Comun") is made
up of four officials (and four deputies) from theirlistries of Foreign Affairs and
Economy, and the Central Bank from each membemwiffis the CMC, representatives
from other institutions may be invited to partidgpaGMC is an executive body entitled
to bring forward initiatives. Its duties are to ilement CMC decisions, develop and
oversee the technical work required to foster irgggn, to issue resolutions in its areas
of competence, and to make recommendations to thkC.CThe GMC is also
responsible for undertaking international tradeatiagjons following CMC guidelines.

It also takes part in the dispute settlement mashamnd the complaints procedures
(see section 1.3). In order to develop technicakwthe Asuncion Treaty established
ten Work Subgroups (from Spanish, SGT) under GM@estision. As time passed,
SGTs underwent several modifications such as sspjores, mergers, creation of new
groups, and other changes. Other technical andtinégo fora were created under its
oversight, such as specialized meetirags hocgroups, committees, and commissions,

thus forming a complex network of auxiliary bodies.

The effectiveness of GMC to develop technical niegions, lay the ground for
CMC substantive meetings, and implement GMC regwist also changed as time
passed by. SGTs were originally created to dedl vautine technical issues necessary
to meet the goals and deadlines established bwrbldcally superior bodies. SGTs
were also conceived as institutional vehicles tlive national bureaucracies in the
implementing process, engaging negotiations anlanieal work as firmly as possible
in national agencies competent for each sectoceSMERCOSUR lacked an effective
procedure to automatically implement decisions,aative commitment of national
officials with capacity to implement was deemedessary to ensure compliance. In
practice, SGTs became simultaneously technical megotiating fora (Zalduendo,
1998).

At the beginning, GMC and SGTs activities fostemmfjuaintance between
national officials and helped to motivate and a@edeamwork, encouraging

459



commitment and facilitating the consolidation ofgoBations in national competent
agencies. However, by the late 90s the effectivenes GMC had decreased
substantially, as an ever-increasing number ofeisdailed to be dealt with at higher
levels and disagreements pervaded lower technichhagotiating groups. Frequently,
disagreements at higher decision-making bodieslated into imprecise instructions or
goals. This was simply mirrored by technical grqupiso lacked the authority to bridge
the underlying differences. The result was a ciiétyiband effectiveness crisis.

Problems were aggravated because national offisi@iee often overburdened with
responsibilities: due to budget constraints andrlapeing responsibilities. The

effectiveness of SGTs was also negatively affediedause most negotiating for a
remained largely disconnected.

The difficulties encountered by GMC to reach cosssmat that decision-making
level and to set forth precise guidelines and gaalsnanage the activities of the
technical-negotiating forums (SGTs) were an impurtéactor to account for its
decreasing effectiveness. Thus, the informal tétled during the first years laid the
foundations for subsequent important GMC meetingsewgradually substituted by
formal plenary meetings (specially during the catiperiod in 1998/99) that simply
reproduced disagreeméfit. During such period, GMC “national sections” weret
even able to meet regularly, as they did beforadliys once a month). During the crisis
year 2001, GMC held seven sessions (never so béfame), but with very little results.
From a quantitative point of view, only 66 Decissowere adopted during that critical
year (the lowest number in the history of MERCOSBR;ept for 1991 and 1995). The
results were even poorer in terms of Decisions@&IC meeting, which fell to match

the lowest level ever recorded in 1995 (Table 2).

49 Pefia (1999).
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TABLE 2

Common Market Group:

Resolutions adopted between 1991 and 2001

1991|1992 1993|1994 | 1995 | 1996 | 1997 | 1998 | 1999 | 2000 | 2001
Resolutions
Adopted 12 |67 |93 131 |42 |156 |82 |78 |89 |95 |66
Ordinary
meetings 1 4 3 5 4 4 4 4 4 4 4
Extraordinary
meetings 1 2 1 1 3
Total number
of meetings 1 4 3 6 6 5 4 5 4 4 7
Resolutions
per meeting |12.0 |16.75/31.0 |21.83/7.0 |31.2 |20.5 |15.6 |22.3 |23.75/9.43

Source: Authors’ calculation based on the GMC Regmis.

GMC also encountered obstacles to undertake theuading agenda of MERCOSUR'’s

foreign trade negotiations. Indeed, after the sigrof the free trade agreements with

Chile and Bolivia very little progress was effeeliy recorded (Bouzas, 1999). The

Member State in charge of the Pro-Tempore Presjddras regularly taken the

representation of the group, but actual coordimatod arbitration among different

national positions has been limited to meetings tlake place just prior to the

negotiation sessions with third-parties. This wogkimethodology has hindered the
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identification of common interests and acceptabdeld-offs, as well as inhibited the
development of technical work required to servetles foundation for common
negotiating positions. This weakness is particylaslident in the negotiations with the
European Union and in the Free Trade Area of theeriaas (FTAA) process, where
MERCOSUR members face experienced and relativdlg soreaucracies. To partly

compensate this deficiency, a Technical Secretaiibbe created as of 2002.

MERCOSUR Trade Commission

The organs created by the Asuncion Treaty (CMC @MC) were complemented in
1994 with the creation of the Trade Commission nffr&panish, CCM), the Joint
Parliamentary Commission (from Spanish, CPC), ahd Social and Economic
Consultative Forum (from Spanish, FCES). Thesedsodiere established by the Ouro
Preto Protocol, which also broadened the dutieh®fAdministrative Secretariat and
redefined the role and the powers of the rest@filyans. Just like CMC and GMC, the
other bodies (except for the Administrative Secaiatawhich was assigned a small staff
and a modest budget) were collegiate organs thatdwoeet periodically. Among the
new bodies, only CCM was empowered to make dedsideeping the inter-
governmental characteristic of the decision-makiragess.

The decision-making capacity conferred to CCM cstesi in the issuing of
Directives. CCM is made up of four officials of eyeMember State (with their
corresponding deputy officials) who are in chardeinoplementing common trade
policies, managing all issues related to intragegl trade, running the new
consultation procedure, and taking part in the damts procedures. The Technical
Committees (from Spanish, CT) were also createldinvihe scope of CCM. These CTs
were in charge of conducting technical negotiatiopsoviding advice (without
decision-making powers) on the design and impleatamt of the common trade policy

instruments, as well as managing intra-regionaletraffairs.

The CCM was established to deal with the dailyiedfaf intra-regional trade as

well as with the implementation and monitoring ofranon trade policy instruments.
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Conceptually, CCM would be the institutionlalcus in which national foreign trade
officials would regularly meet and interact. Howevdespite the internal regulations
establishing that that CCM would hold ordinary s&ss at least once a month, this
never happened. CCM (as well as the Technical Cateesi under its scope) faced the
same problems as GMC and the STs. Particularlypadgth the Technical Committees
combined the tasks of developing technical negotiatand settling trade disputes, the
latter actually took up most of the energy. An evitlsign of this was the fact that, after
reaching a peak in 1995, the number of Directigesed by CCM rapidly declined.

The flexibility and the gradualist spirit of the stitutional design of
MERCOSUR were manifest, among other things, inrgamic structure that developed
through different stages and included modificatjamsnbinations, and the creation and
suppression of GMC and CCM auxiliary bodies. Suchnstitutional creation made it
necessary to periodically revise the consistencyhefresulting structure, which was
done twice (in 1995 and in 2000).
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TABLE 3

MERCOSUR Trade Commission:

Directives approved between 1994 and 2001

1994 1995 [1996 |1997 |1998 [1999 |2000 |2001

Approved

Directives 1 23 19 20 16 17 14 12
Ordinary

Meetings 1 8 7 7 8 5 7 5

Extraordinary

Meetings 1 1

Total number of
meetings 1 8 8 7 8 6 7 5

Directives pe
meeting 1 288 (2,38 (286 |2 283 |2 2,4

Source: Author’s calculations based on GMC dectsion

Consultative Bodies

As opposed to CCM, the two other bodies createdhieyOuro Preto Protocol (the

Economic and Social Consultative Forum —FCES- (frSpanish “Foro Consultivo

464



Econdmico y Social”) and the Joint Parliamentaryn@ussion- CPC (from Spanish:
“Comision Parlamentaria Conjunta”) were exclusivetnsultative and advisory. The
aim of the FCES was to represent non-governmentatsa Its maximum authority is a
plenary of delegates of the four “national sectiofitie Plenary shall meet twice a year
to elaborate and propose recommendations aimeaasioh-making bodies, These
recommendations can be put forward either at thES-Gwn initiative or as result of
consultations made by the GMC or other bodies ofREGDSUR. Each “national
section” is composed of nine business, workers @msumers representatives. The
Joint Parliamentary Commission is integrated byheigongress members of each
Member State, who are elected according to theepitoes established by each
legislature. Its duty is to analyze matters at temuest of the CMC, offer
recommendations to GMC and CMC, oversee and askefoorts to other decision-
making bodies of MERCOSUR and facilitate the legmbcedures required to

implement decisions.

P {Supprimé : star-out

organization. However, the fact that governanctetemainly in the hands of Executive
Powers meant that they remained significantly tealaThis limited the permeability of

the decision-making process to the influence of-governmental actors, and even to
other public agencies (such as Congress and pmwnd local governments). Indeed,
participation of the latter in negotiations wasnfiat rather than substantial. This is
illustrated by the fact that, until 1996, when theonomic and Social Consultative
Forum (FCES) began to operate, the only MERCOSU&y bincluding business and

union representatives (jointly with governmentgiresentatives) was SGT 11.

The establishment of a regional consulting body EEL in 1995 and its
effective operation as from 1996 did not closeghp. As a matter of fact, private sector
actors continued to perceive, accurately, thatais wore effective to influence results
by aiming at national authorities than by actingh&t regional level. The fact that there
was no budget to finance the operation of FCES alwmuspired against adequate
representation, as participation was made depermhantembers own funding. Indeed,
only those organizations capable of financing ainoous participation were prepared

to become active members. The FCES also had presldéfrmal representation, since
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the criterion to chose representatives was indeg@hdset by each “national section”.
The result was that with the exception of Uruguagn-union, non-business non-

governmental organizations (NGOs) are under-reptede

According to Nofal (1998), in practice, FCES hastbenore an ex post vehicle
to communicate decisions to the private secton Hrexanteinstrument to participate
in the decision-making process. In this senseettperience of FCES contrasts with
that of ALCA, in which the participation of the pate sectors is institutionalized in
workshops and fora previous to ministerial meetinghe scarcity or lack of
participation of non-governmental actors may bregyposition to the integration
process, not so much because of a fundamentalictobfit for reasons regarding
isolation and limited participation. Private segparticipation at decision-making stages
(defined by Mattli (1999) as the horizontal dimemsiof institutions) may be an

alternative to deal with issues such as techntealdsrds.

