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1. Introduction.

The pace of the Doha negotiations and the eveatddbk place in the past two
years in the external front of Mercosul announca tihe second half of this
century’s first decade will witness a revival ofgienal initiatives. The WTO
Round will probably deliver a package of resolusiothat, though always
important, are more likely to set key targets fotufe liberalisations, beyond
modest advances in the main trade areas. Thisnaiitably trigger a new push
for regional agreements to complement, or answesstg that were on the table
in Geneva. For the Southern Cone, it is nearlyrtaicgy that both negotiations
that have been put aside, the free trade areass)FVith, respectively, the EU25
and the whole Western Hemisphere, will resume. [atter has already suffered
many changes, and may even take place in a dgee¢@ment with the US.

But not only former discussions will re-emerge. fiehes at present
significant activity in South America — tied witkeaent and challenging political
developments — leading, through more than one rdota closer integration of
the Southern sub-continent. At the same time, tBe while keeping its face in
the Free Trade Area of the Americas (FTAA), hasiaiseveral agreements
with Central and South American groups of counttieg, in a way or other, will
change the direction of many trade flows. In fatthe case of South American
countries, there is a sort of subdued competitetmveen it and Mercosul, to see
which side will attract more partners, and gaistfthe commercial chunks lying
in third groups like the Andean Community (AC). Atitthal complexity is
provided by the increasing role of China, and tlsaA continent in general, in
the world trade flows, affecting not only the majdorthern blocs — EU25 and
NAFTA — but Mercosul as well, especially Brazil adyentina.

All this calls for a re-evaluation of exercises fpemed some time ago,
together with the introduction of new scenariosthis paper, we use a brand
new static CGE model, AMIDA — Analysing Mercosuligtegration Decisions
and Agreements, to help in shedding light on thiserdity of options and

opportunities.



The AMIDA - Analysing Mercosur's Integration Demsis and
Agreements mod&lin its present, first version, though containimg service
sectors for closing the structure of the economynore suitable for the analysis
of market access for goodRefinements and improvements, as a better, modern
treatment of services, are planned, in order t@epass other important issues,
part of most agreements at stake. Though it usesmpe the best available data
set on Mercosul’'s world trade flows and barrief@ most crucial point for these
exercises —, continuous updating and use of maneraie information is also in
view.

The structure of the paper is the following. Sati2 contains a few lines
on methodological aspects related to the modetudsng also data sources and
decisions. Section 3 presents the sectoral aggoegathe regions and the
scenarios. Six FTAs have been the object of thidystResults are presented and
commented upon in section 4, while section 5 tttesise them to make a first
assessment of Mercosul's potentialities and shoritegs. Section 6 concludes.
Conclusions deal with more technical aspects a$ aglthose describing the

main policy guidelines that can be extracted framwork.

2. Brief description of the model and data.

2.1. Basic facts.

The model basic lines follow those in Fléres (192003), being a static,
computable general equilibrium (CGE) model in whettategic interaction takes
place in certain sectors. This means that, conttarthe common practice of
introducing ad hoc“scale gains” in an otherwise perfect competitio E,
perfect and (explicitly) imperfect competition s&stinteract in the model. This

approach was fashioned in Gasiorek, Smith and Mesadh992) — drawing on a

L AMIDA, infinite light, is also a great Buddha whim our bodies, occupies the mouth. The
authors hope the model to be a voice that will IMgocosur in choosing the best agreements.

2 For a discussion of this topic, and of the (usyalscompanying “dynamic elasticities” device,
see, among others, Fléres (2000).



pioneer partial equilibrium structure by Smith arehables (1988) -, who used it
to evaluate the impacts of tkeirope 92Delors’s initiative.

