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Introduction

Negotiations between the European Union (EU) and Mercosur—the South American trading bloc
comprised of Argentina, Brazil, Paraguay, and Uruguay—were launched on June 28, 1999, although talks
were suspended intermittently over the years (2004-2010; 2013-2016). In June 2019, the EU and
Mercosur reached a political agreement regarding the trade part of the EU-Mercosur Association
Agreement (Agreement). ! This agreement would create a market of about 780 million people for goods
and services, and which makes up almost a quarter of the world’s GDP. According to the agreement in
principle, duties on about 95 percent of tariff lines for EU exports to Mercosur economies are expected
to be eliminated, accounting for about $4.5 billion in duties on imports from the EU to Mercosur per
year.? Duties on about 91 percent of tariff lines for Mercosur’s exports to the EU would also be
eliminated, while the remaining 7 percent of tariff lines would be granted preferential treatment.3 The
agreement would also reduce non-tariff barriers between the two blocs, such as standards and
regulations.* The June 2019 agreement still needs to be ratified by the national parliaments of all
member countries of both blocs, as well as by the European Parliament and the EU Council, resulting in
a current atmosphere of intensified interest into its potential effects on the participating trade blocs and
their major trading partners.

This paper examines the impact of the EU-Mercosur Agreement on the parties involved, as well as on
the United States. It is comprised of four sections: (1) 2017-2019 Trade overview, (2) Literature review,
(3) Data and Methodology, and (4) Results.

Trade Overview
EU-Mercosur Trade

EU imports from Mercosur

The EU market is important for multiple sectors within Mercosur countries, including agriculture,
mining, and natural resources. EU imports from Mercosur countries, combined, totaled $40.2 billion in
2019, 20.1 percent lower than the year before after a 6.0 percent increase in 2017-18. The main EU
imports from Mercosur countries in 2019, combined, were vegetables oils and fats (14.6 percent),
miscellaneous minerals (other extraction; 12.9 percent), paper products for publishing (7.7 percent), and
miscellaneous food products (7.6 percent). > Between 2017 and 2019, EU imports from Mercosur, on
aggregate, declined 6.5 percent ($2.8 billion), led by declines in miscellaneous minerals (other
extraction; $777 million), ferrous metals ($563 million), and oilseeds ($536 million).

By country of origin, EU imports from Mercosur vary. Brazil, the largest Mercosur exporter to the EU,
accounted for about 74.4 percent of total EU imports from the bloc in 2019. Imports from Brazil are
diverse and drive the total EU imports from Mercosur (figure X). These are led by imports of

1 European Commission, “EU-Mercosur Trade Agreement: Agreement in Principle,” June 2019.

2 London School of Economics, “Sustainability Impact Assessment in Support of the Association Agreement Negotiations
between the European Union and Mercosur,” October 2019.

3 preferential refers to non-zero tariff rates that are more favorable than MFN rates. European Commission, “EU-Mercosur
Trade Agreement: Agreement in Principle,” June 2019

* Ibid.

5 Products classified under confidential tariff lines are excluded.
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miscellaneous minerals (other extraction), vegetable oils and fats, miscellaneous crops, and paper
products for publishing, which, combined, accounted for 41.0 percent of the total imports from the
country. Argentinean exports are more concentrated, in contrast, and accounted for 19.7 percent of the
total EU imports from Mercosur in 2019. EU imports from Argentina totaled $7.9 billion in 2019, 20.6
percent ($2.0 billion) lower than in 2018. Argentina’s exports to the EU are mainly agricultural goods and
the top two exports from the country —vegetable oils and fats and miscellaneous food products—
accounted for about 50.9 percent of the total exports in that year.

Figure X. Top ten exports from Mercosur to the EU and share of exports for each country
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The value of exports from Uruguay and Paraguay, which, accounted for about 4.5 percent and 1.4
percent, respectively, of the total EU imports from the southern bloc, is substantially lower than that of
Brazil and Argentina. In 2019, EU imports from Uruguay were $1.8 billion while imports from Paraguay
were $562 million. EU imports from Uruguay were 10.8 percent (5215 million) lower in 2019 over 2018,
while they were 36.0 percent (5315 million) compared to 2018 for Paraguay. Exports from Uruguay are
concentrated in natural resources and agricultural goods, led by paper products for publishing, bovine
meat products, wood products, and oilseeds, which, combined, accounted for about 73.2 percent of the
total exports from that country. Similarly, exports from Paraguay are mainly agricultural goods, with
vegetable oils and fats, oilseeds, and bovine meat products accounting for 71.8 percent of the total
exports in 2019.

EU exports to Mercosur

In 2019, EU exports to Mercosur totaled $43.8 billion, a decrease of 2.4 percent over 2017 levels ($44.8
billion) and a 7.9 percent decrease over 2018 export levels ($47.5 billion). The decrease in EU exports
was mostly due to decreases in the value of EU exports of petroleum and coal products, motor vehicles
and parts, and electrical equipment. Seven of the top 10 exporting merchandise groups experienced
aggregate decreases in EU exports to Mercosur from 2017-2019. These seven groups constituted
approximately 40 percent of total EU exports to Mercosur in 2019. The remaining three merchandise
groups, which recorded aggregate increases from 2017-2019, were the top three exporting merchandise
groups and constituted approximately 43 percent of total EU exports to Mercosur in 2019.



During 2017-19, the machinery and equipment merchandise group made up the largest share of EU
exports to Mercosur totaling $7.35 billion in 2019, an increase of 3.3 percent from $7.12 billion in 2017.
The second largest exporting merchandise group was chemical products, which totaled $6.82 billion in
EU exports in 2019, an increase of 5.5 percent from 2017 when exports to Mercosur totaled $6.47
billion. The third largest merchandise group in EU exports to Mercosur in 2019 was basic pharmaceutical
products, which totaled $4.84 billion, and saw an increase of 3.7 percent from $4.66 billion in 2017.
Motor vehicles and parts and electrical equipment constitute the fourth and fifth largest merchandise
groups in terms of share of EU total exports to Mercosur in 2019 at $4.81 billion and $2.86 billion,
respectively. These top five merchandise groups constituted approximately 60 percent of total EU
exports to Mercosur between 2017 and 2019 (Figure x).

Figure X. Top five exports from the EU to Mercosur, 2017-2019
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EU exports to Mercosur countries in 2019 were predominantly to Brazil (78.1 percent) and, to a lesser
extent Argentina (17.2 percent), with Uruguay (3.1 percent) and Paraguay (1.5 percent) accounting for
only a small fraction (figure X). EU exports to Brazil are varied, with a mix of machinery equipment
(miscellaneous machinery equipment, motor vehicles and parts, miscellaneous transport equipment),
chemicals (chemical products and basic pharmaceutical products), electronics (electrical equipment and
computer, electronic and optical products), and natural resources (petroleum, coal products, and metal
products) among the main product groups. EU exports to Argentina mirror its exports to Brazil, with a
mix of machinery, chemical products, electronics, and natural resources. The main EU exports to
Uruguay are chemical and basic pharmaceutical products, which, combined, accounted for around 40
percent of EU exports to Uruguay in 2019, with machinery and motor vehicles and parts combining to
constitute approximately 22 percent of exports to Mercosur. In 2019, EU exports to Paraguay were
mainly chemical products (17.2 percent), machinery and miscellaneous equipment (16.5 percent), motor
vehicle and parts (9.8 percent), and computer, electronic and optical products (8.2 percent).



Figure X. Top ten EU exports to Mercosur and share for each country
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U.S.-Mercosur Trade

U.S. imports from Mercosur

As in the case of the EU, U.S. imports from Mercosur countries in 2019 were predominantly from Brazil
(84.4 percent) and, to a lesser extent Argentina (13.7 percent), with Uruguay (1.4 percent) and Paraguay
(0.5 percent) accounting for only a small fraction (figure X).® U.S. imports from Mercosur countries
totaled $37.4 billion in 2019 and have been steady in recent years, declining roughly 1.5 percent in
2018-19 after increasing 5.5 percent in 2017-18. On a country basis, U.S. imports from Brazil were $31.6
billion in 2019, about 2.2 percent (5696 million) lower than in 2018 after expanding by $2.1 billion in
2017-18. U.S. imports from Brazil are varied, with a mix of natural resources (ferrous metals, petroleum
and coal products) and machinery equipment (transport equipment, miscellaneous machinery
equipment) among the main product groups.

8 Products classified under confidential tariff lines are excluded.



Figure X. Top ten U.S. imports from Mercosur and share for each country
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In contrast, U.S. imports from the other three Mercosur countries —Argentina, Uruguay, and Paraguay,
— albeit lower, grew in 2018-19. U.S. imports from Argentina reached $1.5 billion in that year, a 1.4
percent increase over 2018. U.S. imports from Argentina are slightly more concentrated and include
natural resources (oil, miscellaneous metals, petroleum and coal products) and agricultural goods
(miscellaneous food products, beverages and tobacco products). U.S. imports from Uruguay totaled
$542 million in 2019 —a 3.3 percent ($17.1 million) increase over 2018 while U.S. imports from
Paraguay totaled $178 million in that year, increasing 30.6 percent over 2018. The main U.S. imports
from Uruguay are bovine meat products and wood products, which, combined, accounted by over half
of the total U.S. imports from that country in 2019. From Paraguay, U.S. imports in 2019 were mainly
agricultural goods including sugar (18.4 percent), miscellaneous animal products (15.5 percent), oilseeds
(14.2 percent), and miscellaneous cereal grains (10.4 percent).

U.S. exports to Mercosur

In 2019, US exports to Mercosur totaled $46.2 billion, an increase of 4.9 percent over 2017 levels ($44.0
billion) and a 2.5 percent increase over 2018 export levels ($45.1 billion). The increase in US exports was
mostly due to increases in the value of US exports of petroleum and coal products, chemical products,
machinery and equipment, and oil. Six of the top 10 exporting merchandise groups experienced
aggregate increases in US exports to Mercosur from 2017-2019. These six groups constituted
approximately 65.4 percent of total US exports to Mercosur in 2019. The remaining four merchandise
groups, which recorded aggregate decreases from 2017-2019, constituted approximately 24 percent of
total US exports to Mercosur in 2019.

During 2017-19, petroleum and coal products was the product group with the largest share of U.S.
exports to Mercosur, with exports totaling $10.7 billion in 2019, an increase of 11.9 percent from $9.6
billion in 2017. The second largest group was chemical products, which totaled $9.8 billion in U.S.
exports in 2019, an increase of 6.7 percent from 2017 when exports to Mercosur totaled $9.2 billion.



The third largest product group in U.S. exports to Mercosur in 2019 was computer, electronic and
optical products, which totaled $7.1 billion, and saw a decrease of 8.5 percent from $7.7 billion in 2017.
Miscellaneous machinery and equipment and basic pharmaceutical products constitute the fourth and
fifth largest product groups in terms of share of U.S. total exports to Mercosur in 2019 at $4.99 billion
and $1.87 billion, respectively. These top five groups constituted approximately 73 percent of total U.S.
exports to Mercosur between 2017 and 2019 (Figure x).