In any case, there have been wide differencesdrd#égree of participation of
different social actors in the organic and decisiaking structure of MERCOSUR. An
explanatory factor may be their position within thstitutional hierarchy. In this sense,
Von Bulow and Fonseca (2000) make a distinctionwbeh actors with organic
participation in the institutional framework and#e without it. A typical case of the
first group is the SGT in charge of labor issuebjclv provides a case of direct and
tripartite participation of government officialsnion and business representatives. This
structure has determined that in practice a tiggadecision making procedure has
prevailed. There has been also sporadic participatif union representatives and
entrepreneurs in other SGTs dealing with issues$ @& industry, health, or the
environment. However, none of the agreements rekah&GTs have decision-making
force unless they become Resolutions or DecisiértseoGMC or CMC, respectively.
On the other hand, there is an heterogeneous grbagtors (governmental an non-
governmental) that do not participate in the orgastiucture of MERCOSUR and that
have created different fora to participate in thecpss or profit from synergies (it is the
case of the Women’s Forum, Merco-cities (from SglanfMercociudades”) and

universities).
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The performance of the consultative legislative yobds been equally modest:
The Joint Parliamentary Commission has not beecesstul at making propositions or
giving advice to the technical, negotiating or dem-making bodies. Moreover, the
CPC has not been able to oppose (or even reacini@teral measures adopted by
national parliaments, as in the case of the exausif sugar from free trade
commitments on the part of the Argentine parliamé&hie CPC did not succeed either
at accelerating or facilitating the incorporatiohMERCOSUR norms into domestic
legal regimes. Indeed, national Parliaments canstihe “last trench” for sector and/or

regional interests negatively affected by the irdégn process.

The Administrative Secretariat

Finally, the Ouro Preto Protocol also broadened tbie of the Administrative
Secretariat over the limited duties established tire Asuncion Treaty. The
Administrative Secretariat should give operatiosapport to all MERCOSUR bodies
(and not exclusively to the GMC as was establisimedirticle 15 of the Asuncion
Treaty) and should assist with the logistics at MIERCOSUR meetings. The
Administrative Secretariat was also designatechadrtstitution in charge of receiving
all the official information and responsible forlpigation and diffusion of all norms.

The Administrative Secretariat is the only MERCOSWBdy with a small
budget (to which Member States contribute) anddaged full-time staff. However, the
activities of the Administrative Secretariat hagenained very modest. In year 2002 the
Administrative Secretariat was turned into a Tecahand Administrative Secretariat in
charge of providing technical advice to the nediuties. In spite of these new

responsibilities the new Secretariat was not gagditional funding.

2. Operation of MERCOSUR Dispute Settlement Mechasim

Jackson (1997) classifies dispute settlement mésimsn (MSC) in those oriented

towards diplomatic or negotiated solutions or thosevhich solutions are based on
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rules and legal principles. The MSC of MERCOSURrehdeatures of both, but in
practice it has leaned towards the former. The guoms to settle disputes in
MERCOSUR were established by the Brasilia Protéoothe Settlement of Disputes
(PBSC) (from Spanish: “Protocolo de Brasilia paaaSblucién de Controversias”) in
December, 1991, less than a year after the signafuthe Asuncién Treaty. The PBSC
was established as a transitory agreement to barée during the “transition period”,
after which permanent dispute settlement instihgioand procedures would be
enforced. The Ouro Preto Protocol extended thegolwes of the PBSC and postponed
the implementation of a permanent mechanism untiirhplementation of the common

external tariff, scheduled to take place in yeab&0The Ouro Preto Protocol also

defined a complaints procedyre to be carried ofbrbethe Trade Commission of -~ -SUPPrimé:s
MERCOSUR.

The Olivos Protocol on Dispute Settlement Systens wigned on February,
2002. The Olivos Protocol -which supersedes thesiBaaProtocol- established a
number of innovations over PBSC but maintainedcttramitment of Member States to
carry out a revision of the present system to adopérmanent mechanism before the
year 2006.

Procedures of the Brasilia Protocol
In general terms, the dispute settlement mechamEiERCOSUR includes three

{Supprimé:

third one is arbitral.

Consultations provide a mechanism to settle disptteugh direct negotiations
subject to predetermined procedures and terms. fikishanism allows the Member
States to exchange information through the reqofeskplanations and clarifications. It
also serves to manage commercial conflicts thaharevorth a claim or the initiation of
a “judicial” proceeding. Consultations may beiatitd by Member States on behalf of
the central or local administrations, or the prvagéctor.
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Claims constitute the second mechanism for théegatht of disputes. Claims
may be filed by Member States, individuals or legatities, but must be initiated by a
“national section”. Claims should refer to tradette@ under the authority of the
MERCOSUR Trade Commission. If a claim is not sohada plenary session of the
CCM, it shall be forwarded to a technical committieat shall decide in a 30-day term.
The report of the committee will not be binding andy include more than one
recommendation. If there is no consensus at the (@#Iclaim may be forwarded to
the GMC, which has an additional 30-day term tdlesé¢tte dispute. If this is not so, the
claiming Member State may directly activate thatembon mechanism of the PBSC.

Finally, the PBSC established a third sequentiacgdure, limited to the
participation of States, but that may be initiagétier by Governments or private agents
(with specific provisions in each case). Also instlthird procedure the prevailing
principle is that of consensus and diplomatic coafen, except in the case of
arbitration proceedings (in which case decision bel mandatory). Member States may
initiate a dispute regarding interpretation, impégrtation or violation of regulations
established in the Asuncion Treaty or any othenllégstrument (such as protocols,
agreements, Decisions, Resolutions and DirectivEsg formal procedures include
three stages: direct negotiations, participatio®bfC and the arbitral mechanism, each
one subject to relatively flexible terms. All digps shall necessarily undergo the two
first stages (direct negotiations and interventib®&MC) before arbitration proceedings
can be activated (except when the issue has alrbady subject to a claim). The
proceedings take part under ad-hoctribunal” composed of three members that make
“mandatory and final determinations”. Retaliati@ntle ultimate response available in

the event of non-compliance.

The private sector cannot directly activate thepualis settlement mechanism.
Their case must be taken up by a Member State. d&ere individuals cannot claim
against regulations established by decision makivgjes which they consider do not
comply with the Asuncién Treaty and/or other legalirces. All disputes must be first
analyzed by the “national section” of the GMC, whimay in turn subject it to the

plenary session of the GMC (after attempting toatiate with the “national section” of (Supprimé 11
P upprime :

the respondent Stateé}rovidegdthe GMC does ndiind, the claimimprocedeniwhich 1 { supprimé : rejec
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must be done by consensus), it shall call a threetner expert’s committee to decide
on its substantive content. The committee (selef@tech previously agreed national

lists) must unanimously agree upon an establisaed.tlf the committee decides that
the claim lacks grounds, or the committee doesreath unanimous agreement, the
claiming State may initiate the dispute settlenmotedure established by the Brasilia
Protocol. On the other hand, if there are groundghe claim and the respondent party
does not apply the measures necessary to soltkeitclaiming State may directly

activate the arbitration proceeding for the dispgttlement mechanism.

In sum, the mechanism established in the Brasi@olol grants flexibility to
the parties and encourages compliance based gothstial benefits of continued and
predictable interaction. Its greatest fragilityiis limited capacity to settle disputes,
which in turn leads to a relatively high rate ofsatiled disputes. Ruiz Diaz Labrano
(1996) has underlined that one of the problems diitect negotiations is that Member
States may reach agreements that allow for practioatrary to regulations in force or
for acts that do not comply with the legal sourcEMIERCOSUR

Practical application of the Brasilia Protocol

Member States have intensely used consultatioasfiest step before initiating a claim
or activating the dispute settlement mechanismbésteed by the Brasilia Protocol.
However, after the PBSC was fully enforced Membites began make more active
use of dispute settlement procedures. The clainehamsm unduly extended the time
necessary to solve disputes. However, as a gemegial MERCOSUR has leaned
towards diplomatic negotiation, including the dirparticipation of the highest political
authorities (“presidential diplomacy”). One examp#e the dispute concerning the

changes introduced to the Brazilian automotivernegin 1997.

The option to submit consultations to the CCM wasated in 1995 and the
procedures to start, carry out and conclude suasuitations were fully implemented
one year later. At the end of 1999 a Directive i8aged establishing new procedures to

accelerate the process and shorten too lengthyultatisn procedures. Consultations
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were actively used as a mechanism to exchangeniation and promote adaptation,
usually regarding non fundamental trade issues.t Mbshe consultations submitted
concern agricultural and food products (40% ofttital). When classified according to
the kind of hindrance involved, nearly half of theme related to technical standards,

tax discrimination, tariff preferences and imparehses (Vaillant, 2001).

During the first years this mechanism was intenselyd. However, the amount
of consultations decreased significantly after 1@@8le 4). Some have attributed this
decrease to more familiarity with the operationtleé customs union. An alternative
explanation, perhaps more plausible, is that the fleequent use of consultations is part
of a broader crisis of credibility and the percelivdility of self-help mechanisms to
solve disputes. This pattern of behavior repeateaterning claims (between 1999 and
2001 only two claims were initiated, as compareditte in the previous three year
period). The lower number of claims is surprisimgsidering that it took place during a

period of mounting trade disputes.