In general, due to the scale effects — enhancethenlarger markets
created by the regional integrations -, welfarengaare higher than those
produced by the perfect competition alternativedowever, in all FTAs
examined here, like the FTAA or the EU25-Mercosaseas, country markets
remainsegmente@s what is at stake is the creation of free-tradasaandot a
common market. This means that the model solutidos, the imperfect
competition sectors, keep the segmented marketsoagp The results, as
discussed in section 4, seem promising and poipatierns and effects unable to
be unveiled by other techniques.

Another important issue is that, beyond tariffgres (1997, 2003) and
Gasiorek, Smith and Venables (1992) assumed tlsteexie of additional trade
costs which can be associated to a variety of factmpairing or raising the cost
of trade between two countries, like transportatibareaucracy, distribution
costs, etc. Integration zeroes the tariffs and eedslu without necessarily
eliminating, these latter costs. We estimated gn@sssport margins with the aid
of COMTRADE, minimising discrepancies with officiadtatistics. In most
bilateral flows they amount to less than 10 pert,cégrough there are significant
differences at the sectoral level, due to incoasiges and misreporting. We
reduced them between the partners, in each scehgrid percentage points, at
most, as trade facilitation. No evaluation was maflether trade costs. This
does not mean that such improvement is not worthsymg in further
simulations.

From the theoretical side, handling the two kindscompetition in a
single general equilibrium framework poses theoattproblems related to the
existence and uniqueness of solutions, fully disedsfor instance, in Chapter 11

of Ginsburgh and Keyzer (1997). In our particulase, the specifications used

* See, for instance, Baldwin and Venables (1995)Fidks (1996).



guarantee the existence of a unique solution, aadskall not mention this
guestion hereatfter.

Flores and Watanuki (2005) provide a detailed dpson of the model
equations, carefully discussing their role and @od cons. Calibration and data
issues are also addressed in detail. We shalhanrémaining of this section,
briefly outline some key points.

Firms in imperfect competition sectors are symmaednd play a Cournot-
Nash strategy in each market/region, a key paramséng the perceived
elasticity of demand in regianfor product, manufactured in regioin, e(i’,i; j),

which is defined as:

1/e(i’i; j) = Lio(i;j) + (1 - Lo(ij) ) s(ii; j)

where o(i;j) is the elasticity of substitution, in regionbetween goodg from

different origins and(i’,i; j) is region’si’ market share for produgtin regioni.
Introducing imperfect competition in the way doneréh allows for the

computation of bottshortandlong runsolutions. In the former, the number of

(identical) firms in each imperfect competition t#cis kept constant, so that

profits can be different from zero in these sectdnsthe latter, profits are

imposed to be zero, and the number of firms issdfuto satisfy this condition.
The structure of the model allows it to portraytidist levels of regional

integration in a progressive scenario evaluatiorcohtains both standard and

innovative features, as the ones bétow

)] in the demand side there is a representativeswaoer with a Dixit-
Stiglitz-Spence CES utility function in an Armingtdike tree structure;

i) in the production side, perfect competition tees have Cobb-Douglas
technologies;

i)  intermediate inputs are treated via a shortsing the input-output (I-O)

coefficients;

* See, as mentioned before, Fléres and Watanuki {Z606omplete details.



Iv)  wages are flexible, as labour is assumed maddieng sectors, but the
(sector specific) capital remuneration rates ap kenstant;

V) there is no money in the model,

vi) in equilibrium, different closures (“equilibmm” and “disequilibrium”
ones) can be applied;

vii)  calibration is, in these models, much moreickE. A new strategy,
accommodating polynomial cost structures depictiregscale economies
effect in the imperfect competition sectors, addeate flexibility to this
key operation.

Finally, the whole model is run in an easy, GAM&liprogramming

language

2.2. The data set.

An outstanding Western Hemisphere Database, conthinformation from the
UN, Eurostat, OECD, TRAINS, US Trade RepresentatVEPAL, the World
Bank, national statistical institutes and centaihs, GTAP’s latest database and
the IDB was produced.