Figure X. Top five exports from the US to Mercosur, 2017-2019
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US exports to Mercosur countries in 2019 were predominantly to Brazil (75.6 percent) and, to a lesser
extent Argentina (16.6 percent), with Paraguay (4.5 percent) and Uruguay (3.3 percent) accounting for
only a small fraction (figure X). US exports to Brazil are varied, with a mix of natural resources
(petroleum, coal products, and oil), machinery equipment (miscellaneous manufactures and machinery
equipment and motor vehicles and parts), chemicals (chemical products and basic pharmaceutical
products), and electronics (electrical equipment and computer, electronic and optical products) among
the main product groups. US exports to Argentina mirror its exports to Brazil, with a mix of natural
resources, machinery, chemical products, and electronics. The main US exports to Paraguay are
computer, electronic and optical products, which accounted for around 73 percent of US exports to
Paraguay in 2019, with machinery, chemical products and petroleum and coal products combining to
constitute approximately 88 percent of US exports to Paraguay. In 2019, US exports to Uruguay were
mainly oil (22.9 percent), computer, electronic and optical products (20.7 percent), chemical products
(19.2 percent), basic pharmaceutical products (10.8 percent), and machinery and miscellaneous
equipment (8.4 percent).



Figure X. Top ten US exports to Mercosur and share for each country
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U.S.-EU Trade

U.S. imports from the EU

The EU was the top source for U.S. imports in 2019, after rising from second place in 20187 and 2018. In
2019, U.S imports from the EU reached $428 billion, a 4.9 percent increase over 2018 after a 11.8
percent increase in 2018-17. U.S. imports from the EU in 2019 were led by basic pharmaceutical
products (19.7 percent), miscellaneous machinery and equipment (12.3 percent), motor vehicles and
parts (11.4 percent), and chemical products (8.9 percent). The growth in U.S. imports from the EU in
2019 was led by increases in imports of basic pharmaceutical products (16.9 percent) and miscellaneous
transport equipment (18.2 percent). Further, certain products have seen a larger increase than the
overall increase of 4.9 percent from 2018 to 2019, with U.S. imports of coal and oil growing 826 and 259
percent in value in that period, followed by bovine meat products from the EU which expanded by 77.4.



Figure X. Top U.S. imports from the EU, 2017-2019
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U.S. exports to the EU

In 2019, U.S. total exports to the EU totaled $255.9 billion, an increase of 13.3 percent over 2017 export
levels ($225.9 billion) and a 2.3 percent increase over 2018 export levels ($250.2 billion). The top five
merchandise sectors experienced aggregate increases in U.S. total exports to the EU from 2017-2019.
During 2017-19, the product group with the largest share of U.S. exports to the EU was transportation
equipment products, which saw an increase in U.S. total exports of 5.7 percent from $44.6 billion in
2017 to $47.2 billion in 2019. Basic pharmaceutical products experienced the second largest value in
total U.S. exports in 2019 at $32.7 billion, an increase of 1.0 percent over 2017 U.S. exports ($32.4
billion). The third largest product group in U.S. exports to the EU in 2019 was computer, electronic and
optical products, which totaled $27.1 billion, and saw an increase of 10.7 percent over 2017 levels
(524.5 billion in 2017). Chemical products and machinery and equipment products complete the top five
product groups with the largest shares of U.S. total exports to the EU in 2019 at $25.8 billion and $18.4
billion, respectively. These top five product groups constituted approximately 60 percent of total U.S.
exports to the EU between 2017 and 2019 (Figure x).



Figure X. Top five exports from the United States to the EU, 2017-2019
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U.S. and Mercosur export competition to the EU
An overview of total U.S. and Mercosur exports to the EU from 2017 to 2019 shows that several major
product groups overlap and demonstrate head-to-head competition between U.S exports and Mercosur
exports to the EU. Table X shows U.S. exports in relation to Mercosur’s top ten export product groups.
While the majority of these product groups do not represent a significant share of total U.S. exports to
the EU, the agreement could have an impact in U.S. exports to the EU in these categories.

Table X. Top ten exports from Mercosur to the EU and relative U.S. exports to the EU
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U.S. and EU export competition to Mercosur
An overview of total U.S. and EU exports to Mercosur from 2017 to 2019 shows that several major
product groups overlap and demonstrate head-to-head competition between U.S exports and EU
exports to Mercosur. Table X shows U.S. exports in relation to the EU’s top ten export product groups.
While the majority of these product groups do not represent a significant share of total U.S. exports to
Mercosur, the agreement could have an impact on U.S. exports to Mercosur in these categories.

Table X. Top ten exports from the EU to Mercosur and relative U.S. exports to Mercosur

EU Exports to Mercosur

U.S. Exports to Mercosur

Product Average Market | Average Projected | Average Export Market | Average

(HS6) Export Value Share Weighted Tariffs Value 2017-19 Share Weighted
2017-19 (U.S. Tariff or Under (U.S. dollars) Tariff or
dollars) Equivalent | FTA Equivalent
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Trade in sensitive agricultural products

EU-Mercosur Trade

EU TRQs on sensitive agricultural products
Sensitive agricultural products account for about a third of Mercosur agricultural exports to the EU,

which were estimated at $3 billion, on average, between 2016 and 2018.7 Analyses of the impact of the

EU-Mercosur trade agreement, as well as public remarks from trade associations and government
officials, have highlighted the potential, but limited, implications this agreement could have in certain

sectors deemed sensitive. Among the products considered sensitive by the EU are beef, poultry, sugar,
ethanol, honey, and rice (table X).® For these products, the EU has agreed to implement a partial trade
liberalization schedule by establishing tariff rate quotas (TRQs) for Mercosur once the agreement enters
into force.® The agreement also allows the EU to adopt safeguards, which cover about 23 percent of the
EU agricultural tariff lines, that would be triggered when a sudden increase of imports results in “serious

market disturbances for EU producers.

” Bruegel p9
& Breugel p 8-9

° Gallina, Civil Society Dialogue, Meeting on the EU-Mercosur Trade Agreement, July 15 ,2019;

https://trade.ec.europa.eu/doclib/docs/2019/june/tradoc _157955.pdf

10 https://trade.ec.europa.eu/doclib/docs/2019/june/tradoc_157955.pdf ; Breugel p 9
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Table X: EU TRQs for certain sensitive agricultural products from Mercosur

Product Current situation (as of 2020) FTA concessions® Phase-in
period
Fresh e High quality fresh beef quotas e 55,000 tons quota for fresh 5 years
Beef® (over 40,000 tonnes) for all beef from Mercosur with a
Mercosur countries with 20 7.5 percent duty
percent in-quota tariff
e 59 percent MFN duty for out-of-
quota products
e High quality frozen beef erga e 44,000 tons quota of frozen
omnes quota of over 60,000 tons beef with a 7.5 percent duty
with 20 percent in-quota tariff
Frozen |*® 700 tonnes frozen thin skirt from 5 years
Beefc Argentina with 4 percent in-
guota duty
e 74 percent MFN duty for out-of-
quota products
Poultry? e Qver 350,000 tons quotas for e Duty-free import quota of 5 years
various poultry products from 180,000 tons for Mercosur
Brazil with duties ranging from products
8.5 percent for preparations of
poultry meat to 15.4 percent for
salted poultry meat
e QOver 16,000 tonnes erga omnes
quota for poultry meat with
varying specific duties
e 53 percent MFN duty for out-of-
qguota products
Sugar® e Over 330,000 tonnes of sugar e Duty free access for 180,000 | Immediate
from Brazil tons of sugar for refining for
e 83 percent MFN duty for out-of- Brazil
qguota products e Duty-free quota of 10,000
tons for Paraguay
Ethanol e 21 percent MFN duty e Duty-free quota of 450,000 6 years
tons of ethanol for use by the
chemical industry
e Two-thirds reduction of MFN
rate for 200,000 tons of
ethanol for all other uses
(including fuel)
Honey e 17 percent MFN duty e Duty-free access for 45,000 6 years
tons of honey
Rice e 8 percent MFN duty e Duty-free quota for 60,000 6 years

tons of rice

12




Sources:

https://www.europarl.europa.eu/RegData/etudes/BRIE/2019/640138/EPRS BRI(2019)640138 EN.pdf p

10; https://trade.ec.europa.eu/doclib/docs/2019/june/tradoc_157955.pdf; LSE paper (sectoral analysis);

Huan-Niemi, Ellen & Niemi, Jyrki. (0002). Mercosur's meat exports to the EU: Assessment of policies

affecting trade flows

https://www.researchgate.net/publication/228431257 Mercosur's meat _exports to the EU Assessm

ent of policies affecting trade flows.; https://www.annacavazzini.eu/wp-

content/uploads/2020/01/Study-on-the-EU-Mercosur-agreement-09.01.2020-1.pdf p 24

(a) https://trade.ec.europa.eu/doclib/docs/2019/june/tradoc 157955.pdf

(b) Commission Implementing Regulation (EU) No 593/2013.

(c) Commission Regulation (EC) No 412/2008; Commission Regulation (EC) No 748/2008.

(d) Commission Regulation (EC) No 1385/2007; Commission Regulation (EC) No 616/2007; Commission
Regulation (EC) No 533/2007.

(e) Commission Regulation (EC) No 891/2009.

(f) Current quotas only apply to Brazilian products.

While the EU-Mercosur agreement would eliminate tariffs on about half of the EU imports from the
Southern bloc that are not currently eligible for duty-free access, the adoption of the partial
liberalization schedule for sensitive agricultural products would limit the overall gains from the
agreement.!! An analysis by the London School of Economics (LSE) looked at the potential impact of the
agreement on some of these specific agricultural sectors. The analysis noted the limitations from a
computable general equilibrium framework on evaluating the impact on these products resulting, partly,
from the complex EU tariff schedule. Specifically, trade barriers in the EU are often non-ad valorem
(TRQs, compound or specific tariffs), which affect the trade differently than ad valorem duties based on
quota values and country-specific allotments.'> However, for certain products including beef and sugar,
the impact of the increased access for products from Mercosur is expected to be limited due to
constraints such as potential output increases in Mercosur countries and the reduced share of the
concessions compared to the EU market for these products.

Another study by Bruegel, a Brussels-based think tank, noted that for most products, the new quotas
represent a small fraction of the total EU consumption, thus the effect on prices and EU production
would be limited. For instance, the TRQ for beef products represents an estimated 1.2 percent of the
total EU consumption. Further, EU imports from Mercosur countries already surpass the beef quota,
despite a relatively high MFN tariff of 59 percent for fresh beef and 74 percent for frozen beef, thus the
expected gains from the agreement would be in the form of savings for Mercosur exporters.’ In
contrast, in the case of ethanol, the TRQ under the EU-Mercosur agreement is likely to result in larger
increases of EU imports of the product. The new TRQ included in the EU-Mercosur agreement for
ethanol represents about one half of Mercosur exports to the world, thus likely resulting in a substantial
increase in exports from the Southern bloc to the EU, as the EU bioplastics and biochemical industries —

11 The analysis also looked at specific sectors in manufacturing and services. Bruegel p 9

12 | SE paper, page 180.

13 Similarly, while the TRQ for poultry meat represents an increase in the current export levels from
Mercosur, combined with the new TRQ these only represent slightly over 1 percent of EU consumption
of poultry meat, thus having a likely limited impact on EU production and prices. In the case of sugar,
Mercosur exports already surpass the current quota level, with the new quotas covering about 90
percent of the current level of exports. The additional quota for Paraguay, thus, is not likely to have an
impact on the EU market or consumers. Bruegel paper p 9-11
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for which ethanol is a feedstock— expand. This increase could also result in products from third-country
suppliers to the EU —including the United States— being replaced with ethanol from Mercosur.