The new procedures implemented by the end of 1888essfully reduced the
number of pending consultations. While nearly 8(%pending consultations at the end
of 1999 were consultations initiated during pregigears, two years later this category
did not amount to 10% of total pending consultaiomhe relatively low level of
pending consultations has been considered an bodicd effectiveness. However, it
should be remembered that the conclusion of a ¢atisn is not equivalent to the
effective resolution of the underlying dispute.
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TABLE 4

MERCOSUR Trade Commission:
Regulations on Consultations, 1995/2001

1995 |1996 |1997 |1998 |1999 |2000 |2001 |Total
Total number of
Consultations 128 |84 71 32 39 54 42 450
Pending consultations
initiated in years
different  from  the O 7 25 41 25 4 2 NC
current year*
Pending consultations
initiated in years
different  from  the
current year regardingO 26 51 75 78 16 9

total pending

consultations

* Consultations which still have not been concluged not computed as pending if

they were initiated in that same year.

Source: Authors' calculations based on CCM infdiona

As with the incorporation of norms, the consulatianechanism has been questioned

due to its lack of transparency. In effect, it & possible to publicly access technical

information on a proceeding (CCM public reportslie only the status of the

consultation with no details on substance). Tadklof transparency is considered by
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some authors as a negotiation technique, basdueamssumption that "if facts are more
concealed, there are lesser possibilities for thecess of claims" (Vaillant, 2001).
Tussie, Labaqui and Quiliconi (2001) have criticize limited participation of the
private sector in the consultative procedure, siteceole is limited to the submission of

the claim to their government representatives.

The Ouro Preto Protocol also established a Gemeoaledure for raising Claims
before the CCM, directed at trade matters fallinger the orbit of the CCM. Between
1995 and 2001 the mechanism was used twelve titabte (5). Argentina was the
Member State which most frequently used this prooedeight times), followed by
Brazil (three times) and Paraguay (one time). Tléns submitted refer to measures
regarding market access restrictions, tax discation, subsidies and lack of
compliance with MERCOSUR regulations. None of éhelsiims was solved within the
scope of the CCM and were consequently forwardeddgdsMC. In all cases this body
was unable to reach a decision based on conselnsasme cases the original claim
was taken to the dispute settlement mechanismlesstath by the Brasilia Protocol. The
claims procedure presupposes that the parties rizadh consensus, either at the CCM
or GMC stage. The "self-assistance” characterisfgtocedure is reinforced by the fact
that technical committees do not act as third psstas they are integrated by national
officials. The claim mechanism has proved to baelathan was expected.
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TABLE 5

Claims filed before the CCM

1995/2001
Argentina Brazil Paraguay Total
per year
1995 0
1996 1. To Uruguay 1
sanitary restrictiong
to imports (19
months)
1997 2. To Uruguay. tax 4

discrimination

against cigarett

117

imports (4 months)
3. To Uruguay: tax
discrimination
against imports of
alcoholic and nont
alcoholic beverages
(9 months)

4. To Brazil:
subsidies to the

production and

—

exports of pork meg

(3 months)

5. To Brazil,
Paraguay and
Uruguay: non-
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fulfilment of the
obligation to
incorporate
MERCOSUR
regulations
regarding
pharmaceutical
products (1 month)

1998 6. To Brazil,| 9. To Argentina:
Paraguay and| application of
Uruguay: non-| antidumping
fulfillment of the| regulations tg
obligation to| imports of
incorporate aluminum cable (4
MERCOSUR months)
regulations on 10. To Argentina:
phytosanitary adaptation of the
products (2 months) sugar sector to the
7. To Uruguay: | customs union (23
non-fulfillment  of | months)
the obligation tg
incorporate
MERCOSUR
regulations
regarding
pharmaceutical
products (2 months
8. To Brazil: import
licenses (5 months)

1999

2000 11. To Paraguay.
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minimum  specific
import duties (4
months)

2001 12. To Brazil | 1
prohibition to
import re-
manufactured
pneumatic tires (%
months)

Total

per 8 3 1 12

Country

Source: Internal elaboration based on CCM and GME. a

In December, 1998, after two years of negotiatithe, Member States finally agreed
upon a code to regulate the implementation of tresiBa Protocol. The code defined
key terms, notification and confidentiality proceels, establishment of terms,
gualifications required to judges and experts, #mel conditions to be met for the
private sector to make presentations. The membkaes started using the dispute
settlement mechanism shortly after the code wasoapg: five dispute cases have been
already settled by the mechanism in less than tieees (two initiated by Argentina
and Brazil and one by Uruguay). Fourteen disputésndt reach the arbitration stage
(table 6).
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TABLE 6

Disputes filed before the GMC

1995/2001
Argentina Brazil Paraguay Uruguay Total per year
1995 0
1996 1. To Argentina: | 1
paper sectof
(settled by an
agreement
between  private
firms)
1997 0
1998 2. To PBrazil: 2
interpretation  of
MERCOSUR
regulations

regarding PBSC

and PR
applicability to
antidumping case
regulated by
national legislatior)
(without consensu
of GMC)

3. To Brazil:
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import licenses
(arbitral decision
previous claim)

1999 4. To Brazil:| 6. To Argentina:
subsidies to the restrictions to
production and footwear importg
export of pork (without consensus
meat (arbitral of GMC)
decision; previous 7. To Argentina:
claim; individual| textile safeguards
proceeding) (arbitral decision)
5. To Brazil: non-
fulfillment of the
obligation to
include
MERCOSUR
regulations
regarding
pharmaceutical
products (previous
claim; without
consensus of
GMC)

2000 8. To Brazil: non-| 9. To Argentina:

fulfillment of the

application of

obligation to

antidumping duties
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include
MERCOSUR
regulations
regarding
phytosanitary
products (previous
claim; without
consensus 0
GMC)

to exports of mealt
from Brazil
(arbitral decision)

2001

10. To Uruguay:
incompatibility of
the incentives
regime for wool
industrial productsg
(without consensu
of GMC)

11. To  Brazil:
restrictions on thg

access of packe
beverages an
food products
non-fulfillment of
regulations
(without
consensus 0
GMC)

5

d
d

12. To Argentina:
criteria for the
application of the
convergence factg
to certain products
13. To Paraguay:.
minimum specific
duties on imports
(previous claim)

=

14. To Uruguay:
tax discrimination
against cigaretts
imports  (without
consensus 0
GMCQC)

1%

15. To Paraguay.

special imports
temporary
measure
(individuals)
16. To Brazil:
approval of
regulations  with
restrictive  effect
on imports of
tobacco, its
derivatives and
accessories
(individuals)

17. To Paraguay
minimum specific
duties on imports
(without
consensus of
GMC)

19. To

Brazil:
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prohibition of
imports of re-

manufactured
pneumatic  tyreg
(without
consensus of

GMC,; individuals)
19.To Argentina:

restriction of
access ta
Uruguayan
bicycles (arbitral
decision)
Total per country
7 5 1 6 19

Note: (without consensus of GMC) means that the GMQaded its intervention concluded; (previous claimans that the dispute was
the first object of a claim; (arbitral decision) ams that an arbitral award was the result of tepude; (individuals) means that the dispute
was filed by individuals. Several disputes filedhie year 2001 are still pending.

Source Based on GMC acts.
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The operation of the PBSC has faced several prabl&me of them has been prolonged
negotiations: if the member States thus decidg, itieey extend the compulsory fifteen-
year term to develop bilateral negotiations withime GMC framework almost
indefinitely. This means that the beginning of thebitral proceedings may be
postponed and the proceedings replaced by polidecal diplomatic negotiations.
Although it is acceptable that a MSC should offex possibility of direct negotiations,
the possibility of long delays before the startofgdjudication proceedings may create
uncertainty to the private sector. A related probleas been the demand of consensus at
the GMC stage, which has been a hindrance to thikersent of disputes once the
bilateral negotiation stage was concluded.

A second source of problems has been abehoc character of the arbitral
panels, which has conspired against the developrokra "common interpretation
body". Although there is nothing similar to “jusisidence™” within MERCOSUR legal
corpus, a permanent tribunal (as opposeatitboctribunals) would have facilitated the
development of a commitment regarding previous rddtetions. The PBSC
mechanism did not contemplate any appeal stagepekar the possibility of asking for
clarification, including issues of compliance. Témmpetence of the arbitral mechanism
is limited to the settlement of the disputes filadact which inhibits it from any kind of
control of legality.

Finally, there is the issue of the implementatidndeterminations. Although
determinations are formally final (until the appabwf the Olivos Protocol they were
not subject to any appeal procedure) and mandatbeypractical meaning of their
mandatory nature is different in each Member Stateording to the internal
constitutional framework. Since these verdicts dit have "supremacy" regarding
domestic legislation, their applicability is sultjée different national legal practices. A
limit case is the case of Argentina, where intéamati agreements are of a higher
hierarchy than national legal provisions and theffects may be demanded by
individuals before local judges. The effective frdatory" character of determinations
has also been undermined by awards that lack epeiintent.
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An inherent feature of the nature of the mechan&iopted consists in the

possibility of retaliation as a form of compensatio the event that a Member States

fails to fulfill an arbitral decision. This "an eyfor an eye" alternative is particularly

disadvantageous for the smaller countries (Sali€99), apart from the fact that it does

not make sure that the measures questioned inritfiteation award shall be removed.

An alternative may be to empower alember States -be they a party in the dispute or

not- to adopt compensation measures (Palma, 199#)other suggestion includes

adding to the attributions of the tribunal the irsjion of fines in case of unfulfillment

of an arbitral award (Redrado, 2000)

First arbitration award

Argentina versus Brazil: Communications Number 37December 17, 1997 and

Number 7 of February 20, 1998 of the Foreign Tr@gerations Department (DECE

of the Foreign Trade Secretariat (SECEX): appliratof restrictive measures on

reciprocal trade (import licenses). 28/04/1999.

In its evaluation of the Brazilian import regimadaof its compatibility with

MERCOSUR regulations, the tribunal maintained tihat situation cannot be tackled

through the mere mechanical application of diresifrom a set of codes or regulatio

- ’U Supprimé : TING

o {l Supprimé : verdict

)

Furthermore, it adds that “the carrying out of &tvimterpretative task is necessatfily

implied, in order to identify the rights and obliigas issuing from a set of regulatio
which was built up gradually...”. In other words, amting to thead hoctribunal it is
necessary to take into account the aims and obgsctif the set of regulations.