In order to have a minimum compatibility among thigerent sources, the
base year for all data refers to 2001, which wasptetl to the regions and
particular features of the model. We consider #¢hiairly ideal decision, as 2002
and 2003 were not very representative years foziBaad, especially, Argentina,
and much information for 2004 was still unavailable

Production and demand structures received carégirtaon in the case of
Mercosul. A key element relates to the 1-O matritmsBrazil and Argentina,
which feature in rather old versions in GTAP. THg9@ and 2000 versions,
respectively, were updated and inserted insteado,ARrmington elasticities
came from special sources for these two countfegital remuneration rates
were improved whenever possible.

The US, Mexican, AC, Japanese, Chinese and EU edondata were

reasonably checked.



Information on the complete protection structuraligays debatable, even
if one sticks to the case of tariffs. Preferentsaiffs — specially those originating
from trade agreements —, usually poorly depicted, to be thoroughly reviewed
in cases like Mercosul. Given the importance ofdtieer two key regions in the
model, the US and the EU, improvements on theitegoton structure were
made with the aid of data from the United Statésrirational Trade Commission
— USITC website and EUROSTAT and Messerlin (20849pectively.

Data from INTAL/ALADI and recent studies conducteyl IPEA in Brazil
were also useful complementary sources. At thel lefaletail of the present
study, many nuances and, sometimes, important ks either disappear or
are smoothed out when aggregated to produce aesfitgire for the sector.
Nevertheless, the fact that the protection strectwas computed bottom-up,
easily allows to translate any detailed (8-digit®ncession/restriction to the

aggregation level of the model.

3. Sectors, Regions and Scenarios.

3.1. Sectors and regions.
We aimed at an as comprehensive as possible wegidnalisation and sectoral
disaggregation. The economies were decomposed timemty-five sectors

distributed along six groups, namely

I. (Classical) Agriculture:
Wheat, corn and other grains (Grains)
Vegetables & fruits
Oil seeds & soybeans
Sugar
Coffee, rice & other crops (Coffee, rice & others)

Animal products

® For the sectors, names between brackets areyaaghear in the tables, in sections 4 and 5.



[I. Agribusiness (ab):
Bovine meat #
Poultry meat #
Dairy products
Beverages & tobaccos (Bev. & tobacco) #
Vegetable oils
1. Energy:
Minerals
Energy products
IV. Light Manufactures:
Textiles & apparel (Text. & apparel)
Leather, wood & paper (Leather, wood, paper)
Other light manufactures (Other light manufac.)
V. Heavy Manufactures:
Chemical and plastic products (Chemicals & pla¥tics
Ferrous metals
Non-ferrous metals
Motor vehicles #
Other transport equipment (Other transp. equip.) #
Electric equipment
Machinery
VI. Services:
Utilities & construction

Trade and services.

The first five groups comprise the 23 trade-in-goedctors which will be
the main focus of our analyses. Five out of therthhese marked with an ‘#
above — were modelled under imperfect competitidrese structures are better
portrayed in the model regions related to the Mautcountries, the US, Japan
and the EU25 (see below).



Decisions on the regions must face one of the mlassical dilemmas in
CGE practice: due attention to the areas of con@erd those which affect them)
together with care in not fragmenting too much thedel, what, among other
practical problems, may add distortions to its ¢atsion and operation. Given
the interest in analysing several different scasafiom a Mercosul perspective,

we divided the world into the following ten regions

0. Mercosui

1. Mexico

2. the United States

3. the Andean Community (Bolivia, Colombia, Ecuadéteru and
Venezuela)

4. the Rest of the Americas (or Western Hemisphere)RoWH
(comprising the remaining 23 potential FTAA coues)i

5. the EU25 countries

6. Japan

7. China

8. the Asian 10 emerging economies (Asial0)

9. the Rest of the World - RoW.