The effects on EU farmers, which the EU’s partial liberalization schedule aims to protect, are expected to
be minimal given the limitations of the above-mentioned quotas relative to EU consumption, as well as
differentiation between imported products and domestic EU product, among others. For instance, the
rice varieties grown in the EU and imported from Mercosur countries are different, thus the expected
impact on EU rice farmers is low.™ EU farmers would also be protected through governmental
assistance as the EU allocated a 1 billion euros support package in case of market disruptions caused by
the agreement. The EU would also maintain its domestic support policy for farmers (known as the
Common Agricultural Policy or CAP), although export subsidies would be eliminated. ¢

Mercosur TRQs for sensitive agricultural products from the EU

In turn, while MFN tariffs on most EU imports into Mercosur would be eliminated, duties on certain
products that currently face high tariffs including wine, chocolate, whiskey and other spirits, biscuits,
canned peaches, and soft beverages, would be progressively eliminated. Additionally, zero-duty quotas
would be established for certain EU dairy products, including cheese, milk powder, and infant formula.?’
The agreement also protects geographical indicators (Gl) on over 300 EU products, including various
wines and cheeses, and on over 200 Mercosur products. Some of these Gls would be protected after
grace periods established in the agreement.*®

Table X: Mercosur TRQs for certain sensitive agricultural products from the EU

Product Current situation FTA concessions Phase-in period

Cheese 28 percent duty 30,000 tons duty-free quota 10 annual stages
Milk powder 28 percent duty 10,000 tons duty-free quota 10 annual stages
Infant formula 18 percent duty 5,000 tons duty-free quota 10 annual stages

Source: https://trade.ec.europa.eu/doclib/docs/2019/july/tradoc_158059.pdf ;
https://www.annacavazzini.eu/wp-content/uploads/2020/01/Study-on-the-EU-Mercosur-agreement-
09.01.2020-1.pdf

Box X.X. EU’s concerns over increased trade in certain agricultural products

While the EU and Mercosur announced a free trade agreement in 2019, it has not yet been ratified by
any of the blocs as of May 2021. In addition to all four Mercosur countries, for the FTA to be

14 Brueagel p11

15 https://trade.ec.europa.eu/doclib/docs/2019/july/tradoc_158059.pdf

16 https://www.annacavazzini.eu/wp-content/uploads/2020/01/Study-on-the-EU-Mercosur-agreement-
09.01.2020-1.pdf p 28

17 https://trade.ec.europa.eu/doclib/docs/2019/june/tradoc_157955.pdf;
https://www.europarl.europa.eu/RegData/etudes/BRIE/2019/640138/EPRS_BRI(2019)640138 EN.pdf9-
9

18 Geographical indicators (Gl) are used on products with a specific geographic origin with qualities,
reputation, and characteristics mainly derived from this origin. Gls allows producers to use the indicator
on their products while protecting them by preventing third parties from using it if their product does
not conform to the standards. https://www.annacavazzini.eu/wp-content/uploads/2020/01/Study-on-
the-EU-Mercosur-agreement-09.01.2020-1.pdf p 102
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implemented it has to be ratified by the parliaments of all 27 EU Member States in addition to the
European Parliament, after it’s finalized.? Adding to the uncertainty of the long ratification process,
some EU countries have shown concerns over the implications the agreement could have for EU farming
as well as on the environment and human rights, particularly in Brazil. Farmers in countries such as
France, Ireland, and Belgium have voiced opposition, mentioning that the tariff reductions and increased
guota access for Mercosur products threaten their operations. These farmers—particularly beef and
chicken producers—point to lower environmental, labor, and quality and food safety standards in
Mercosur countries as a disadvantage for EU producers. The EU Commission, in response, has expressed
that EU food safety standards, would apply to all imported product and that the potential impact of the
new quotas on certain agricultural products would be limited. ?

Further, governments and civil society groups in some EU countries have expressed concerns on the
potential negative effects that increased EU imports--particularly beef and soy from Brazil--could have
on the environment. Specifically, EU governments including France, the Netherlands, and Austria have
voiced opposition to the deal and a recent survey found broad opposition among the European public.
Among their concerns, EU leaders have pointed to the increase in deforestation in the Amazon
rainforest (about 35 percent between August 2019 and July 2020) and the record number of wild fires
attributed to deforestation efforts registered in 2019 and 2020, as indicators of the potential impact of
the agreement, if not addressed.® Soybean farming and cattle ranching, as well as sugarcane farming,
have been among the main drivers of deforestation in the Amazon Rainforest in Brazil.f Although, since
the early 2000s multiple Brazilian administrations have implemented regulations to reduce
deforestation. the President of the current administration, Jair Bolsonaro, was elected in July 2018.
Since then, he has eliminated certain restrictions and enforcement of regulations, which has been linked
to the recent increases in deforestation.8

Policy changes in Brazil are also reported to have curtailed its potential to meet global commitments on
environmental goals, particularly the reduction of greenhouse gas emissions. While Brazil is a party to
the Paris Agreement, in which country governments set specific goals to reduce greenhouse gas
emissions," experts estimate the country will not be able to meet these due to the recent relaxation in
policies and lack of enforcement by the Brazilian government.' Brazil’s commitments under the Paris
Agreement aim to reduce 37 percent of carbon emissions by 2025 (43 percent by 2030) by eliminating
illegal deforestation in the Amazon rainforest and restoring and reforesting 12 million hectares of
forests by 2030, among other measures. In 2017, Brazil was the seventh largest emitter in the world and
data show that almost half of these emissions were from deforestation (46 percent), while agricultural
activities accounted for almost a quarter (24 percent) and energy and transportation activities for about
21 percent.In 2019, Brazil’s GHG emissions rose 9.6 percent from a year earlier, according to the
emissions-monitoring system (SEEG) developed by local environmental NGO Observatorio do Clima.
SEEG estimates that deforestation accounted for 44 percent of total GHG emissions in 2019. Emissions
from deforestation increased by 23 percent from 2018.

To address this, some EU governments and nongovernmental organizations have called for a delay in
the ratification of the EU-Mercosur agreement in order for Mercosur governments, particularly the
Brazilian government, to make strong commitments on deforestation to protect the Amazon rainforest.
The government of France, specifically, has voiced opposition to the agreement as it was drafted as it
does not include provisions “to impose discipline on the practices of the Mercosur countries in the fight
against deforestation.”' As a result the EU Commission has initiated talks with the Brazilian government
before submitting the agreement for ratification.™ However, the sustainability impact assessment
conducted by the London School of Economics and commissioned by the EU Commission estimated that
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the expected output increase resulting from increased access into the EU would not be substantial, thus
the environmental impact directly from the FTA would be small.€ Further, the EU-Mercosur agreement
includes a Trade and Sustainable Development (TDS) chapter, which has been included in EU
agreements since 2009." The TDS in the EU-Mercosur agreement includes provision in which parties
agree to uphold their Paris Agreement commitments. However, while some analysis point to this
chapter as a means to reduce the environmental impact from the agreement, others highlight the lack
of mechanisms for doing so, such as penalties or trade actions, and suggest the inclusion of provisions
that would allow parties to enforce the commitments included in the agreement.™

a https://www.europarl.europa.eu/RegData/etudes/BRIE/2019/640138/EPRS BRI(2019)640138 EN.pdf
pll

b Bruegel p 13

¢ https://news.mongabay.com/2021/02/european-public-roundly-rejects-brazil-trade-deal-unless-
amazon-protected/

e https://www.dw.com/en/merkel-amazon-deforestation-threatens-eu-mercosur-deal/a-54651194;
https://www.reuters.com/article/eu-mercosur-brazil/brazil-pledge-on-amazon-needed-to-save-eu-
mercosur-trade-deal-eu-diplomat-idUSKBN28H1SP

f https://www.tandfonline.com/doi/full/10.1080/1747423X.2017.1291766

g https://www.nytimes.com/2019/07/28/world/americas/brazil-deforestation-amazon-bolsonaro.html
h [define Paris Agreement]

i Brazilian president Jair Bolsonaro had criticized the Paris Agreement and had promised to withdraw
from it during his campaign for the presidency (although later backed off). However, his government has
been criticized for taking a lax stance on deforestation. There have also been reports of increased illegal
activity in Brazil that result in deforestation, including the presence of mining activity in indigenous lands
and areas protected by law.
https://news.mongabay.com/2019/09/bolsonaros-brazil-unlikely-to-achieve-paris-agreement-goals-
experts/ ; https://news.mongabay.com/2019/07/yanomami-amazon-reserve-invaded-by-20000-miners-
bolsonaro-fails-to-act/ https://www.hrw.org/news/2020/07/06/eu/brazil-delay-trade-deal-pending-
amazon-crisis-response

j https://news.mongabay.com/2019/09/bolsonaros-brazil-unlikely-to-achieve-paris-agreement-goals-
experts/ ; https://news.mongabay.com/2019/07/yanomami-amazon-reserve-invaded-by-20000-miners-
bolsonaro-fails-to-act/

k Additionally, in October 2020 the European Parliament symbolically rejected the agreement over these
concerns. [source for this]. https://www.hrw.org/news/2020/07/06/eu/brazil-delay-trade-deal-pending-
amazon-crisis-response ; https://www.theguardian.com/world/2020/oct/20/eu-seeks-amazon-
rainforest-protections-pledge-from-bolsonaro-in-push-to-ratify-trade-deal ;
https://www.theguardian.com/world/2020/oct/20/eu-seeks-amazon-rainforest-protections-pledge-
from-bolsonaro-in-push-to-ratify-trade-deal ;
https://www.europarl.europa.eu/thinktank/en/document.htm|?reference=EPRS ATA(2020)659311

| https://www.theguardian.com/world/2020/oct/20/eu-seeks-amazon-rainforest-protections-pledge-
from-bolsonaro-in-push-to-ratify-trade-deal

m https://www.reuters.com/article/eu-mercosur-brazil/brazil-pledge-on-amazon-needed-to-save-eu-
mercosur-trade-deal-eu-diplomat-idUSKBN28H1SP

n Centre for European Reform

m LSE paper; Ghiotto and Echaide; Centre for European Reform
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Overlap with U.S. agricultural trade

The EU is an important market for U.S. agricultural exports, which averaged $15.4 billion per year
between 2015 and 2019, according to a U.S. Department of Agriculture (USDA) analysis. The USDA
analysis estimated that about $4 billion, or over 25 percent, of these exports face direct competition
with products from Mercosur, which means these agricultural products would be at a disadvantage if
the agreement enters into force.?® [add more on US exports to the EU]

U.S. exports of agricultural products, including sensitive agricultural products with increased access for
Mercosur countries under the agreement, often face high tariffs and limited quota access in the EU, as
well as non-tariff measures when exporting to the bloc. For instance, U.S. exports of beef and beef
products had been limited as the EU prohibits the use of synthetic hormones in cattle. In 2020, however,
U.S. producers began to benefit from a country-specific quota negotiated between the United States
and the EU, which allowed 35,000 tons of hormone-free U.S. beef to enter duty-free.?° Under the EU-
Mercosur agreement, Mercosur exporters would be able to ship an additional 55,000 tons of beef free
of duty, which is likely to expand the already large share of EU imports of the commodity that the bloc
captures. In 2017-19, Mercosur countries captured, on average, 72 percent of the EU beef imports,
compared to an average of 11 percent for U.S. beef (figure X). Sanitary and phytosanitary measures also
affect U.S. exports to the EU, including poultry (particularly chicken) products. U.S. poultry producers
use a chemical wash to rinse carcasses and eliminate pathogens from entering the supply chain.
However, EU regulations prohibit the use of these washes, thus preventing imports of U.S. product from
entering EU commerce.?! In contrast, Mercosur exports accounted for about 41 percent, on average, of
the total EU imports of poultry in 2017-19.%