The ad hoc tribunal unanimously decided that the controversigétem of
licenses should be adjusted according to the iitegreed, that the trade liberalizati

program included tariff and non-tariff restrictioribat the postponement of the datg of

the common market did not eliminate the obligationend tariff and non-tariff

restrictions, and the need to comply with the mliof Art. 50 of the Treaty o

Montevideo on non-tariff measures.
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Second arbitratiomwarg

Argentina versus Brazil: Subsidies on pork produtand exports. 29/09/1999.
the previous one. It allowed for one part of thgéuatine claim (export subsidies), b

not the other (production subsidies).

Brazil versus Argentina: Application of safeguar@asures on textile products (R
861/99) of the Ministry of Economy, Public WorksdaBervices. 10/03/2000.

The tribunal agreed to evaluate the dispute duthéostanding disagreeme
between the parties regarding a certain measureaest by one of them, where

Argentina requested to declare the non-existengarisdiction (based on there bei

no regulations applicable to intra-region safeguagulations within MERCOSUR).

The tribunal maintained that the absence of remulat which explicitly permit
safeguard measures for intra-region importatiorsdus constitute a lack of regulatidg
since there are no rules specifically authorizimg application of intra-region safegug
measures. Argentina had invoked the OMC multilhtagreement on textiles arn

clothing to justify the measure. The tribunal oetkits annulment.

Fourth arbitrationaward

Brazil versus Argentina: Application of antidumpingeasures with respect on poul

imports from Brazil. Resolution 574/00 of the Mimisof Economy (Finance) of th
Argentine Republic. 21/05/2001.

Argentina had considered a foregone conclusiort tha tribunal shoulg
terminate its actions, given that MERCOSUR hasenulations granting competen
on antidumping practices, which are regulated btional legislation. Moreover
Argentina maintained that Decision 11/97 (referritqy extra-region antidumpin
measures) had not been adopted by member States.tribunal declared itse
competent, and deemed it correct to apply the BaaBrotocol, for the mere fact th

there were discrepancies with respect to the existeor not of MERCOSUHR

ut

Py
9
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e

regulations on the subject.
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(the measure having been accepted and become agplisimultaneously in the fo
member States) as opposed to the system of dpetitation of European communi
law. It states that even so the mandatory natutheofegulations is still valid because
creates an obligation of incorporation in the memiStates. Therefore if ng
incorporated it might give rise to a non-fulfillmedispute. Nevertheless, the obligati
to adopt a common regulation implies neither thi@hsregulation is up-to-date nor th
its stipulations are applicable

The tribunal also pointed out that the existencalirthe member States of tf
same international trade regulations, arising ftoenGATT/OMC agreements, does I
mean that they are essentially MERCOSUR regulatidhe application of multilatera
regulations in the MERCOSUR regulatory frameworkoidy possible if expressl
dictated by a MERCOSUR regulation.

The tribunal also held that the absence etifip regulations on the matter
the dispute (namely intra-region antidumping dyt@ses not imply that the subject
foreign to the MERCOSUR regulatory framework, inwak the general principle
contained in the Asuncién Treaty, whereby therearnsagreement of free trade
merchandise. The tribunal unanimously declared ithaas empowered to deal wi
and resolve the matter of the stated dispute, miindt accept Brazil's request th
Argentina’s measure be revoked. The reason washhaggulatory framework was n

valid.

Fifth arbitratonawarg
Uruguay versus Argentina: Restrictions of accesbhéoArgentine market of bicycles
Uruguayan origin. 29/09/2001.

of all the previous verdicts, in particular inteepng the matter in the light of th

objectives and aims of the integration process. ffibenal’s unanimous decision w
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to declare that the Argentine resolution by whichextra-region tariff treatment was
applied to bicycles exported by a Uruguayan firmlated MERCOSUR regulations,
and proceeded to revoke and annul the measurere Teas no verdict with respect to

the second Uruguayan demand relative to selectiseoms control procedures.

The Olivos Protocol reforms

The so-called “Olivos Protocol” was signed at tixéaordinary meeting of the CMC
held in February 2002. The major innovations wdre thoice of forum to settle
disputes, the establishment of an expedite meamatwisieal with technical matters, the
reduction of the time limit to initiate the arbifien phase, the creation of a permanent

appeal tribunal, and the possibility of allowingdtissue opinions for reference.

For those controversies subject to the applicatibthe Olivos Protocol, and
which may also be submitted to the WTO disputelesattnt system (or other
preferential trading schemes in which the MERCOStdRntries may participate), a
forum may be chosen by common agreement amongatties involved, or by choice
of the demanding member State. Once proceedingsrater way the parties agree to
refrain from requesting assistance from other f@a.the other hand, should it be
necessary, other expedite mechanisms may be waokédio solve controversies

regarding technical aspects regulated by commale fpalicy instruments.

Should the direct negotiation stage come to alé&sst end, once the Olivos
Protocol is in force any of the participating memiStates may initiate directly the
arbitrating procedure, skipping the interventiorGdIC (as was required by the PBSC).
If by common agreement they decide to submit tispute to the GMC, the latter will
evaluate the situation and if necessary requesidiieze of a group of experts (selected
from a predetermined list). The dispute may alsotdien to the GMC if another
uninvolved member State justifiably requests ith@lgh the arbitrating proceedings

will not be interrupted (unless agreed upon ambegpiarties).
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Any of the parties in the dispute may appeal befire permanent appeal
tribunal (seating in the city of Asuncion), theeintention of which will be limited to
legal matters (and legal interpretations) contaiimedhe judgements of thad hoc
arbitrating tribunal. The permanent character efdppeal court aims at contributing to

a uniform interpretation of law.

The permanent tribunal may confirm, modify or rewdke legal grounds, and
its judgement will be definite, mandatory, not sdbjto appeal and prevalent over that
emitted by thead hoctribunal. Furthermore, the member States invoivetthe dispute
may —if agreed- submit their dispute directly t@ thermanent tribunal for a single
appeal, in which case the verdict will be mandatomg with no possibility of recourse
or revision. The CMC may establish mechanisms tdkemaeonsultations to the
permanent court of appeal, defining their exterd @nocedures. This matter raised
differences of opinion during the protocol negatias, due to the lack of agreement
about the conditions under which the requests dosaltations might be submitted (for

example, whether they should only be requestedlyday all member States).

The Olivos Protocol also reviews procedures indagse of divergent opinions

. . . . _ | Supprimé : fulfillment of
concerning thémplementation of awargand the adoption of compensatory measures.{verﬂﬁts -

With reference to the latter it specified that thember State shall first endeavor to
withdraw concessions (or equivalent obligationsjhie same affected sector, and only
when deemed impracticable or unproductive shoudd rttember State act in another
sector, making the necessary justifications. Tlserdtion of the dispute mechanism for
private parties was also reduced, since the P®lesttad that Member States “should”
(and not “could” as the PBSC read) lodge consolatiwith the other party and if

necessary raise the claim directly to the GMC.

The modifications introduced in the dispute setdatrsystem with the approval
of PO constitute a substantial progress in the udéspsettling institutions of
MERCOSUR. The creation of a permanent court ofapfand the possibility that in
the future it may issue consultative opinions) wdhtribute toward the building ofde
facto jurisprudence, thus guaranteeing a more uniforrarfmétation, application and
carrying out of standing regulations. Although somiERCOSUR member States are
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reluctant to adopt a jurisdictional regime similarthat of the European Union, it was
inexplicable that they had a less effective dispettlement mechanism than that which
they had accepted at the WTO (or even than the MApanels on antidumping and

countervailing duties).

The regulations referring to the election of forafso filled a vacuum of the
PBSC. This legal vacuum was made evident when Birdggered simultaneously the
dispute settlement mechanism of MERCOSUR and tloeepiures envisaged in the
ATV (WTO) concerning Argentina’s textile safeguaridsJuly 1999. In addition to
establishing an effective mechanism to deal witthitécal controversies (a matter
which is still pending regulation), member Statesated a fast track to reach the
arbitration instance (thus avoiding the stage whieeeneed for consensus hampers the
resolution of the dispute), and even opened the toskip the first instance altogether
and raise the dispute directly to the permanentsi@v tribunal. However, some
problems remain unsolved, particularly concernihg first stages of the procedure
(direct negotiations and GMC intervention) and tmethods to make sure the
fulfillment of verdicts. Before issuing a definidvopinion on the Olivos Protocoal, it

should be given a chance to work.
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ANNEX 3.1

A COMPARISON OF MULTILATERAL (GATS)

AND SUB-REGIONAL COMMITMENTS IN
SELECTED SECTORS
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TABLE 3.1.1

A COMPARISON OF MULTILATERAL (GATS) AND SUB-REGIONA L COMMITMENTS IN SELECTED SECTORS

BRAZIL / COMMUNICATIONS

Included

in

the

Number

of  sub-

L Number of commitments / National Treatment + Maketess

Sectors lists (Yes / No) sectors (CPC 3
digit) included in the
lists
GATS ME GAT MERCO GATS MERCOSUR
RC S SUR None Unbound | Restriction | None Unbound| Restrictig
OoSu n
R
Postal N Y 0 1 0 0 0 0 6 2
Courier Y Y 1 1 4 2 2 6 0 2
Telecom N Y 0 7 0 0 0 35 14 7
Audiovisual N Y 0 1 0 0 0 0 6 2
Others N Y 0 8 0 0 0 48 0 16
Total 1 5 1 18 4 2 2 83 26 29
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TABLE 3.1.2

A COMPARISON OF MULTILATERAL (GATS) AND SUB-REGIONA L COMMITMENTS IN SELECTED SECTORS

BRAZIL / CONSTRUCTION AND ENGINEERING

rket

Included in the lists| Number of sub-sectors
Sectors (Yes/ No) (CPC 3 - digit) Number of commitments / National Treatment + Ma
included in the lists access
GATS MER GATS MERCO GATS MERCOSUR

COS SUR None Unboun|Restricti [None | Unbound | Restrictio

UR d on n
General Y Y 1 2 4 2 4 2 2
construction wor}
for buildings
General Y Y 1 2 4 2 4 2 2
construction work
for civil
engineering
Installation, Y Y 2 2 4 2 4 2 2
assembly  wor
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and maintenand

and repair of fixeq

structures

Building 0 0 4 2 2
completion  and

finishing work

Others 4 4 2 2
Total 8 16 20 10 10
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TABLE 3.1.3