As regards the quality of the data adaptation éselregions, the best ones
seem to be, as mentioned, those for Mercosul, Mexie AC, the US, the EU25
and Japan. The Rest of the Western Hemispheretisalig a simplification,
though it includes, beyond the whole Central Aneermuntries like Canada and
Chile. Equilibrium flows to the Rest of the Worldasn also be obtained by
difference and econometric techniques. In this tagion, are found countries
that may be relevant for certain sectors, like Aalst and New Zealand, or India.
All the (former) New Tigers — Hong Kong, Korea, @apore and Taiwan -,

beyond six new emerging Asian economies, like ledom Malaysia or

® From this region, individual country results, iésired, can be extracted (see Fléres and
Watanuki (2005), section 2.7). We shall not purthiin the present paper.



Vietnam, which are becoming competitive eitherpedfic agricultural goods or
in traditional sectors like textiles, are in AsialO

Exhibit | shows, for Mercosul, the values of thade flows, for the
twenty-three merchandise sectors, plus the sergomgp. It is an essential tool
for understanding the scope of the model and the tneaning of the results

discussed in the next section.

Exhibit | : Mercosul: Trade flows — imports and exports, 26y regions (19D

USS$).
I.A: Exports (fob) [cont.]
SECTORS REGIONS
1 2 3 4 5
Grains 19,0 3,0 191,6 155,5 301,4
Vegetables & fruits 210,7 2,7 18,2 54,7 797,0
Oilseeds & soybeans 26,1 44,4 116,4 52,6 2.312,9
Sugar 105,6 6,0 107,7 244
Coffee, rice & others| 464,6 37,6 47,0 112,9 1.441,3
Animal products 838,0 53,0 207,5 271,7 1.976,7
Bovine meat (ab) 39,5 2,6 14,7 215,7 547.,8
Poultry meat (ab) 186,7 5,3 18,9 828,8
Dairy products (ab) 33,9 94,7 55,0 29,9 0,5
Bev. & tobacco (ab) 62,0 9,8 15,6 36,9 91,2
Vegetable oils (ab) 39,0 1.3 256,6 221,6 3.653,7
Minerals 556,7 72,9 87,4 228,2 1.857,8
Energy products 639,1 1,4 61,0 2.104,2 226,9
Text. & apparel 357,0 49,8 158,8 152,6 329,2
Leather, wood, paper 3.306,2 188,2 215,3 512,3 2.438,9
Other light manufac.| 115,9 11,4 27,1 24,7 48,8
Chemicals & plastics 1.033,9 204,6 745,4 732,6 954.,0
Ferrous metals 1.382,3 154,9 303,6 275,8 695,5
Non-ferrous metals 861,4 70,7 134,5 206,7 837,7




Motor vehicles 1.356,0 1.142,6 593,8 445,0 931,1
Other transp. equip.| 2.430,4 9,7 25,1 44,1 707,2
Electric equipment | 1.417,6 104,7 131,3 136,9 2139

Machinery 1.387,2 283,2 578,3 519,3 793,2
(Services) 2.166,4 139,5 85,5 515,4 5.839,4
TOTAL 19.035,4 2.682,9 4.081,0 7.175,¥ 27.849,2
[.LA: Exports (fob) [end]
SECTORS REGIONS TOTAL
6 7 8 9
Grains 134,6 2,5 207,1 1.112,2 2.127,0
Vegetables & fruits 1,4 10,2 88,7 1.183,6
Oilseeds & soybeans| 171,3 1.496,7 286,5 308,6 4.815,4
Sugar 0,2 25,1 106,1 1.639,2 2.014,3
Coffee, rice & others| 194,0 88,3 84,4 423,1 2.893,1
Animal products 299,2 56,3 179,6 526,6 4.408,7
Bovine meat (ab) 7,4 1,0 103,1 324,1 1.255,9
Poultry meat (ab) 177,8 6,2 206,5 731,1 2.161,2
Dairy products (ab) 19 4.4 40,2 260,6
Bev. & tobacco (ab) 43,9 0,4 9,6 28,6 298,0
Vegetable oils (ab) 31,1 215 638,9 2.285,3 7.149,0
Minerals 716,9 668,4 336,0 668,2 5.192,4