Figure X: EU imports of certain sensitive agricultural products from the United States and Mercosur,
2017-19

19 USDA, FAS, European Union (EU)-MERCOSUR Trade Agreement —A Preliminary Analysis, January 2021.
20 The EU banned the use of certain synthetic growth hormones and ractopamine, which were approved
for use in the United States. This ban was subjected to a dispute at the WTO and resulted in the
implementation of a hormone-free quota for 45,000 tons of beef imported into the EU. However, the
guota was often exhausted quickly, preventing high-quality U.S. beef from entering free of duty into the
European market. https://ec.europa.eu/commission/presscorner/detail/en/ip 19 3012 ;
https://www.beefmagazine.com/exports/revised-duty-free-quota-opens-new-doors-us-beef-europe For
more information on the dispute, see https://fas.org/sgp/crs/row/R40449.pdf

2 https://www.latimes.com/business/story/2020-01-27/chicken-chemicals-eu-
trade#:~:text=The%20U.S.%20uses%20chemical%20washing,the%20EU%20bans%20the%20practice.&t

ext=The%20U.S.%20will%20push%20hard,secretary%200f%20Agriculture%20has%20insisted.
22
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While for most of the agricultural products subject to TRQs in the EU-Mercosur agreement Mercosur
countries account for a higher market share compared to U.S. products, for a few, including ethanol, the
United States is a larger supplier to the EU. By volume, U.S. ethanol represented over 667,000 tons in
2017-19, on average, with ethanol for fuel accounting for 51.9 percent and industrial ethanol accounting
for 48.1 percent. U.S. exports of fuel ethanol to the EU grew 61.7 from 2017-19, while U.S. exports of
industrial ethanol grew 35.5 percent in the period.? The FTA, however, grants increased access equal to
650,000 tons of the product for Mercosur countries, 30.7 percent of ethanol for fuel use and 69.2
percent of industrial ethanol for the chemical industry. Although the EU market for industrial ethanol
product is expected to continue to grow, it is likely that such an expansion with a reduced duty for
Mercosur countries —compared to an average tariff of 21 percent for U.S. ethanol,— results in a
reduction in EU imports of U.S. ethanol. The fuel ethanol segment also faces competition from EU
ethanol, as most of the bloc’s production is for fuel use. %

In contrast, EU and U.S. exports do not overlap as much in the Mercosur market. According to the USDA,
about 60 percent of U.S. exports to the bloc were soybeans and ethanol, and the EU is not a large
exporter of these products. However, the agreement, which, among other things, protects over 300 EU
Gls in Mercosur, could limit growth in U.S. exports of intermediate and processed consumer goods,
including wine and dairy products. Table X highlights the U.S. products that a USDA analysis identified as
being at higher risk of being affected by the EU-Mercosur agreement.®

Table X.X
Product U.S. share of EU share of Average Increased EU
Mercosur imports | Mercosur imports | Weighted Tariff or | share of Mercosur
(%) (%) Equivalent (%)

2 DataWeb accessed May 27, 2021.

24 https://trade.ec.europa.eu/doclib/docs/2019/july/tradoc 158059.pdf ;
https://www.annacavazzini.eu/wp-content/uploads/2020/01/Study-on-the-EU-Mercosur-agreement-
09.01.2020-1.pdf

25 USDA, FAS, European Union (EU)-MERCOSUR Trade Agreement —A Preliminary Analysis, January 2021.
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imports due to
FTA

Other 13 23 14
Intermediate
Products
(including
enzymes,
peptones,

wheat gluten and
hops)

Food Preps & 14 32 14.6
Misc.
Dairy Products 7 15 16.2
Feeds & Fodders 12 30 8
Processed 4 28 13
Vegetables

Source: USDA, FAS, European Union (EU)-MERCOSUR Trade Agreement —A Preliminary Analysis, January
2021.

Non-Tariff Measures

Introduction

The EU-Mercosur trade agreement, aside from reducing and removing tariffs, also focuses on non-tariff
measures (NTMs). NTMs can impact trade directly or indirectly by restricting trade (for example, import
guotas), but they can also facilitate trade by aligning the regulations of particular industries across
countries with that of internationally recognized best practices. Relevant NTMs in the EU and Mercosur
trade agreement can be categorized into three broad groups: (1) technical, (2) non-technical (both of
which are import-specific), and (3) export-related measures. Technical measures refer to product-
specific qualities, such as sanitary or environmental protection measures, while non-technical measures
refer to trade requirements, such as customs procedures.?® All three categories are relevant to the EU
and Mercosur and were central in the negotiations between the trading blocs.

This paper builds on recent studies and work done to derive at ad valorem equivalents for NTMs
outlined by the agreement. This paper uses databases from the World Bank, UNCTAD TRAINS, as well as
government and sector data, to model, quantify, and estimate the average impact of core NTMs on
relevant GTAP sectors via the variable ‘ams’ in GTAP Data Base.

A discussion of NTMs relevant to the agreement and potential impact on U.S. industries follows below.

NTMs Relevant to the EU

The EU applies a variety of requirements and procedures to goods imported into its customs union,
ranging from the presentation of import certificates for agricultural products to the affixing of the CE
marking indicating that the product complies with conformity requirements.?” The measures are vast

26 |nternational Trade Centre (ITC). “NTM Survey Classification.” n.d. (accessed April 11, 2021).
https://ntmsurvey.intracen.org/support-materials/ntm-classification/

27 European Commission. “Access2Markets — My Trade Assistant.” (accessed May 19, 2021). https://trade.ec.europa.eu/access-
to-markets/en/results?product=2918220010&origin=BR&destination=DE
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and are aimed at protecting public health, consumers’ demands, the environment, etc. The range of
measures impact all product groups that Mercosur countries and the United States export to the EU.
Below is an overview of the regulatory framework and import regimes that are classifiable as NTMs, and
which are relevant to the top export product groups originating in Mercosur and the United States with
the EU as their destination.

EU NTMs Applied to Major Product Groups from Mercosur

In terms of value, the primary product groups of EU imports from Mercosur in 2019 were vegetable oils
and fats (14.6 percent), miscellaneous minerals (other extraction; 12.9 percent), paper products for
publishing (7.7 percent), and miscellaneous food products (7.6 percent). Imports of products in these
groups are subject to the EU’s overall regulatory framework for companies doing business in the EU, as
well as specific legislation that is directly applicable to certain products in these GTAP categories. The
specific product groups discussed below is a selection of product groups with high trade volumes
between the trade blocs and product groups facing relatively higher NTM AVEs.

EU NTMs on imports of vegetable oils and fats

The EU applies technical and nontechnical NTMs to vegetable oils and fats produced and sold in the EU
market. Overall, around 3090 NTMs exist that apply to this product group with the vast majority of
measures related to sanitary and phytosanitary (SPS) regulations. In terms of AVEs, these overall
measures translate to approximately 22.4 percent for exports from Brazil, 0.4 percent for exports from
Argentina, 0.2 percent for exports from Uruguay, and .01 percent for exports from Paraguay. Of these
3090 NTMs, approximately 385 labeling requirements exist for vegetable oils and fats sold in the EU
market. Labeling requirements include measures regulating the size, color, and kind of printing on
packages as well as labels defining information for the consumer about the product, such as instructions
on use, safety, and security advice. The vegetable oils and fats product group includes products like
flours and meals of oilseeds, and which are required to comply with the EU’s labeling rules. There are
two types of labeling that apply to these products, such as the general rules on food labeling and certain
provisions for specific groups of products, including labeling of genetically modified food, labeling of
food additives and flavorings, and labeling of food products for particular nutritional purposes.?®
Similarly, around 320 sanitary and phytosanitary measures specific to food labeling exist for this product
group. These measures define the information that is to be provided to the consumer and which is
directly related to food safety, and includes provisions mandating that labels indicate specific storage
conditions and any allergens that could be potentially dangerous to consumers.?® Other significant
sanitary and phytosanitary measures governing the production and sale of vegetable oils and fats in the
EU include authorization requirements for importers for sanitary and phytosanitary reasons, tolerance
limits for residues of or contamination by certain non-microbiological substances, restricted use of
certain substances in foods and feeds and their contact materials, hygienic requirements, and others.

SPS measures impact many of the vegetable oils and fats products the EU imports from Mercosur, and
the agreement’s goals to harmonize these measures and the relevant SPS certificates could have an

28 General rules on food labeling include the name of the food, list of ingredients, net quantity, minimum durability rate,
storage conditions or conditions of use, country of origin, instructions of use, and nutrition declaration.
https://trade.ec.europa.eu/access-to-markets/en/results?product=120810&origin=BR&destination=DE.

2 Labeling requirements that fall under sanitary and phytosanitary measures include the legal name of the food product, a list
of ingredients that includes all ingredients (including additives or enzymes) in descending order of weight, nutrition declaration
(energy value, amounts of fat, saturates, carbohydrate, sugars, protein and salt), and others.
https://trade.ec.europa.eu/access-to-markets/en/results?product=120810&origin=BR&destination=DE.
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impact on trade between the two blocs. Generally, both parties agreed to several trade facilitation
measures, including adopting and maintaining procedures allowing for expedited SPS import checks and
simplifying the import and approval procedures.3°

EU NTMs on imports of miscellaneous minerals

According to WITS, there are 859 technical and non-technical NTMs that apply to miscellaneous
minerals marketed and sold in the EU. In terms of AVEs, these overall measures translate to
approximately 0.2 percent for exports from Uruguay, 0.8 percent for exports from Paraguay, and less
than .01 percent for exports from Argentina and Brazil. Of these 859 different NTMs, 229 different
NTMs related to product quality, safety, and performance requirements apply to the miscellaneous
minerals category before they can be produced and marketed in the EU.3! These quality, safety, and
performance requirements apply Mercosur exports of miscellaneous minerals to the EU as many of
these products are intended for construction purposes. Many of the miscellaneous mineral imports from
Mercosur to the EU include products intended for construction, such as tarred macadam and sintered
magnesia. Besides having to comply with the general requirements associated with the EU’s import
regime, the EU also has product quality, safety, and performance requirements for construction
products. The EU outlines specific conditions for the marketing of construction products in its
Construction Products Regulation (CPR). The CPR applies to any construction product or kit produced
and marketed for permanent construction works like buildings and civil engineering projects. Also
applicable to EU imports from Mercosur of miscellaneous minerals are 240 instances of certification
requirements.3? Certification requirements offer conformity with a given regulation. Certification of
conformity is required by the EU of miscellaneous minerals imported into the EU with origin in
Mercosur.

The EU-Mercosur agreement’s technical barriers to trade chapter outlines as an objective the
identification, prevention, and elimination of technical barriers like the ones applicable to miscellaneous
minerals. In particular, the EU and Mercosur agreed to the use of relevant international standards as a
basis for their technical regulations including any relevant conformity assessment elements. Both parties
agreed to general reciprocity in a supplier’s declaration of conformity whether the conformity
assessment bodies are located in the territories of Mercosur or the EU. In general, the agreement
intends to harmonize and establish conformity assessment procedures that are in accordance and
accredited by the EU and Mercosur.33

EU NTMs on imports of paper products for publishing

According to WITS, there are 916 technical and non-technical NTMs that apply to paper products for
publishing marketed and sold in the EU. In terms of AVEs, these overall measures translate to
approximately 1.8 percent for exports from Brazil, 0.9 percent for exports from Argentina, 0.4 percent
for exports from Paraguay, and NTMS are less than .01 percent for exports from Uruguay. The vast

30 Trade part of the EU-Mercosur Association Agreement. “Chapter: Sanitary and Phytosanitary Measures.”
https://trade.ec.europa.eu/doclib/docs/2019/july/tradoc_158155.%20Sanitary%20and%20Phytosanitary%20Measures.pdf.