A COMPARISON OF MULTILATERAL (GATS) AND SUB-REGIONA L COMMITMENTS IN SELECTED SECTORS

BRAZIL / DISTRIBUTION

Included in the|Number of sub-
Sectors lists (Yes/No) |sectors (CPC 3 + Number of commitments / National Treatment + Ma
digit) included in access
the lists
GA ME GA ME GATS MERCOSUR
TS RC TS RC |None Unboun| Restrictio | None |Unboun |Restrictio
oS N} d n d n
UR UR
Commission agents' services N Y 0 1 0 0 0 6 0 2
Wholesale services Y Y 1 1 2 4 2 6 0 2
Retailing services Y Y 2 5 2 4 2 6 0 2
Franchising Y Y 1 1 2 3 3 6 0 2
Total 3 4 4 8 6 11 7 24 0 8
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TABLE 3.1.4

A COMPARISON OF MULTILATERAL (GATS) AND SUB-REGIONA L COMMITMENTS IN SELECTED SECTORS

BRAZIL / FINANCIAL SERVICES

Sectors Included in the|Number of sub-
lists (Yes/No) |sectors (CPC 3 + Number of commitments / National Treatment + Ma
digit) included in access
the lists
GA ME GA ME GATS MERCOSUR
TS RC TS RC |None Unboun| Restrictio | None | Unboun | Restrictio
OoSsu Oosu d n d n
R R
All insurance and insurance¢ 7 10 12 23 21 13 34 33
related services
Banking and other Financigaf 15 15 5 60 55 15 60 45
Services
Total 2 22 24 17 83 66 21 80 67
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TABLE 3.1.5

A COMPARISON OF MULTILATERAL (GATS) AND SUB-REGIONA L COMMITMENTS IN SELECTED SECTORS

ARGENTINA / COMMUNICATIONS

Sectors Included in the|Number of sub-
lists (Yes/ No sectors (CPC 3 + Number of commitments / National Treatment + Ma
digit) included in access
the lists
GA ME GA ME GATS MERCOSUR
TS RC TS RC |None Unboun| Restrictio | None | Unboun | Restrictio
OsuU Oosu d n d n
R R
Postal Y Y 0 1 0 0 0 0 6 2
Courier Y Y 1 6 0 6 0 2
Telecom Y Y 11 11 65 0 23 65 0 23
Audiovisual N Y 5 0 0 0 6 18 16
Others Y Y 8 48 0 16 48 0 16
Total 3 5 20 26 119 0 41 125| 24 59
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TABLE 3.1.6

A COMPARISON OF MULTILATERAL (GATS) AND SUB-REGIONA L COMMITMENTS IN SELECTED SECTORS

ARGENTINA / CONSTRUCTION AND ENGINEERING

Included

in the

Number of sub-

Sectors |lists(Yes/No |sectors (CPC 3 + Number of commitments / National Treatment + Ma|
digit) included in access
the lists
GA ME GA ME GATS MERCOSUR
TS RC TS RC |None Unboun| Restrictio | None | Unboun | Restrictio
osu osu d n d n
R R
General construction work fol Y 1 1 6 0 2 6* 0 2
buildings
General construction work foN Y 0 1 0 0 0 6* 0 2
civil engineering
Installation, assembly work and Y 2 2 6 0 2 6* 0 2
maintenance and repair of fixed
structures
Building completion andY Y 1 1 6 0 2 6* 0 2
finishing work
Others Y Y 3 3 6 0 2 6* 0 2
Total 4 5 7 8 24 0 24 30 0 10

* Unbound* inscriptions were assimilated to None.
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TABLE 3.1.7

A COMPARISON OF MULTILATERAL (GATS) AND SUB-REGIONA L COMMITMENTS IN SELECTED SECTORS

ARGENTINA / DISTRIBUTION

Sectors

Included

in the

lists (Yes / No)

Number of sub-
sectors (CPC 3 4

Number of commitments / National Treatment + Ma

digit) included in access
the lists
GA ME GA ME GATS MERCOSUR
TS RC TS RC |None Unboun| Restrictio | None | Unboun | Restrictio
osu OoSsu d n d n
R R
Commission agents' services N Y 0 1 0 0 0 0 6 2
Wholesale services Y Y 1 1 6 0 2 6 0 2
Retailing services Y 5 5 6 0 2 6 0 2
Franchising Y 1 1 6 0 2 6 0 2
Total 3 7 8 18 0 6 18 6 8

497

rket



TABLE 3.1.8
A COMPARISON OF MULTILATERAL (GATS) AND SUB-REGIONA L COMMITMENTS IN SELECTED SECTORS

ARGENTINA / FINANCIAL SERVICES

L Included in the|Number of sub-
Sectors lists (Yes/ No) |sectors (CPC 3 +Number of commitments / National Treatment + Maketess
digit) included in
the lists
GATS | MERC |GATS | MERC |GATS MERCOSUR
OSUR OSUR [None Unboun| Restrictio | None | Unbound | Restriction
d n
All insurance and insurance¥ Y 4 4 12 8 12 16 8 8
related services
Banking and other Financigf Y 18 18 73 35 36 73 35 36
Services
Total |2 2 22 22 85 43 48 89 43 44
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TABLE 3.1.9

A COMPARISON OF MULTILATERAL (GATS) AND SUB-REGIONA L COMMITMENTS IN SELECTED SECTORS

URUGUAY / COMMUNICATIONS

Sectors Included in the|Number of sub-
lists (Yes / NO) sectors (CPC 3 -+ Number of commitments / National Treatment + Mad@tess
digit) included in the
lists
GA MER GAT GATS MERCOSUR
TS Ccos S MERCO |None Unbound | Restrictio| None Unbound | Restrictio
UR SUR n n
Postal N Y 0 1 0 0 0 0 8 0
Courier Y Y 1 1 4 0 4 5 0 3
Telecom N Y 0 13 0 0 0 8 32 64
Audiovisual N Y 0 6 0 0 0 0 42 6
Others N Y 0 1 0 0 0 0 8 0
Total 1 5 1 22 4 0 4 13 90 71
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TABLE 3.1.10

A COMPARISON OF MULTILATERAL (GATS) AND SUB-REGIONA L COMMITMENTS IN SELECTED SECTORS

URUGUAY / CONSTRUCTION AND ENGINEERING

rket

Sectors Included in the lists| Number of sub-sectors
(Yes / No) (CPC 3 - digit) Number of commitments / National Treatment + Ma
included in the lists access
GATS MER MERCO GATS MERCOSUR
COSs GATS SUR None Unboun| Restrict | None | Unbound | Restrictio
UR d ion n
General N Y 0 1 0 0 0 4 2 2
construction worl
for buildings
General N Y 0 1 0 0 0 6* 0 2
construction work
for civil
engineering
Installation, N Y 0 2 0 0 0 4* 4 0
assembly  wor
and maintenange
and repair of fixe(
structures
Building N Y 0 1 0 0 0 4* 4 0
completion  and
finishing work
Others N Y 0 3 0 0 0 4* 4 0
Total 0 5 0 8 0 0 0 22 14 4

* Unbound* inscriptions were assimilated to None.
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TABLE 3.1.11
A COMPARISON OF MULTILATERAL (GATS) AND SUB-REGIONA L COMMITMENTS IN SELECTED SECTORS

URUGUAY / DISTRIBUTION

Sectors Included in the|Number of sub-
lists (Yes/ No) |sectors (CPC 3 + Number of commitments / National Treatment + Market
digit) included in access
the lists
GA ME GA ME GATS MERCOSUR
TS RC TS RC |None Unboun| Restrictio |None | Unboun | Restricti
(O] (ON) d n d on
UR UR
Commission agents' services N Y 0 1 0 0 0 3 2 3
Wholesale services N Y 0 1 0 0 0 6 0 2
Retailing services N Y 0 5 0 0 0 6 0 2
Franchising N Y 0 1 0 0 0 6 0 2
Total 0 4 0 8 0 0 0 21 2 9
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TABLE 3.1.12

A COMPARISON OF MULTILATERAL (GATS) AND SUB-REGIONA L COMMITMENTS IN SELECTED SECTORS

URUGUAY / FINANCIAL SERVICES

Sectors Included in the|Number of sub-
lists (Yes/ No) |sectors (CPC 3 + Number of commitments / National Treatment + Ma
digit) included in access
the lists
GA ME GA ME GATS MERCOSUR
TS RC TS RC |None | Unbound|Restrictio |None |Unboun |Restrictio
osu osu n d n
R R
All insurance and insuranceN 0 10 0 0 0 28 26 24
related services
Banking and other Financigf 3 16 16 0 8 36 44 48
Services
Total 1 3 26 16 0 8 64 70 72
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ANNEX 4.1

STYLIZED LONG -TERM SCENARIOS FOR

MERCOSUR
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Hardly anyone has tried to foresee long-term s¢endor MERCOSUR. The reason
for this is that it is not easy to identify “heavyends, as MERCOSUR has only existed
for a relatively short period of time. However,tjoser a decade after it started, the sub-
regional integration process already shows a feyulae patterns that could be used as a
basis to build on. The level of interdependence lecreased significantly -
and/or affected by, the integration process hawevgrapace. Moreover, tensions have
arisen as a result of structural differences betwdee member-countries, clashing
political biases, conflicting administration mectsmns, and an uneven distribution of

the costs of, and benefits from, the integratiarcpss.

In order to foresee long-term scenarios it is nemgsto identify political,
economic, and social structural variables that mgyact the evolution of each society
and act as shaping factors for MERCOSUR. It ieet$sl to identify such variables for
prospective analysis, as MERCOSUR’s structuralnaites basically stem from the
relationship between the integration process andihe one hand, (i) the prevailing
trends in the major countries in the sub-region &mdail certain criteria and approaches
in the management of both economic and politicakssignty, and, on the other hand,

(ii) the choice of specific development patterns.