Energy products 27,3 168,8 3.228,6

Text. & apparel 40,6 126,2 17,8 66,2 1.298,2
Leather, wood, papef 240,3 387,0 580,2 371,1 8.239,6
Other light manufac. 16,6 1,4 7,8 20,7 274,4
Chemicals & plastics 107,4 78,4 159,3 357,4 4.373,2

Ferrous metals 113,2 116,3 429,8 385,5 3.857,1
Non-ferrous metals| 385,3 24,3 52,5 379,7 2.952,8

Motor vehicles 9,3 130,0 31,7 332,4 4.972,(

Other transp. equip. 0,8 60,9 18,9 256,1 3.553,2
Electric equipment 19,1 25,6 40,2 36,0 2.125,2




Machinery 36,6 101,9 94,6 354,6 4.148,9
(Services) 837,2 205,6 1.552,5 2.159,8 13.501,3
TOTAL 3.586,0 3.651,3 5.157,9 13.064/5 86.283,8
[.B: Imports (cif) [cont.]
SECTORS REGIONS
1 2 3 4 5
Grains 17,6 0,1 15,0 0,2
Vegetables & fruits 9,7 3,3 79,1 114,5 32,5
Oilseeds & soybeans 1,8 0,7 0,1 2,0 11
Sugar
Coffee, rice & others| 38,4 0,7 13,3 13,6 48,7
Animal products 2242 29,5 110,9 180,1 310,5
Bovine meat (ab) 4,9 2,3 3,7
Poultry meat (ab) 3,5 0,6 8,2 21,0
Dairy products (ab) 11,0 0,2 4,2 41,1
Bev. & tobacco (ab) 26,4 5,0 1,2 60,5 272,3
Vegetable oils (ab) 8,6 0,1 2,4 0,2 81,9
Minerals 166,9 21,1 105,3 298,6 381,5
Energy products 337,8 773,5 100,3 79,4
Text. & apparel 163,7 32,5 31,3 60,5 357,7
Leather, wood, papef 446,7 14,6 40,9 464,3 894,7
Other light manufac.| 109,8 4,9 6,8 15,5 177,8
Chemicals & plastics 4.950,9 470,2 252,1 485,1 5.389,b
Ferrous metals 105,3 13,4 5,9 20,2 438,1
Non-ferrous metals 545,4 16,2 172,3 423,3 964,1
Motor vehicles 537,4 232,8 9,8 69,6 2.516,1
Other transp. equip.| 2.075,4 0,7 92,1 951,9
Electric equipment | 3.633,5 200,3 0,7 254,0 1.784,6
Machinery 5.211,3 147.8 58,3 292.8 7.367,9
(Services) 4.129,2 209,0 98,8 1.002,9 9.650,p
TOTAL 22.759,3 1.403,1 1.763,2 3.979,9 31.766,5




[.B: Imports (cif) [end]