31 B7 — Product quality, safety or performance requirements.

32 Other technical and non-technical NTMs that apply to EU imports from Mercosur include labeling requirements (85
instances), restricted use of certain substances in foods and feeds and their contact materials (63 instances), and non-automatic
import-licensing procedures other than authorizations covered under the chapters on sanitary and phytosanitary measures and
technical barriers to trade (43 instances). GTAP EU NTM 2018; https://unctad.org/system/files/official-
document/ditctab2019d5 en.pdf.

33 https://trade.ec.europa.eu/doclib/docs/2019/july/tradoc_158153.%20Technical%20Barriers%20to%20Trade.pdf
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majority of these measures include the prohibition or control of certain imports for non-economic
reasons, such as security and the protection of health and the environment.3* Traceability requirements
also make up a significant portion of the total NTMs to which imports of paper products for publishing
are subjected in the EU. Specifically, requirements relating to the disclosure of information on the origin
of materials used in the final product apply to most of this product group. For example, mechanical
wood pulp (HS code 4701.00) is subject to import requirements related to the control of illegal timber
and timber products.® The agreement does not relax these measures. Instead, the trade and
sustainable chapter of the agreement specifically calls out the importance of sustainable forest
management through the implementation of measures to combat illegal logging and related trade,
specifically reference commitments made by EU and Mercosur countries as part of the Paris
Agreement.3®

EU NTMs on imports of miscellaneous food products

Miscellaneous food products face a significant amount of technical NTMs, specifically EU imports from
Argentina and Brazil. According to WITS, there are nearly 25,000 technical and non-technical NTMs that
apply to this product group. In terms of AVEs, these overall measures translate to approximately 7.8
percent for exports from Brazil, 40.9 percent for exports from Argentina, 2.5 percent for exports from
Uruguay, and 7.0 percent for exports from Paraguay. The two primary NTM measures that impact EU
imports from Mercosur are labeling requirements directly related to food safety and labeling
requirement measures regulating the size, kind, color and other technical information on packages and
labels. In each of these NTM categories, there are approximately 3,000 measures that impact
miscellaneous food products imported from Mercosur. Also significant to this product group are NTMs
regulating traceability requirements, including measures regarding the origin of materials, processing
history, and the distribution and location of products after delivery. Overall, there are approximately
2,900 NTMs governing traceability requirements for miscellaneous food products entering the EU
market. For example, one of the products in this category is chocolate and other food preparations
containing cocoa in blocks, slabs, or bars (HS code 1806.32), which is subject to specific import
requirements ranging from health control of genetically modified food and foodstuffs of non-animal
origin to labeling and traceability.?’

EU NTMs on imports of bovine meat products

Bovine meat products imports from Mercosur face significant NTMs due to the calculated AVEs and the
volume and distribution of trade affecting the majority of Mercosur countries. According to WITS, there
are approximately 1,350 NTMs that apply to this product group. In terms of AVEs, these overall
measures translate to approximately 7.0 percent for exports from Brazil, 8.7 percent for exports from
Argentina, 12.1 percent for exports from Uruguay, and less than .01 percent for exports from Paraguay.
The two primary NTM measures that impact EU imports of bovine meat products from MERCOSUR are
labeling requirements directly related to food safety and labeling requirement measures regulating the
size, kind, color and other technical information on packages and labels. Combined, these NTM
categories account for approximately 330 measures that impact bovine meat products imported from
Mercosur. Beyond the labeling requirements, there are also other substantial sanitary and phytosanitary
measures applied to this product group. For example, there are prohibitions or restrictions of imports for
sanitary and phytosanitary reasons from specific geographical locations, and tolerance limits for residues

34 GTAP EU NTM 2018; https://unctad.org/system/files/official-document/ditctab2019d5 en.pdf.
35 https://trade.ec.europa.eu/access-to-markets/en/results?product=47010010&origin=AR&destination=FR.

36 Trade part of the EU-Mercosur Association Agreement. “Chapter: Trade and Sustainable Development.”
https://trade.ec.europa.eu/doclib/docs/2019/july/tradoc_158166.%20Trade%20and%20Sustainable%20Development.pdf.

37 https://trade.ec.europa.eu/access-to-markets/en/results?product=18063210&origin=BR &destination=DE.
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of or contamination by certain non-microbiological substances like fertilizers, pesticides, and certain
chemicals and metals in food and feed used during their production process.*® Also significant to this
product group are NTMs regulating traceability requirements, including measures regarding the origin of
materials, processing history, and the distribution and location of products after delivery. Overall, there
are approximately 120 NTMs governing traceability requirements for bovine meat products entering the
EU market. For example, one of the products in this category is high quality beef and veal carcasses and
half-carcasses, fresh or chilled (HS code 0201.10). This product is subject to a range of import controls,
including control of contaminants in foodstuffs, pesticide residues, and residues of veterinary medicines
in animals and animal products.®

NTMs Relevant to Mercosur

Mercosur also has an import requirement regime and procedures for goods imported into its customs
union and its specific member countries. Prior to the finalization of the EU-MERCOSUR agreement,
however, disparate approaches to technical and non-technical measures in its member countries have
contributed to limited harmonization across MERCOSUR. The divergent policy measures and import
controls in each country has contributed to barriers to trade resulting in limited intraregional trade, which
has had limited growth since the establishment of MERCOSUR in 1991.%° The measures are vast and are
aimed at protecting public health, consumers’ demands, the environment, but are not fully integrated and
harmonized across MERCOSUR. For example, NTMs diverge most significantly between the more
regulated markets, Brazil and Argentina, and the other MERCOSUR countries. Beyond this divergence,
Uruguay is closer to NTM harmonization with Argentina and Brazil, but it converges more with
Argentina than Brazil.*! The result is a range of NTMs and AVEs specific to each MERCOSUR country.
Below is an overview of the regulatory framework and import regimes that are classifiable as NTMs, and
which are relevant to the top export product groups originating in the EU and the United States with
MERCOSUR as their destination.

MERCOSUR NTMs Applied to Major Product Groups from the EU

In terms of value, the primary product groups of EU exports to MERCOSUR in 2019 were machinery and
equipment (16.8 percent), chemical products (15.6 percent), basic pharmaceutical products (11.0 percent),
Motor vehicles and parts (11.0 percent), and electrical equipment (6.5 percent). Imports of merchandise in
these groups are subject to MERCOSUR’s overall regulatory framework for companies doing business in
the MERCOSUR, as well as specific legislation that may vary between MERCOSUR countries and are
directly applicable to certain products in these GTAP categories. The specific product groups discussed
below is a selection of product groups with high trade volumes between the trade blocs and product
groups facing relatively higher NTM AVEs.

38 There are approximately 400 combined SPS NTMs related to geographical restrictions on eligibility for SPS reasons and
tolerance limits for residues of certain substances. GTAP EU NTM 2018; https://unctad.org/system/files/official-
document/ditctab2019d5_en.pdf.

39 Other import requirements include health control of genetically modified food, health control of products of animal origin for
human consumption, traceability, labeling of foodstuff, and wildlife regulatory measures of certain endangered species of
animals. https:/trade.ec.europa.eu/access-to-markets/en/results?product=18063210&origin=BR &destination=DE.

%0 United Nations Conference on Trade and Development (UNCTAD). ““ Non-Tariff Measures in Mercosur: Deepening Regional
Integration and Looking Beyond.” (accessed June 16, 2021). https://unctad.org/system/files/official-
document/ditctab2016d1_en.pdf. pp. ix-x.

#1 United Nations Conference on Trade and Development (UNCTAD). “ Non-Tariff Measures in Mercosur: Deepening Regional
Integration and Looking Beyond.” (accessed June 16, 2021). https://unctad.org/system/files/official-
document/ditctab2016d1_en.pdf. pp. x-xi.
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MERCOSUR NTMs on imports of machinery and equipment

Machinery and equipment exports from the EU face various technical and non-technical NTMs,
specifically EU exports to Argentina and Brazil, countries which have a domestic industry in this sector.*?
Included in this list of NTMs are import quantity controls, foreign exchange controls, and licensing
schemes.® In terms of AVEs, technical NTMs in MERCOSUR countries translate to approximately 1.7
percent for EU exports to Argentina, 4.9 percent for products entering Argentina, and negligible for
Uruguay and Paraguay. Non-technical NTMs applied in these countries translate to approximately 6.1
percent in Argentina, 3.6 percent in Brazil, .04 percent in Uruguay, and negligible in Paraguay.

Technical NTMs in the Agreement

Sanitary and Phytosanitary Measures (SPS)**

The SPS chapter of the agreement reaffirms WTO obligations as defined in the WTO SPS Agreement, but
also goes beyond the SPS Agreement and requires the EU and MERCOSUR to apply definitions adopted
by the Codex Alimentarius Commission (Codex), the World Organization for Animal Health (OIE), and the
International Plant Protection Convention (IPPC).* In general, the agreement would set the importing
party’s SPS requirements at the same level for the entire territory of the exporting party. This would
harmonize the SPS measures across member countries and ensure a proportionate application of the
requirements without risking arbitrary or unjustifiable discrimination between members of the EU and
Mercosur. The parties also agreed that any fees imposed for the procedures on imported products are
equitable in relation to any fees charged on like domestic products or products originating in any other
WTO Member.*® The chapter also references the precautionary principle, allowing the EU and Mercosur
governments to regulate food safety and take measures to protect the health of their citizens even
when the scientific evidence is not conclusive on whether the imported food is safe. The SPS chapter
also includes an agreement on the regionalization principle. This principle states that trade can continue
despite animal disease outbreaks if the exporting regions can demonstrate that they are not impacted
by the disease. This could have an adverse impact on several U.S. industries exporting to Mercosur
countries. For example, Brazil has not adopted the regionalization principle for U.S. pork imports and
neither has Argentina for U.S. poultry imports. Mercosur’s agreement to adopt the regionalization
principle could potentially impact U.S. agricultural products to Mercosur trade partners.

42 United Nations Conference on Trade and Development (UNCTAD). ““ Non-Tariff Measures in Mercosur: Deepening Regional
Integration and Looking Beyond.” (accessed June 16, 2021). https://unctad.org/system/files/official-
document/ditctab2016d1_en.pdf. p.12.

%3 United Nations Conference on Trade and Development (UNCTAD). “ Non-Tariff Measures in Mercosur: Deepening Regional
Integration and Looking Beyond.” (accessed June 16, 2021). https://unctad.org/system/files/official-
document/ditctab2016d1_en.pdf. p.32.

4 Trade part of the EU-Mercosur Association Agreement. “Chapter: Sanitary and Phytosanitary Measures.”
https://trade.ec.europa.eu/doclib/docs/2019/july/tradoc_158155.%20Sanitary%20and%20Phytosanitary%20Measures.pdf.