4.1.1. Scenarios of MERCOSUR'’s evolution: methodiagical approach

The drafting of stylized long-term scenarios for REOSUR was based on the
interaction of three major variables. Two of thariables selected are of “internal”
nature and are related to the alternative wayshitlwthe two main member-countries
of MERCOSUR will operate from the economic, polficand social points of view.
We believe that the compatibility -though not neeeity the convergence- of those
approaches will be critical in determining the lelegm profile and the viability of the

integration process.

0 The cases of Paraguay and Uruguay have been excftmm this analysis as the prevailing trends for
the two main partners are of the utmost importaincdetermining the context in which the smaller
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options depend to a large extent on the globalestnthe third major variable analyzed
has to do with the international scenarios thegraton process might be immersed in.
In this way, we sought to grasp the global tensiand pressures the block and its
individual member-countries are subject to regaydiveir economic organization, their

regulatory framework, and their structure of power.

The prospective scenarios for the evolution of niegor member-countries of
MERCOSUR (Argentina and Brazil) were drafted on Ibasis of various combinations
of four features reflecting alternative ways to rdd the economy, politics, and society
in the long term. The four features selected weeconditions of ‘governability’
(possibility to govern) b) level of social cohesignc) intensity of international
integration and d)degree of economic adaptabilitgince none of these features can be
assigned discrete values, we have opted for broaditative grades (high, medium,

low).

Based on alternative combinations of such four uiest we construed an
analogous number of plausible and clearly difféaedetl scenarios for Argentina and
Brazil. In the case of Brazil, we identified fositylized scenarios which we gave the
following denominations: a) Participative modertiiga; b) National neo-
developmentalispc) Crisis and social disintegration; and d) Trprant markets. In
the case of Argentina, on the other hand, we ifledtfour other alternative scenarios
that we named: a) Equitable growth; b) Mighty Artjea; c) Latinia; and d)
Dollarization. Table 1 outlines the main characteristics inhiete each one of the

national scenarios.

economies in the region will evolve. This notwidrading, MERCOSUR'’s identity is shaped by its four
member-states.
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TABLE 1

“INTERNAL” VARIABLES: ECONOMY, POLITICS, AND SOCIE TY

IN ARGENTINA AND BRAZIL

)

)

)

)

)

Features
“Governability” |Social Economic International
(possibility to| cohesion | adaptability integration
Scenarios govern)
BRAZIL
Participative High High High Medium-High
modernization
National neo- High Medium Medium Medium
developmentalism
. .. S imé :
Social crisis ang Low Low Low Low %s:::::: IO
, : Low
disintegration /[ supprimé : 1
//’//// Supprimé : Low
- . _ /////// Supprimé : 1
Mediurp | - Low [ High 1 High” | gporimé ow

Triumphant markets

)

N \\ [Supprimé :

1

)
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ARGENTINA

Equitable growth High High High High
Mighty Argentina Medium Medium Low Low
Latinia Low Low Low Low
Dollarization Medium Low High High

The scenarios regarding external evolution werdtettaon the basis of three global

features, namely; a) the depth and scope of thdatimation process nfarket

integratior); b) the way in which such process and its effeate addressed

(international coordinatiojt and c) the structure of world powédregemon)y Based on

various combinations of such features, we draftecet plausible “global order”

scenarios, namely: a) New Rome,

Table 2.
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Imperial Anarchy. The features of each one oféh&enarios are briefly described in




TABLE 2

THE “EXTERNAL” VARIABLE: WORLD ORDER

Features
Market International Hegemony
Scenarios integration coordination
New Rome High Low High
Post —Westphalian
Condominium Medium High Medium
. Low
Post-Imperial Anarchy Low Low

On the basis of the above variables we underts®@qaential exercise that consisted of:
1) identifying alternative combinations of the ‘®nbal” variables distinguishing those
combinations wherein regional integration appearsigsfunctional to the prevailing
national projects and those that con coexist witfierént variants of MERCOSUR; and
2) making plausible scenarios for MERCOSUR by irdéigg various world order
evolution hypotheses to the relevant combinatidestified in (1). Our exercise led us
to construct four stylized scenarios for MERCOSUWRHe year 2010, each depicting
sufficiently differentiated paths. We gave thesersrios the following denominations:
i) MERCOSUR Communitasii) MERCOSUR Fortis iii) MERCOSUR Levis and
(iv) MERCOSUR Finitus A brief summary of each of these is presentedahlf 3.
They are further discussed in depth in Sectior2dhglow.
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TABLE 3

PROSPECTIVE SCENARIOS FOR MERCOSUR IN 2010

Supprimé : |

Success

Variables
Brazil Argentina World order
Scenarios
Participative Equitable growth Post-Westphalian
Communitas modernization Condominium
National Mighty Argentina Post-Imperial anarchy
Fortis neo-developmentalisn (Post-Westphalian
(Latinia) Condominium)
|
Trumphantmarkets | | F
New Rome
Levis Dollarization (Post-Westphalian
(Equitable growth) Condominium)
New Rome
Finitus Crisis and  social (Post-Westphalian

disintegration

Equitable growth

Condominium)

Note: The scenarios in brackets also render cdbipatonfigurations.
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4.1.2. MERCOSUR in 2010: scenarios

In the above section we briefly described the piace whereby we construed four
stylized long-term evolution scenarios of MERCOSUR.this section we shall discuss
their main characteristics, describing the featwk®ach one of the three variables

selected and their impact on the way the integngtimcess operates.

a. MERCOSUR Communitas

The MERCOSUR Communitascenario results from the fact that in both Brazit

Argentina the prevailing development patterns combgrowth with equity, political
legitimacy, administrative efficiency, high levelsf international integration, and
economic structures that can be easily adaptednaodiernized. “Externally”, this
configuration operates within the framework of whe¢ have denominated “Post-

Westphalian Condominium”.

In the Western Hemisphere, such configuration entabderate hegemony on
the part of North America. This provides the mdjatin American countries with a
wider scope of action and favors a more dynamitodiptic and economic presence of
the EU in the south of the region. The FTAA nedaiizs are expected to conclude in
the year 2005 with an agreement to liberalize taee of goods and services with
prolonged transition periods that do not hindesyéner, the more comprehensive sub-

regional integration projects, as is the case oRZBDSUR.

In the case of Brazil, this scenario is based oropen-door economy that is
strongly focused on regional integration and gradoalitical and administrative
decentralization. Thus, the states and municipalire to play an increasingly
important role, in accordance with the demandsofety to have a say in the decisions
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of the government and help solve the problems faeg. As regards the economy,
within the framework of social cohesion criteriagtte is a tendency to favor the market,
private initiative, and competition. The countmsts out to experiment new ways to
organize economic activity, with the creation ofide network of small enterprises that
benefit from IT developments and can act aggrebsimeboth the domestic and foreign
markets. Direct foreign investment plays a dynanoie, particularly in the case of
medium-sized businesses working in advanced teobgobreas. The commercial
policy is liberal yet pragmatic: adherence to ld&desm does not preclude participation in

preferential liberalization initiatives in the hesphere -mainly within the sub-region.

In Brazil, MERCOSUR is regarded as a functionalcpss to materialize new
aspirations and achieve economic, political, anciadabjectives. Brazil becomes a
benevolent leader of MERCOSUR, gradually spreadsgnfluence throughout South
America. In addition to leading a more balancedjgmto of economic and social
integration, Brazil includes in its regional agenslach issues as criminality, the
environment, and social rights. At the same tiBgzilian foreign policy turns to
block diplomacy at multilateral forums. In varioursternational bodies, Brazil and
Argentina act jointly through one representatives far as defense policies are
concerned, measures are taken to build up confiedan@ng neighbor countries and a
coordination mechanism is implemented to confrdimonic security problems in the
Andean region.

Parallel to this, Argentina undergoes a processi@dernization and increasing
social cohesion after the crisis in the early 20@@®nomic efficiency is enhanced by a
more equitable and integrated society. Argentinaceeds in recovering the
performance levels it boasted during the first loéithe Twentieth Century. The sharp
improvement in the standard of living helps miteggbvernabilityproblems and public
institutions manage conflicts adequately. Reprgem mechanisms become more
transparent through the advent of a new generafiteaders and the fall in disgrace of
the old, “politicized” behaviors.
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Argentina joins the international economy with mobalances between the
productive and the financial sectors. lIts pat@frmternational specialization includes
manufactures intensive in natural resources anérogoods and services that use
intensively skilled labor. A dynamic, state-of-thd-service sector consolidates that is
closely related to information and know-how, indhgleducation and health care. The
rise in the foreign trade coefficient helps impraavency indicators and reduce the
dependence on external savings. Direct foreignsiment continues to grow steadily
benefiting from the comparative dynamic advantagffered by Argentina. New
investments are further promoted by a domestic aetawkth a growingper capita
income but, most important, by the possibility tavé preferential access to the sub-
regional market. Argentine international policyydaa major role in both regional and
global scenarios. Strategic bonds with Brazil strengthened by means of common
positions in the FTAA.

MERCOSUR Communitasepresents the kind of evolution that most resemble
the European Community paradigm, as it entails adggl process of creating a
common market based on the consolidation of sulpmagjrules and regulatory bodies.
This scenario ultimately leads to the eliminatiémon-tariff barriers, free circulation of
goods, liberalization of the service trade, lim@atof national incentive policies, and
implementation of horizontal policies at regionatvél. Starting from 2006,
MERCOSUR officially adopts a common external tardhd uniform customs
procedures, and further implements a mechanisredistribute the funds collected by
the Customs. It eventually consolidates a procégsstitutionalization by establishing
an executive, assigning certain exclusive competerio a supra-national body, and
creating a permanent court that may act in caseonfroversy between the member-
states and between these and the executive. Suchptays an increasingly important
role in juridical matters, thus guaranteeing stadherence to the rules and regulations
in force. MERCOSUR grows stronger by enhancing rtile of society as the actual

foundations of the regional agreement.

In summary, after the crash of the second halhef1990s and the early 2002s,
“re-launching” gathers momentum and newly boostsREDSUR integration. The

initial difficulties to harmonize the continuity dhe block with FTAA negotiations
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result in political moves —with a strong impact @arliamentary agendas— that
consolidate the pro-MERCOSUR consensus in bothtdesn Common projects in the
areas of education, culture, and social policieemmte the exchange of both

professionals and services, and this further bomdgtatory flows.