45 According to the text of the agreement, nothing in the SPS chapter precludes Mercosur or the EU from the rights and
obligations each party has under the WTO SPS Agreement. The definitions applicable to the agreement’s SPS chapter are those
adopted by the WTO’s SPS Agreement, Codex, OIE, and IPPC. Definitions set out in the WTO SPS Agreement would prevail in
the event of any inconsistencies between the WTO SPS Agreement and those agreed by both the EU and MERCOSUR or
CODEX, OIE, and IPPC. Trade part of the EU-Mercosur Association Agreement. “Chapter: Sanitary and Phytosanitary
Measures.”
https://trade.ec.europa.eu/doclib/docs/2019/july/tradoc_158155.%20Sanitary%20and%20Phytosanitary%20Measures.pdf. pp. 2-
3

% Trade part of the EU-Mercosur Association Agreement. “Chapter: Sanitary and Phytosanitary Measures.”

https://trade.ec.europa.ecu/doclib/docs/2019/july/tradoc_158155.%20Sanitary%20and%20Phytosanitary%20Measures.pdf. pp. 3-
4.
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Beyond the precautionary principle, the agreement would also establish specific measures meant to
facilitate trade between the EU and MERCOSUR, but does not address other trading partners and
therefore may not be applicable to SPS measures applied to third countries. For example, MERCOSUR
and the EU may require the approval of the establishments for the import of animals, animal products,
products of animal origin and animal by-products. The agreement states a variety of ways that would
facilitate the approval process, including granting approval without prior inspections of individual
establishments, requiring the importing party to approve the imports from the proposed establishments
within 40 working days following the receipt of the receipt of the approval request, and making the list
of approved establishments publicly available.*’ Also specific to MERCOSUR and the EU, the agreement
states that each party has the right to carry out verifications of the official SPS control system, including
the right to conduct verification visits. The agreement would also establish an SPS subcommittee
comprised of representatives from the EU and MERCOSUR and would address issues raised by the
implementation of the SPS chapter, monitor the implementation process, and provide a venue to
discuss problems from the application of the SPS measures.*

Conformity Assessment

The agreement would establish general principles on conformity assessment. First, it promotes the use
of first-party conformity assessment and transparency of such procedures by publishing approved
procedures and the approved conformity assessment bodies. The EU and Mercosur, however, take
different conformity assessment approaches when it comes to certain areas, such as energy efficiency,
electrical safety, hazardous substances, and electromagnetic compatibility. In these cases, the EU will
continue to use supplier’ declarations of conformity, and Mercosur committed to accept test results by
EU conformity assessment bodies. This commitment on behalf of Mercosur could facilitate EU exports in
the electric and electronic sectors, and potentially impacting U.S. exports of products ranging from
equipment for use for radiology or medical purposes to machinery and specialized maritime, railway,
aviation and vehicle equipment.*

Non-Technical NTMs

Import/Export Monopolies

The agreement states that both Uruguay and Brazil reserve the right to maintain and designate import
and export monopolies. Specifically, Uruguay’s state oil company, ANCAP (Administraciéon Nacional de
Combustibles Alcohol y Portland), will maintain an import and export monopoly in the hydrocarbons and
derivatives sector. In the case of Brazil, it will reserve the right to maintain and designate import and
export monopolies in the petroleum, gas, and other hydrocarbons sector and the nuclear minerals
sector.>®

Intellectual Property

Aside from the elimination of tariffs on agri-food products like sparkling wine and still wines, the agri-
food sectors in the EU and Mercosur will also see protection for over 350 European products with
protected designation of origin (PDO) and protected geographical indication (PGl), and over 200

47 Trade part of the EU-Mercosur Association Agreement. “Chapter: Sanitary and Phytosanitary Measures.”
https://trade.ec.europa.eu/doclib/docs/2019/july/tradoc_158155.%20Sanitary%20and%20Phytosanitary%20Measures.pdf. pp. 4-
S.

8 Trade part of the EU-Mercosur Association Agreement. “Chapter: Sanitary and Phytosanitary Measures.”
https://trade.ec.europa.cu/doclib/docs/2019/july/tradoc_158155.%20Sanitary%20and%20Phytosanitary%20Measures.pdf. p. 14.
* Trade part of the EU-Mercosur Association Agreement. “Chapter: Technical Barriers to Trade.”
https://trade.ec.europa.eu/doclib/docs/2019/july/tradoc 158153.%20Technical%20Barriers%20to%20Trade.pdf.

%0 Annex 3, “Import/Export Monopolies.” https://trade.ec.europa.eu/doclib/docs/2019/july/tradoc _158146.%20T1G%20-
%20Annex%203%20Import%20Export%20Monopolies.pdf.
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Mercosur products with geographical indications (Gl).>! The agreement allows for the registration of Gls
that establish property rights for EU products such as Prosciutto di Parma, Irish Whiskey, Prosecco,
French cheese from Hervé, Austrian Tyrolean speck, and Mercosur products such as Mendoza wine from
Argentina, Norte Pioneiro do Parand coffee from Brazil, Chorizo Sanjuanino from Paraguay, and Las
Brujas wine from Uruguay.>? The agreement would make it illegal to sell imitations as the use of Gl term
for non-genuine Gl products will be banned and using expressions such as type, kind, imitation, style, or
something to the effect will be disallowed. Also prohibited would be the use of misleading flags, images,
or symbols that would suggest a false geographical origin.

Rules of Origin

The Chapter on rules of origin defines requirements for originating products including whole obtained
products, the absorption rule, and the principle of territoriality. Claims for preferential tariff treatment
must be based on a statement of origin by the exporter (with a transitional period of maximum five
years for Mercosur). The agreement will also require EU exporters to register in the Registered Exporter
system (REX). >® Product specific rules of origin are also an important part of the agreement, in
particular key EU and Mercosur export sectors. These include rules of origin for cars and car parts as well
as most machinery; rules for chemical based on primary chemical processes; and rules on double
transformation for textiles and clothing, which take into consideration inputs to the final good from EU
and Mercosur industry.>*

Trade Remedies

The trade remedies chapter consists of affirming that the WTO trade defense instruments (anti-
dumping, anti-subsidy, and global safeguards) will remain at the disposal of EU and Mercosur countries,
while also providing additional bilateral safeguard measures. The text provides for imposing a lower
duty than the dumping/subsidy margin if this lower duty is sufficient to deal with the injury caused by
the subsidized or dumped imports (the so-called “lesser duty rule”).>> The agreement also includes a
bilateral safeguard clause that could provide a remedy to economic injury by significant or unexpected
increases in preferential imports resulting from the trade agreement. This specific clause has a time
limitation of up to 18 years from the entry into force of the agreement, and would only allow for the
suspension of preferential treatment for imports during a period of up to two years, with a possible
extension of two more years.>®

51 Geographical indications establish intellectual property rights for specific products, whose qualities are specifically linked to
the area of production. PDO (food and wine), PGl (food and wine), and Gl (spirit drinks and aromatized wines) all fall under the
geographical indications system. The differences between PDO and PGl revolve around how much of the product’s raw
materials must come from a geographic area or how much of the production process must take place within a specific region.
European Commission, “Quality schemes explained,” https://ec.europa.eu/info/food-farming-fisheries/food-safety-and-
quality/certification/quality-labels/quality-schemes-

explained en#:~:text=PD0%20%E2%80%93%20Protected%20Designation%200f%200rigin,spirit%20drinks%20and%20aromatis
ed%20wines).

52 Annex |, “Legislation of the Parties.” https://trade.ec.europa.eu/doclib/docs/2019/september/tradoc_158330.pdf.

53 Trade part of the EU-Mercosur Association Agreement. “Protocol on Rules of Origin.”
https://trade.ec.europa.eu/doclib/docs/2019/july/tradoc_158148.%20Protocol%200n%20R00.pdf.

54 Trade part of the EU-Mercosur Association Agreement. “Product Specific Rules of Origin.”
https://trade.ec.europa.eu/doclib/docs/2019/july/tradoc_158188.%20PSR.pdf.

55 Trade part of the EU-Mercosur Association Agreement. “Trade Defense and Global Safeguards.”
https://trade.ec.europa.eu/doclib/docs/2019/july/tradoc 158157.%20Trade%20Defense%20-
%20General%20Principles%20and%20Global%20Safeguards.pdf.

%6 Trade part of the EU-Mercosur Association Agreement. “Bilateral Safeguard Measures.”
https://trade.ec.europa.eu/doclib/docs/2019/july/tradoc_158158.%20Trade%20Defense%20-%20Bilateral%20Safeguards.pdf.
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https://trade.ec.europa.eu/doclib/docs/2019/july/tradoc_158157.%20Trade%20Defense%20-%20General%20Principles%20and%20Global%20Safeguards.pdf
https://trade.ec.europa.eu/doclib/docs/2019/july/tradoc_158157.%20Trade%20Defense%20-%20General%20Principles%20and%20Global%20Safeguards.pdf
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Precautionary Principle

The agreement states that governments in the EU and Mercosur have the right to regulate imports on
the basis of the precautionary principle. The inclusion of the precautionary principle, specifically detailed
in the chapter related to trade and sustainable development, means that governments have a legal right
to act accordingly to protect human, plant or animal health, or labor conditions and the environment,
when faced by risks associated with the agreement even when scientific evidence is inconclusive.

Public Procurement

The agreement between the trading blocs addresses government procurement restrictions, especially
measures controlling the purchase of goods and services by government agencies in Mercosur and EU
countries. The agreement would cause the EU and Mercosur, and their respective procuring entities, to
accord immediate and unconditional equal treatment to the goods and services of their counterparts
and their suppliers offering such goods and services. In essence, the EU and Mercosur agreed to not
treat a locally established supplier less favorably than another locally established supplier on the basis of
degree of foreign affiliation to the other trading bloc, and to not discriminate against a locally
established supplier on the basis that the goods and services offered by the supplier for a particular
procurement are goods or services of the other trading bloc.*” The agreement will make it easier for
Mercosur and EU firms to bid for and win government contracts. This could be especially beneficial to
EU firms as the Mercosur public procurement market has yet to open to any other non-Mercosur
trading partner and only recently began to liberalize internally.*® The EU and Mercosur offered
reciprocal access to their suppliers at the central level, which includes procurement by the EU, central
government contracting authorities in EU Member States, and central government ministries and other
governmental and federal agencies in Mercosur. Further, both blocs committed to working on opening
their procurement market at sub-central levels (entities at state, province or municipal) with a goal to
conclude this sub-central process at the latest two years after the agreement enters into force.> The
agreement also establishes a subcommittee on government procurement comprised of EU and
MERCOSUR representatives with the goal of reviewing the implementation of the government
procurement chapter, exchange information like procurement statistical data, and facilitate access to
the government procurement markets for both parties.®°

Export-Related NTMs

Export Duties

The agreement would eliminate, reduce, or bind export duties, taxes, or other charges imposed by
Mercosur, specifically Argentina and Uruguay, on the export of goods to the EU. The vast majority of
goods impacted by these provisions are agricultural exports originating in Argentina and, to a lesser
extent, Uruguay. From Argentina, exports of soybeans, biodiesel, and hides and skins, among others are
affected. In the case of Uruguay, only exports of hides and skins would be impacted by an elimination or
reduction in export duties.®! By lowering or removing export taxes, export restrictions and export

57 Trade part of the EU-Mercosur Association Agreement. “Government Procurement.”
https://trade.ec.europa.eu/doclib/docs/2019/july/tradoc_158160.%20Government%20Procurement.pdf.

58 EU-Mercosur trade agreement: the agreement in principle. P. 10.
https://trade.ec.europa.eu/doclib/docs/2019/june/tradoc_157964.pdf.