Within this context, the two major countries —bartularly Brazil- gradually
overcome the political and ideological obstacled thinder the “deepening” of the sub-
regional integration project. In this way, theydally comply with the Customs Union
agenda and advance to the next stage —the conmtre¢tthe Common Market and the
Economic and Monetary Union. MERCOSUR takes sigaift steps toward the design
of a common environmental policy; moreover, by émel of the decade the member-
countries deepen macroeconomic convergence commniinse as to adopt a common
currency in 2015. Such convergence is mainly dril®y two factors: greater
predictability and Brazil's leadership as a resofitthe favorable evolution of its
economy and its internal polity. MERCOSUR internales enforcement represents a
powerful incentive for the smaller members to mdstte in a “more thorough”

integration process.

b. MERCOSUR Fortis

The MERCOSUR Fortis scenario is mainly characterized by the fact ttegfional

integration is closely linked to the state-orienpalicies prevailing in the two major
countries and that a defensive strategy is impléeaeno confront the international
environment. In this context, the national “neo€lepmentalist” option prevailing in
Brazil represents the driving force. At the sameeti this context is compatible with the
predominance of the “Mighty Argentina” or “Latiniascenarios in Argentina.
Externally, while MERCOSUR Fortis is compatible with the “Post-Westphalian

Condominium”, it seems more realistic in a “Pospérial anarchy” context.
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In Brazil, the reactivation of a developmentalistategy defines a path of
recovery of the political, economic, and socialditions of governability based on the
strengthening of the National State. The majositanin this process lies, on the one
hand, in the movements advocating a modernizinge Stased on an “illustrated
consensus”, and on the other hand, the regionatprseand corporate reluctance to
those changes as these appear to challengestagis quo This process is driven by a
“pact of elites” that takes place at the beginnaighe century whereby centrist and
leftist segments united around a national developatist project. While on the one
hand such project provides for partial, graduagnation to an increasingly globalized
world, on the other hand it does not give up mamoemic disciplinary standards and
emphasis on efficiency. In this scenario, the rediaing role of the state is played
within a framework of even more restrictive intdraad external conditions than at

earlier stages.

In terms of development pattern, the scenario sstggihe consolidation of a
more cosmopolitaneo-developmentalisthat proves more open to both the market and
the society than the autarchic, authoritarian paibé the 1970s. The economy remains
relatively open to the world, yet the commercialipois characterized by an active
pro-export approach and the rather frequent useonfmercial defense instruments.
Under the industrial policy in force, the privilefeectors are the large national groups
and industries either technology- or skilled-latidven.

The foreign policy follows a “post-autonomist” appch that tends to maximize
both independence and initiative, especially inpees to North-American pressures.
Brazil's diplomatic agenda focuses on economic-cential, environmental, and
scientific-technological matters. Highly critigadsitions are adopted with regard to the
interventionist attitudes advocated by the indaliéd countries, with the support of
international NGOs working in areas related tog¢hgironment, human rights defense,

and combat against organized crime.

In this scenario, Brazil considers that the majee wf MERCOSUR is its
capacity to contribute to the “national projectttb@conomically and in international
negotiations. Its dominant position within MERCOSthakes it practically impossible
to put forward any initiatives that may affect é@sonomic and/or political sovereignty.
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Yet Brazil acknowledges the importance of furtheepglening the customs union and
taking steps to consolidate the South-Americarastfucture network.

MERCOSUR Fortisis compatible with two alternative configuratiois the
case of Argentina. In the “Mighty Argentina” sceina this country shares the neo-
developmentalist characteristics of the patterrvaitiag in Brazil. In the “Latinia”
hypothesis, on the other hand, steady deterioradioninates any chance to share
responsibilities regarding regional leadership. “Mighty Argentina”, after the
traumatic globalization and open-market experieoicéhe 1990s that led to a virtual
crash in the 2000s, Argentina attempts to perfoxpegments of “national autonomy”
again and again, adapting them to the new glolealas@s.

In “Mighty Argentina”, public institutions becomdrenger, yet representation
mechanisms show strong neo-corporate charactsriskormally, the political regime
consists in a representative democracy, yet theisd mtermediation procedures and
procedural conventions that alter the traditionalerof the political parties and
Congress. Exceptional political mechanisms suclexdsaordinary executive powers,
temporary suspension of Congress activities, aedgure on the Judicial Power are
adopted all too often -presumably to guaranggs/érnability’.

There is no significant change in Argentina’s intional specialization
pattern.. As a result, its vulnerable economy ioolets to be exposed to exogenous
shocks —mainly the terms of trade and the avaitgbdf finance. The periods of
“external bonanza” promote the illusion of “Migh#rgentina”, yet the country soon
falls into deep crises characterized by the aggi@vaf internal discrepancies, political
confrontations, and conflicts over the uneven ihstion of wealth. MERCOSUR
widens the market for Argentine production withi@ntext of State intervention and
collusion with the private sector. Argentine fgmeipolicy regains a strong nationalist
rhetoric with a defensive approach regarding gli@btibn. The relations with the
United States continue to be as controversial &t during most of the $aCentury,
with serious clashes in the areas of trade andhdefe
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In the case of Argentina, tHdERCOSUR Fortisscenario is also compatible
with the domestic framework we called “Latinia” whé local economic and social
conditions deteriorate steadily. In this scenamo,precarious political system of
representation consolidates, social disintegradimhinequality aggravate, integration to
the international economy is passive and rathéedtiand a rigid economy prevails

with but a few patches of modernity.

In “Latinia” Argentina’s international integratioms passive and somewhat
subdued. This precarious mode of integration de¢seasult from political obstacles or
barriers (Argentine economy is remarkably openhi world), but to the weak links
between the Argentine economy and the world economyhe international
specialization pattern of Argentina remains focusad natural-resource-intensive

commodities with low added value, such as agricaltproducts, energy, and minerals.

Characterized as a “defensive status-quo” scen@iBRCOSUR Fortis
corresponds to an integration process that segbotect domestic interests, facilitated
by a context of international fragmentation whene national room for manouver
increased while, at the same time, the potentia¢fiis of global integration tend to fall.
Within this framework, MERCOSUR Fortis reproduces the neo-developmentalist
pattern prevailing in Brazil and possibly in Argeat MERCOSUR tends to
consolidate as a Customs Union regulated by an-gaeernmental structure rather
than as the gradual process of consolidation amanton market. Its strong links with
Brazilian industrial development further increaskpendence on the part of other
members-countries. Brazil politically manages sdependence by taking focused
economic promotion initiatives. The precarious digal mechanisms enforced in
MERCOSUR Fortismake intra-block commercial conflict a daily ocmmnce. Thus,
the prospects of addressing common interests incoormercial matters are not good
at all. Nevertheless, the restrictions imposed aseslt of the conflict with the
industrialized countries —particularly the Unitedt®s— and the international perception
of these countries as marginalized make them ee#tiat joint positions in multilateral

economic fora serve their interests better.
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In the hypothesis combining the neo-developmentali&tern in Brazil and the
crisis in Argentina, Brazil becomes the unquestibmdeader of the integration process.
However, this predominance does not translate sigmificant advances as the
Argentine crisis discourages Brazil from puttingward proposals to consolidate the
Customs Union. Ultimately, this scenario tends tmhee into a dysfunctional
framework for the national development projects tbe MERCOSUR member-

countries.

c. MERCOSUR Levis

This scenario is compatible with the consolidatibrthe “Triumphant markets” pattern
in Brazil, which can coexist with either its symmet'Dollarization” or the “Equitable
Growth” pattern in Argentina. In the first variarthe two countries clearly opt for
liberal patterns of growth. Such convergence léhdm to give up the more thorough
integration projects, including the Customs Uniaself. In this context the
international integration of MERCOSUR is associateith increasingly low social

cohesion, which tends to create tensions withih lBoazil and Argentina.

At hemispheric level, theMERCOSUR levispattern translates into a
comprehensive commercial agreement in the year .20Q@hder such agreement,
restrictions to the trade of goods are eliminatethinv a period of ten years with a
number of exceptions related to sensitive producturthermore, the agreement
includes liberalization commitments in the areassefvice activities, principles of
transparence and uniform national treatment of ages by the government, and a
comprehensive agreement on investment that incltais efficient, and independent
mechanisms to solve controversies. The succed®edFTAA negotiations is part of a
new context of hemispheric relations. Summit megstiare held on a regular basis,
including in the agenda all those issues relatetheéoarea of defense. In addition to
implementing a large package of measures for thpgse of building up confidence, it
should be remarked that most of the countries énrégion adhere to a “hemispheric
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doctrine of cooperative security” that provides the establishment of a pluralist

security community.

The MERCOSUR Levisscenario is associated with the consolidation ef th
“Triumphant markets” pattern in Brazil. The esg@ntharacteristics of such scenario
are (i) the consolidation of a US-type liberal ¢alsm model; and (ii) the breaking
away from the traditional interventionist and pagist tradition that characterized the
prevailing Brazilian development pattern during e$nall the second half of the 20

Century. State intervention focuses mainly on raguy activities.

In the economic area, Brazil boasts high ratesrofvth based on a thriving
foreign trade and enhanced productivity. The pigrdition of transnational companies
in the economy increases significantly, without degal or regulatory restrictions
whatsoever. At international level, Brazil adoptéde commercial and financial
liberalization, allowing for the integration of thlecal credit and capital markets with

their North American counterparts.

In addition to economic liberalization and domestgregulation —even in the
area of labor relations— there is nothing akin moiradustrial policy, let alone sector
policies. The government’s social investmentsducation and infrastructure are small,
private health care services prevail, and onlyphblic health network provides free
medical care. Economic growth helps reduce povergy, the development pattern
maintains, and even aggravates, income inequallegional disparities also deepen
and the sub-national governments compete agairstonther to attract investments,

basically through strong deregulatory measures gvenvironmental matters.

Brazil's international relations are in accordamgth the new world order. The
desire to participate more actively in the majdaeinational economic and political fora
is the natural result of its status as a “succéssfierging country”. Together with
Mexico, the full integration of the Brazilian econg to the international market has a
remarkably revitalizing effect on the rest of tlwmtinent.

Brazil’'s hegemony within MERCOSUR is viewed as l@aportant than its
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multilateral and financial integration with the edries in the North. According to this
approach, the FTAA becomes critical for achievihg tountry’s economic objectives.
While reaping the fruits of its full adherence &ntispheric integration, Brazil advances
toward a cooperative agenda with the United Statéise area of security. Convergent
and coordinated policies designed to contraicoguerrillain Colombia pave the way
to a process of peace and reconstruction in thismteg. With the full support of the
United States, the Brazilian Government promotestthnsformation of South America

into an area of peace.

In the case of Argentina, on the other hand,MiERCOSUR Levisscenario is
compatible with both the “Equitable growth” and th2ollarization” models. In the
latter, the collapse of the currency board andatigravation of economic and political
instability lead to the elimination of th@esoand to the adoption of the US dollar as
official currency in the first decade of the*2Century. This initiative is part of a

process of pro-market reforms that deepens thenappradopted during the 1990s.

However, the lack of mechanisms to deal with theerging social tensions
brings about governability problems and paraddliicaromotes the appearance of
“strong governments”. Political participation stks and society splits into a small
sector that is strongly integrated to the world andajority sector that has no access to
the benefits of such integration. The economy aje®s through a process of
“dualization” where there is a modern and integtasector and a wide, relatively
marginal sector of basically informal workers oropke who produce just enough to

meet survival needs. Social fractures aggravate.

In the political and military areas, Argentina colidates its automatic
alignment with the United States. In additioneaading to a close military and police
cooperation, such alignment entails voting with tAenerican government at
multilateral forums. In the case of Brazil, theeada is “FTAA-nized” within a range
of more or less convergent positions in hemispharanas. While common political
issues are limited, there is an attempt to keep pitudent distance from the security
problems in the Andean region.
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MERCOSUR Leviscorresponds to an area of free trade. In the matizat
combines the “Triumphant markets” model in Brazihithe “Equitable growth” model
in Argentina, the latter’s interest in deepeningggmation is hampered by the Brazilian
economic project and a free trade area is the tipalisolution” that overcomes this
tension. Meanwhile, the coexistence of the two tgpraent models may not be
peaceful. This may lead MERCOSUR to lose functiiypaéspecially with regard to
Argentina, and may further lead the latter to gipethe sub-regional integration project.
Should the scenario of neo-liberal reform consadiitegeneralize en both countries, the
integration project becomes relatively unimportaag the focus lies on market

mechanisms and full integration to the world ecopom

d. MERCOSUR Finitus

Actually, the MERCOSUR dissolution scenariERCOSUR Finitug does not
correspond to a single configuration of variablés. stated above, the integration
process can lose functionality for its members umtiéerent evolution circumstances
in Brazil and Argentina, creating various hypotlesaf disfunctionality. Such
dysfunctional scenarios basically arise when théetodiverge in such a way that the
expectations of one of the member-states to maiataidl deepen integration bonds with
its neighbor are drastically reduced. Thus, MEROGSs unlikely to survive, for
example, in a scenario of "National neo-developaem” in Brazil and
"Dollarization” in Argentina. Likewise, MERCOSUR pgars to be incompatible with
an “Equitable growth” model in Argentina and a “€si and social disintegration”

model in Brazil.

However, the convergence of models may also leadBERCOSUR’s loss of
functionality for its major member-countries. Thisuld be the case whenever they are
plagued by crises and endemic social and politicaiest (for example, when, at one
time, “Crisis and social disintegration” prevails Brazil and "Latinia" prevails in
Argentina).
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In this section we explore one of the possible adea where MERCOSUR
could lose functionality: “Crisis and social diggration” in Brazil versus a process
whereby Argentina consolidates a pattern charaetriby a reasonable degree of
political legitimacy and economic success, as c&dié by the "Equitable growth” model

and, to a lesser extent, the "Dollarization" model.

While in principle, MERCOSUR Finitusis compatible with any international
environment, a “Post-imperial anarchy" frameworkymaduce Argentina’s interest in
seeking alternatives to the integration projecentg, the possibility that a sub-regional
scenario may prove dysfunctional increases in arogphere of international order and

equilibrium ("New Rome" or "Post-Westphalian Condiomm").

In general, the three scenarios discussed descréddexninative paths for
Argentina in the “Equitable growth” and “Dollarizem” hypotheses. Likewise, we
have already described the two world order scegdhat are compatible with the one
we are now describing. We should therefore diseussenario of Brazilian crisis and
its possible impact on the regional integrationcpss. In the “Crisis and social
disintegration” scenario, the Brazilian economyelstatus in respect to the rest of the
world. There is a slow but steady decline in theropg process as a result of both the
reaction against globalization and an attempt tdromt external restrictions on growth.

State intervention in the economy increases.

At the same time, during the first decade of thetwsy the country goes through
a process of institutional deterioration and thatéSis increasingly unable to enforce
law and order. Violence grows both in the counttysand in the cities. Particularly,
the lack of political legitimacy resulting from aw growth rate, inequality, and failure
to find solutions to structural problems favors tthevelopment of corruption and
organized crime. Essentially, the deteriorationcpss of the past two decades gains
momentum with a qualitatively significant changellegal and criminal activities
become an economic alternative for relatively lgsgetions of the population and, what
is even worse, such activities take up a remarkabkre of theentrepreneurship

existing in society.
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The main reason for the poor performance of Brdaiing that period is the
difficulty to generate a consensus in order to adeaapidly and with determination in
the reforms of both the State and the institutiavisether taking a liberal approach or
imitating a neo-developmentist paradigm. Thougbwhll and in a somewhat
“patchwork” fashion, the reforms are made. Failirgrow and looming crisis end up
creating a vicious circle where problems tend tgragate requiring more drastic
solutions, which are hardly ever taken fast andtciefitly enough, thereby bringing

about still other problems.

In that scenario, the investment rate remains testricting production capacity
growth.  Non-productive, rent-seeking activitiegpand. At the same time, anti-
productive -or downright destructive- activitiesich as various modes of organized
crime, tend to mushroom. This situation limits protvity growth, which is further
affected by policies and measures aimed at redusiregnployment. Competitiveness
remains low affecting the expansion of exports.e Tidustrial and commercial policy
proves inconsistent. There is a heterogeneougpgrbinitiatives mainly from certain
sectors, resulting from corporate and regional iebband specific protection claims.
Foreign investment plummets and the economy’s opeto the world is adversely
affected by fluctuating industrial and foreign tegablicies.

Brazil assumes an essentially defensive positiontgrnational matters. Its so-
called “national interest diplomacy” foreign policy characterized by hostility toward
the United States at multilateral fora. Bilatershtions are cold and distant. Because it
has fragile institutions and economy, Brazil is stantly criticized and penalized.
Campaigns denouncing violation of human rights, egalizved corruption and
environmental affronts often launched by local artdrnational NGOs further hamper

negotiations with multilateral financing bodies.

At the regional level, a limited network of bilaaéagreements replaces a South-
American policy. The relations with Argentina rbathe lowest point in the past
decades and Brazil gradually loses interest in MBROR. Actually, this is just a sign
of Brazil's proneness to isolate itself from thstref the world as the latter is blamed
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for a good share of the country’s domestic problems

Brazil's increasing isolation can be easily detéatéthin the MERCOSUR sub-
region, yet it also becomes apparent throughoutMi@e American continent. For its
hitherto preferential clients —mainly Argentina-aBit is seen as an unstable market and
an unreliable economic and political partner. Iniat@rnational scenario where the
United States boasts absolute hegemony, Brazil'sesu MERCOSUR partners
strengthen their economic and political alliancéthwther countries in the continent,
especially the US. In those scenarios where th&igtsea multi-polar equilibrium,
Argentina broadens its scope of alliances in thetidon Hemisphere and joins the
OECD together with Chile —thereby further incregdrazil’s isolation.

4.1.3. Conclusions and implications for the EuropeaUnion

One remark that should be made regarding thisidgatif likely scenarios is that the
three key variables we have identified are as taireas they are unpredictable. In fact,
the present is far more linked to the future ttmthe present to the past. In contrast
with the situation in the European Union countfeminly its founding states) and the
NAFTA members, the degree of unpredictability whbemstruing likely scenarios for
the next decade in either Argentina or Brazil igipalarly high. Amid deep economic
and social transformation processes, both courtiage uncertain horizons. Needless to
say, this affects our capacity to anticipate indéign scenarios. The domestic options
related to thgyovernabilityandsocial cohesiofieatures represent chapters that are open
to the political and social future of Argentina aBdazil. To a certain extent, such
features are less predictable than those affegteskternal factors —such asonomic

adaptabilityanddegree of international integration
Most probably, the MERCOSUR of the year 2010 wilht fbear much

resemblance to the stylized scenarios we haveedraft this paper. For the sake of
clarity, the scenarios are presented as mutualbjuding options. However, these
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could be construed as @ntinuumof likely equilibria with the actual future path
situated half way between different scenarios.

The recent evolution of the MERCOSUR member-coastappears to draw the
integration process away from the most virtuous,ropean-type scenario —
MERCOSUR Communitas In the light of this evolution, the options opda
MERCOSUR focus on two mutually opposing scenarfdERCOSUR Fortis and
MERCOSUR Levis The chances that the integration process fatesranal crisis is
also higher.

For the European Union, only two to four scenamasild be interesting and
compatible with viable bi-regional negotiationsMERCOSUR Communitasand
MERCOSUR Fortis (in this case, mainly if theMighty Argentina rather than the
Latinia scenario prevails in Argentina). Both scenarioscampatible with advances in
the consolidation of the Customs Union and, inipaldr, with the establishment of a
minimum set of rules for administering the flowsggods, services, and investments
between the member-countries and between thesethendest of the world. The
MERCOSUR Fortisscenario can be identified as the minimum leveTo$toms Union
consolidation required to carry out effective néatimns with the European Union and,
in particular, to materialize the economic and fatpry results potentially associated
with such negotiations. On the other hand, both MMERCOSUR Finitus and the
MERCOSUR Levisscenarios are compatible with the consolidationaoFTAA.
Actually, an successful FTAA increases the charafesurvival of the sub-regional
block in theMERCOSUR Levignodality.
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