%9 Trade part of the EU-Mercosur Association Agreement. “Government Procurement.”
https://trade.ec.europa.eu/doclib/docs/2019/july/tradoc _158160.%20Government%20Procurement.pdf.

60 Trade part of the EU-Mercosur Association Agreement. “Government Procurement.”
https://trade.ec.europa.eu/doclib/docs/2019/july/tradoc_158160.%20Government%20Procurement.pdf. pp. 22-23.
61 Annex 2, “Export Duties.” https://trade.ec.europa.eu/doclib/docs/2019/july/tradoc_158187.%20T1G%20-
%20Annex%202%20Export%20Duties.pdf.
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monopolies, the EU economy and investors could be granted better access to raw materials essential to
the EU economy. The United States would not receive this preferential treatment and would continue to
be susceptible to changes and uncertainty around export taxes as Mercosur governments attempt to
standardize export tax rates for many products.

Literature Review

Over the nearly two decades since negotiations on the EU-Mercosur Agreement began, scholars across
subject areas—economics, political economy, and even climate and environment—have taken up
analyses to determine the impact of a potential trade deal covering more than 30 countries, 700 million
consumers, and almost $16 trillion in combined GDP.%? Economic studies of the agreement have largely
relied on computable general equilibrium models to calculate the impact, as they entail trade and
financial linkages between economic agents, sectors and regions to determine economy-wide effects.
This section reviews the existing literature as it relates to the Agreement, first in the area of CGE
modeling and then in the area of NTM analysis.

According to earlier CGE analyses of drafts of the agreement, EU agrifood producers could suffer
significant loses while gains in EU manufacturing could outweigh the losses to the EU agrifood sector,
leading to an overall increase in EU GDP and positive but negligible welfare gain.®® Similarly, GDP in
Mercosur also increases, but by a larger amount in relative terms, due to the fact that Mercosur is the
smaller economy in this agreement. These gains are largely driven by welfare gains in agricultural
sectors.

Model Specification

Some of the earliest models of this agreement use the GTAP framework and database that were current
at the time of writing. Diao et al. use GTAP database version 5 with a base year of 1997 and an
aggregation of 29 regions and 38 sectors.® This model uniquely employs cash-in-advance technology to
anchor nominal variables, combining constraints for both consumption sales and a production, equally
weighted.® It also accounts for productivity effects of trade liberalization via an endogenously
determined TFP variable for each sector’s value-added function.®® The liberalization scenario employed
by Diao et al. assumes complete elimination of all tariffs, whose initial levels are measured as trade-
weighted AVEs.

However, there were also departures from the GTAP framework, such as the work by Flores and
Watanuski, which employed the AMIDA model.®” This model is a comparative static with scale
economies and imperfect competition at the firm level. The aggregation consists of 25 sectors and 10
regions, with a baseline year of 2001. The liberalization scenario implemented by Flores and Watanuski
reduces tariffs to zero and further reduces ‘additional trade costs’ (including transport, bureaucracy, etc.
estimated at less than 10% of the bilateral flows) by four percent to reflect trade facilitation.

62 European Commission, “The European single market,” July 5, 2016.

63 Burrell et al. “Potential EU-Mercosur Free Trade Agreement: Impact Assessment,” European Commission Joint Research
Center Reference Report 2511, 2011.
64 Diao et al. “Trade Integration in the Americas-FTAA and EU-Mercosur,” Economie Internationale v.94/95, 2003, 8.

85 This is partially due to the dollarized exchange rate regimes of some countries included in the model at the time. Diao et al.
“Trade Integration in the Americas-FTAA and EU-Mercosur,” Economie Internationale v.94/95, 2003, 9.

56 Diao et al. “Trade Integration in the Americas-FTAA and EU-Mercosur,” Economie Internationale v.94/95, 2003, 9.

57 Flores and Watanuski, Integration Options for MERCOSUR: A Quantitative Analysis by the AMIDA Model,” Inter-American
Development Bank, WP 36, 2008.
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Burrell et al. employ the static GLOBE CGE model, which is fundamentally different from the GTAP
model in that it contains nominal exchange rates and region-specific numéraire prices. The model
includes 14 regions®® and 23 product categories that focus largely on agricultural goods. Its five
scenarios reflect the tariff and TRQ negotiating offers from the EU as of 2004% and Mercosur request as
of 2006, and various levels of agreement on the Doha Round multilateral negotiations as of 20087°.

More contemporary studies benefit from the increase in finalized public information about the
Agreement, as compared to earlier studies that did not have finalized drafts of the agreement text of
tariff reduction schedules. With increased information, these studies are able to tailor the model shocks
to more appropriately reflect true commitments of the member countries. Carrico et al. employs the
macroeconomic perfect competition model MAGNET—a computable general equilibrium model based
on neo-classical microeconomic theory as well as the GTAP dataset. The MAGNET model also uniquely
includes a land supply function which specifies the relation between total agricultural land supply and
the real land price given constraints related to biophysical availability (potential area of suitable land)
and institutional factors (agricultural and urban policy, conservation of nature). In another departure
from GTAP, factor markets are divided (segmented) into agricultural and non-agricultural labor and
capital to reflect empirical evidence on imperfect mobility of labor. In the policy scenario, Carrico et al.
assumes a 15 year implementation period beginning in pre-COVID 2020. The regional aggregation
includes the EU (with the UK), the Netherlands, the four Mercosur member countries and the rest of
Latin America.

The policy scenarios in Carrico et al. consist of 1) TRQs in existence in the base scenario (prior to
Mercosur Agreement), 2) the introduction of new TRQs (as part of the Mercosur Agreement), 3) changes
to in-quota tariff rates (as part of the Mercosur Agreement), and 4) changes to the total quota level (as
part of the Mercosur Agreement), as well as NTM reductions modeled as harmonizing toward the EU
NTM levels with a 10 percent actionability assumption. NTM data is sourced from the World Bank, while
services data is sourced from the OECD. Although the goods NTM reductions are implemented on a
bilateral EU-Mercosur basis, the services NTMs are reduced for all Mercosur trade partners, thus
capturing a ‘free-rider’ effect.

GDP and Welfare

Most early studies find increases in real GDP to be positive, but small (less than one percent).’* Diao et
al. find that Argentina and Brazil gained the most in terms of real GDP (4.4 and 2.8 percent, respectively)
and even some negative effects for North America and Asian countries. Burrell et al. estimate increases

).71

68 The regions include EU12, EU15, Mercosur4, and 11 other regions.

59 This offer reflects a reduction of EU tariffs to zero on all industrial products, with immediate effect for industrial goods with
tariffs less than 2%, by year 5 for goods with tariffs between 2 and 8%, and by year 7 for goods with tariffs in excess of 8%. For
agricultural goods not subject to TRQs there is a reduction of tariffs to zero on all products, with immediate effect for goods
with tariffs less than 5%, by year 5 for goods with tariffs between 5 and 10%, by year 7 for goods with tariffs between 10 and
15%, and by year 10 for goods with tariffs in excess of 15%. For agricultural goods subject to TRQs there is an expansion of
existing TRQs (except for sugar and sheep meat) on a product-by-product basis. New TRQs were created for rice, wheat, other
cereals, pork, skim and whole milk powder, butter, cheese and ethanol. In-quota tariff was equal to zero. Authors assumed that
the expansion would be fully phased in by 2020.

70 The three Doha scenarios were Doha only, a reduced EU offer with no Doha, and the Mercosur request post-Doha. Given
that the Doha negotiations were never concluded, the effects discussed in this paper refer to the reduced EU offer, no-Doha
version (‘Scenario 1’ in the original paper) because it is the closest to the present situation.

"X Flores and Watanuski, Integration Options for MERCOSUR: A Quantitative Analysis by the AMIDA Model,” Inter-American
Development Bank, WP 36, 2008, 36.
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in EU GDP of about 0.02 percent (€3.9 billion) and Mercosur GDP of 0.12 percent (€1.2 billion). They
estimate positive but negligible welfare gains of 0.00 percent for the EU as a whole and positive gains of
0.09 percent for Mercosur. This welfare gain is consistent at about 0.0 to 0.02 percent of GDP across
similar studies.”? However, within these trade blocs gains vary across stakeholders. For example, EU
agricultural income declines by 0.41 percent (€983 million) and Mercosur consumer surplus declines by
0.1 percent (€751 million). Carrico et al. find GDP increases between zero and one percent, with EU27
and the Netherlands experiencing the smallest gains and Uruguay experiencing the biggest. In terms of
real GDP growth in value, Brazil experiences that largest increase (€12 billion), followed by the EU (€2.9
billion) and Argentina (€2 billion).

Trade

Diao et al. estimate large increases in total Mercosur exports and imports, ranging from 1.7-8.1
percent—the largest increases were for Argentina and Brazil. Conversely, the increases in total EU
exports and imports were much more limited; 0.5 and 0.6 percent respectively. The impact of the
agreement on trade with third countries was muted (below one percent).” Results from Flores and
Watanuski show higher estimates of Mercosur exports to and imports from the EU increasing by about
19 and 18 percent, respectively. Mercosur exports to the EU grew most significantly in traditional
sectors in textiles and apparel, leather, wood products, non-ferrous metals, machinery, and paper.’* By
contrast Mercosur imports from the EU in this model increase in nearly all sectors except chemicals and
electric equipment, with the largest increases in agrifood sectors.

Burrell et al. estimate total increase of 10 percent (€6.3 billion) in EU exports to Mercosur. At the sector
level this is driven mostly by exports of manufactures and machinery, which increase by 14 percent
(nearly €6 billion). Conversely, increases in individual agrifood sectors are low’®, except for vegetable
oils and fats, and food, and beverages and tobacco, which experience increases of 11 percent and 23
percent (over €21 million and €200 million), respectively.”® This result is driven by processed food
products rather than primary commodities, and the fact that the former group generally received larger
tariff reductions than the latter.”’

Burrell et al. estimate a lower total increase in EU imports from Mercosur of almost 4 percent (€2.3
billion), compared to EU exports. At the sector level this is driven mostly by imports of agriculture goods,
which increase by 6.4 percent (nearly €1.3 million). Increases in primary commodities account for the
majority of this increase, driven by vegetable oils and fats, and food, and meat beef, sheep, goat, horse,

72 Diao et al. “Trade Integration in the Americas-FTAA and EU-Mercosur,” Economie Internationale v.94/95, 2003; Flores and
Watanuski, Integration Options for MERCOSUR: A Quantitative Analysis by the AMIDA Model,” Inter-American Development
Bank, WP 36, 2008, 36; Boyer and Schuschny, “Quantitative assessment of a free trade agreement between MERCOSUR and the
European Union,” CEPAL, April 2010.

73 Diao et al. “Trade Integration in the Americas-FTAA and EU-Mercosur,” Economie Internationale v.94/95, 2003.

7% Flores and Watanuski, Integration Options for MERCOSUR: A Quantitative Analysis by the AMIDA Model,” Inter-American
Development Bank, WP 36, 2008, 25—27.

75 Less than €20 million in any given sector. The aggregate agrifood sector experiences a 20 percent increase in EU exports to
Mercosur.

78 Burrell et al. “Potential EU-Mercosur Free Trade Agreement: Impact Assessment,” European Commission Joint Research
Center Reference Report 2511, 2011, 44.
77 Burrell et al. “Potential EU-Mercosur Free Trade Agreement: Impact Assessment,” European Commission Joint Research
Center Reference Report 2511, 2011, 44.
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which experience increases of 12 percent and 8 percent (over €616 million and €180 million),
respectively.”® Services imports decline slightly by less than 1 percent (€3.4 million).

NTM analysis

As detailed above, the incorporation of NTM analysis in CGE models of FTAs—particularly the EU-
Mercosur FTA—is becoming increasingly common in contemporary studies. It is therefore necessary to
evaluate the existing approaches to quantifying these inherently qualitative policies, and perhaps more
importantly and less explored, their application in a CGE context. Econometric models and gravity
frameworks are the most well-known and widely accepted methods for quantifying NTMs, often
resulting in ad valorem equivalent estimates with bilateral variations.” Such models rely on
classification tools like UNCTAD MAST group’s International Classification of Non-tariff Measures, which
categorizes NTMs into technical and non-technical measures at the HS six-digit level imports and exports
accordingly:

Figure x.x UNCTAD classification of non-tariff measures by chapter
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Export-related measures

78 Burrell et al. “Potential EU-Mercosur Free Trade Agreement: Impact Assessment,” European Commission Joint Research
Center Reference Report 2511, 2011, 44.

73 Anderson and Neary, “Measuring the Restrictiveness of International Trade Policy,” 2005; Kee, Nicita and Olerreaga,
“Estimating Trade Restrictiveness Indices,” The Economic Journal 199, 172—199, January 2009; Kee and Nicita, “Trade Frauds,
Trade Elasticities and Non-Tariff Measures,” UNCTAD and The World Bank, June 2016.
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Once NTMs are translated into AVE estimates of restrictiveness they can be incorporated into a CGE
model via three main methods; 1) supply curve shifts via export cost® and iceberg productivity shocks®?,
2) demand curve shifts via consumer willingness to pay (WTP)8 and changes in elasticity of substitution,
or 3) transaction costs like import and export taxes.® Each of these approaches has varying implications
for the interpretation of the NTM policy function and in return for the projected results of the model.
For example, supply curve shifts could be best suited for modeling the reduction of NTMs seen as
decreasing foreign production costs or increasing the productivity of exporters due to harmonization of
standards, however, this approach would require the separate treatment of production for domestic
versus international markets.® Supply curve shifts are also implemented through the ever-popular
iceberg method, which assumes that “value melts away” during transit reducing the quantity arriving in
the importing market, in contrast to that which left the dock in the exporting country.® In practice, this
method is carried out via a shock to the technological productivity variable ‘ams’ which reduces the
importer’s price, causing substitution towards that good and an increase in quantity demanded
(dominant effect due to elasticity multiplying the price effect); and reduces the amount that needs to be
imported to satisfy a given level of demand (productivity shock). This method is criticized because it
breaks the equivalence of quantities exported versus imported and indiscriminately applies productivity
gains to all economic agents of importing economy, raising real GDP.

Demand curve shifts like the WTP method, explicitly models the reduction in customs delays as

a demand shock that increases a consumer’s willingness to pay for faster delivery. Comparison to the
iceberg method finds that WTP method produces smaller changes in real GDP, but more expansionary
effects of trade volumes, improvements to terms of trade, and higher welfare gains—especially to
households.®’ Finally, transaction cost methods that model NTM AVEs as import or export taxes are
implemented just as tariff liberalization typically is in a CGE model, including the effects of accruing
economic rents to the importer or exporter. What'’s clear from this survey of existing approaches for
incorporating NTM measures into a CGE model is that the method necessarily implies assumptions
made about the nature of the NTM being modeled, which economic agents pay its cost and which
benefit from its removal. Therefore, a fourth method exists which essentially apportions a given sector’s
NTM AVE into components that operate according to the various methods.%®

80 Webb, Strutt, and Walmsley, “Regulatory harmonization in the ASEAN region: The effects of applying different types of non-
tariff measures,” 2019 GTAP conference paper.

81 Hertel, Walmsley and Itakura, “Dynamic effects of the ‘new age’ free trade agreement between Japan and Singapore,”
Journal of Economic Integration, 16(4): 446-484, 2001. See also Samuelson, “The Transfer Problem and Transport Costs, II:
Analysis of Effects of Trade Impediments,” The Economic Journal 64(254): 264—289.

82 Walmsley and Minor, “Willingness to Pay in CGE Models,” ImpactECON Working Paper 002(Rev.2), 2015.

8 Fugazza and Maur, “Non-Tariff Barriers in Computable General Equilibrium Modelling,” Policy Issues in International Trade
and Commodities Study Series, United Nations, 2008.

84 Walmsley and Minor, “Willingness to Pay in CGE Models,” ImpactECON Working Paper 002(Rev.2), 2015, 5.

85 Samuelson, “The Transfer Problem and Transport Costs, II: Analysis of Effects of Trade Impediments,” The Economic Journal
64(254): 264—289.

86 Hertel, Walmsley and Itakura, “Dynamic effects of the ‘new age’ free trade agreement between Japan and Singapore,”
Journal of Economic Integration, 16(4): 446—484, 2001.

87 Walmsley and Minor, “Willingness to Pay in CGE Models,” ImpactECON Working Paper 002(Rev.2), 2015, 5.

88 Andriamananjara et al., “The effects of non-tariff measure on prices, trade and welfare: CGE implementation of policy based
price comparisons,” USITC, Econ Working Paper No. 2004-04, 2004; ECORYS, “Non-Tariff Measures in EU-USA Trade and
Investment—An Economic Analysis,” Reference OJ: 2007/s 180-219493, Directorate General for Trade, European

Commission, 2009; CEPR, “Reducing Transatlantic Barriers to Trade and Investment” EC Framework Contract TRADE10/A2/A16,
2013; Fontagné, Mitaritonna, Signoret, “Estimated Tariff Equivalents of Services NTMs”, CEPIl Working Paper, no. 2016-20,
August 2016.
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Beyond settling on an approach for incorporating NTMs into a CGE context, a modeler must also
determine the realistic NTM AVE reduction to apply based on an analysis of the provisions offered by
the FTA parties. Implicit in some of the above econometric methods are estimates of changes in sector
trade as a result of removing a given NTM. This estimate is then used to calibrate the change in trade in
the CGE model, which then determines the necessary technological change variable. In the absence of a
econometric estimates produced by a tailored model on the relevant trade partners, alternative
literature is used as the basis for NTM AVE reductions associated with specific NTM provisions of an FTA.
General principles for determining the actionability and magnitude of NTM liberalization include:
“removing some regulations; applying existing rules to fewer products; or applying regulations in a less
onerous way, for example inspecting a smaller proportion of total shipments or harmonizing
requirements to make it easier for traders to comply.”® In addition to employing these general
principles as a type of stringency gradient for the magnitude of the NTM reduction, other studies
estimating the impact of regulatory overlap for the key trade partners (EU and Mercosur) can serve as a
starting point for determining the NTM AVE reductions. For example, it is recognized that technical
NTMs—particularly those that protect human, animal and plant health (SPS measures)—are necessary
and cannot be eliminated. Thus, regulatory convergence or harmonization is the more likely path
toward NTM ‘reduction’ in this case.®® Consistent with the literature, we ensure that the reduction of a
given technical or non-technical NTM AVE resulting from any particular provision within the EU-
Mercosur FTA does not exceed 20 percent.*!

Data and Methodology

The Global Trade Analysis (GTAP) framework is used to simulate the implementation of the June 2019
EU-Mercosur tariff regimes by either reducing or eliminating tariffs in the affected sectors. This model
includes 65 sectors and 42 regions. The 42 regions consist of 37 single-country regions and 5 aggregated
regions including China/Hong Kong, Oceania, South America, South Asia, and the Rest of World.®? This
regional aggregation differs significantly from those in the existing literature in that the results are
distinguishable at the individual member country-sector level, as well as at the EU and Mercosur trade
bloc levels, with the use of a regional mapping. This model uses the standard GTAP model version 7, and
version 11 of the GTAP database, which has a 2017 base year. * The baseline of the current version of
the model has not been updated, because although macroeconomic data for the modeled regions has
changed significantly between 2017 and 2019, trade values and shares remained largely consistent.®

The tariff liberalization schedules published by the EU and Mercosur countries in 2019 are converted
into AVEs and aggregated to the GTAP sector. This is accomplished by first taking the arithmetic mean of

89 Webb et al. “Modelling the impact of non-tariff measures on supply chains in ASEAN,” The World Economy 2020(43): 2172—
2198.

% UNCTAD, Non-Tariff Measures in Mercosur: Deepening Regional Integration and Looking Beyond, 2017.

9 Walmsley and Strutt, “Modelling Non-Tariff Barriers as an Exporter Cost” 2019 GTAP Conference paper. Fontagné, Gourdon,
and Jean, “Transatlantic trade: Whither partnership, which economic consequences?” CEPII Policy Brief, 2013.

2 The 37 single-country regions include the 27 EU countries excluding the UK, four Mercosur countries, the United States,
Canada, Mexico, UK, Japan, Korea.

93 Aguiar et al., GTAP 11 Pre-release 1, Center for Global Trade Analysis, 2020; Corong et al., “The Standard GTAP Model,
Version 7,” Journal of Global Economic Analysis, 2017, vol. 2(1), p.1—119; Hertel, Global Trade Analysis: Modeling and
Applications, 1997.

9 with regard to future work, authors intend on updating the 2017 baseline to 2019, both in terms of trade and
macroeconomic variables.
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the scheduled HS eight-digit level AVEs, to avoid excluding non-zero AVEs that would otherwise not be
accounted for due to zero trade flows. Then, HS six-digit level bilateral trade flows (f.o0.b. exports and
c.i.f. imports) are used as weights to calculate the new GTAP sector AVEs that ultimately estimate the
tariff reduction impact of the Agreement.®® Data on bilateral GTAP-sector level NTMs are sourced from
the World Bank and estimated according to the methodology described above. They are structured as
technical and non-technical NTM AVE estimates and incorporated in the model as cumulative exogenous
elements of the ‘ams’ variable (trade efficiency). They are then reduced to simulate various provisions in
the Agreement highlighted in the previous section, which are suggested to harmonize standards and
streamline customs procedures—ultimately reducing these barriers. This reduction exercise is carried
out using a range of values to reflect practical levels of implementation based on existing research
highlighted in the literature review above, as well as industry expertise. See appendix A for exact NTM
reduction decomposition.

Results

The aforementioned simulations produce effects on production, prices, imports and exports in the EU
and Mercosur sectors most heavily affected, as well as indirect, trade diversion effects on their trade
with third countries. The simulations also produce estimates for the resulting change in the welfare and
GDP of these two trading blocs and their major trade partners. Consistent with other studies, both
Mercosur and the EU see small, gains in real GDP and welfare, with Mercosur gaining relatively more
than the EU. Sectors with the largest increases in bilateral trade with the corresponding trade block are
largely a function of the extremely high NTM AVEs for those sectors and low-moderate initial trade
levels.

(%) Million S (%) MillionS (%) Million S
Mercosur4 0.0002 545.4 0.0012 3,488.6 0.0004 807.1
EU27 0.00001 171.0 0.00007 993.0 0.00003 357.9
u.s. -0.00004 -8.6 -0.00005 -1,060.0 -0.0004 -75.4
China -0.0010 -120.7 -0.00013 -1,586.6 -0.003 -324.9

9 This excluding specific and compound tariffs, as well as TRQs, which are not explicitly available in the respective schedules.
% The calculation of tariff and TRQ AVEs is still in progress. Results in this version of the paper do not yet reflect tariff or TRQ
reductions.
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