SECTORS REGIONS TOTAL
6 7 8 9
Grains 0,7 33,4
Vegetables & fruits 10,5 3,3 28,2 281,2
Oilseeds & soybeans 0,1 1,1 6,9
Sugar
Coffee, rice & others 4,5 4,6 27,7 68,6 219,9
Animal products 5,8 21,4 53,2 257,3 1.192,9
Bovine meat (ab) 0,3 2,8 14,0
Poultry meat (ab) 0,2 0,4 33,8
Dairy products (ab) 21,0 77,5
Bev. & tobacco (ab) 0,4 0,1 0,8 42,7 409,3
Vegetable oils (ab) 0,1 334 11,8 138,4
Minerals 47,8 54,8 38,6 143,0 1.257 1
Energy products 42,6 185,6 27,4 2.399,6 3.946,1
Text. & apparel 18,4 302,7 597,2 368,0 1.932,0
Leather, wood, paper 23,6 177,0 149,3 117,4 2.328,5
Other light manufac. 33,6 295,7 100,5 37,2 781,9
Chemicals & plastics 532,5 550,4 805,6 2.582,7 16.018|9
Ferrous metals 68,6 23,0 59,4 186,5 920,4
Non-ferrous metals 143,8 117,0 111,5 263,0 2.756,6
Motor vehicles 847,5 8,2 301,7 307,7 4.830,8
Other transp. equip.] 135,3 87,5 70,2 90,5 3.503,7
Electric equipment 807,1 644.,8 2.110,5 735,9 10.171}5
Machinery 1.496,2 830,6 1.053,0 1.156,7 17.614,5
(Services) 699,7 297,4 2.614,2 2.948,1 21.649,5
TOTAL 4.907,6 3.611,4 8.157,8 11.770/8 90.119,6

3.2. The scenarios.
We tried to run a diversified set of scenarios todpce a global idea on the

different options nowadays on the table for Mertojihe main ones are,



naturally, the FTAs with, respectively, the US atite EU. Both can be
contrasted to the FTAA initiative — in its originedrm — as well as to a set of
alternatives, comprising different internationakons Mercosul may assume.
Moreover, they should also be confronted with gdaesioutcomes from the
present WTO Doha Round, what hasn’t been dondsrptpef.

Five scenarios, which will be calldzasic have then been defined. These
basic options may be translated into manifold wagswell as combined in
multiple forms. A sixth scenario, involving a FTAttv China is also considered.
Out of the wide spectrum of possible combinatiotiee following will be

discussed here:

Scenario A.The first main scenario, in which Mercosul closeduld FTA
agreement with the US.

Scenario B.The second main one, with the EU25-Mercosul FTAlyful
implemented.

Scenario C.This is a first “diversion”, with Mercosul signing FTA with
Mexico.

Scenario DA second diversion, Mercosul now closing a FTA wiitle Andean
Community, something that is already a reality apqy.

Scenario EThe classical implementation of the FTAA, meanihgttall tariffs,
for all sectors, among all the regions comprising American continent in the
model are zeroed.

Scenario F.This scenario includes a different option, analgsihe impact of

Mercosul's free trade with China.

Of course, it is also desirable to evaluate theaihpf not-so-perfect
FTA’s, something that will be pursued later, foliog lines in Fléres (2003). At
present, supposing full FTAs are implemented ircales allows a clearer cross

evaluation of them.

" The main reason for this absence is that, evesr dfte December 2005 Hong Kong

Ministerial, the format of the final agreement r@énsaquite open.



4. Results.

Tables 1 to 14 are a selection of the most inteigsesults, they concentrate
initially on the impacts in the trade flows. Allskrve careful analysis and will be
briefly discussed below. It is worth reminding -esjally given the previous
remarks on the database and the aggregate letle study — that all the figures
should be basically evaluated in relation to eabler within and between tables,
and not taken separately, as a precise single vdtrethe changesThe
importance of this section is to identify areasitwations — or rather sectors and
scenarios — where things can go beattaworse. Detailed quantification of profits
or losses should be made at a greater level ofl deliamately with the aid of
partial equilibrium modefs

Table 1 describes the changes in trade flows uthéetwo main scenarios.
Four out of the five highest increases for expantshe EU25 scenario (B), are in
commodities (2) and agribusiness (2) sectors, therdeing textiles & apparel.
In the US case, two heavy manufactures sectorsaappeyond one in the
agribusiness — thanks largely to orange juice - taradtraditional ones, textiles
(again) included.

In a rough overall picture, the EU25 FTA seemsaweofir demand for
more traditional Mercosul's exports, while the UBeopromotes some higher
value-added exports. The very protectionist Europg2AP - Common
Agricultural Policy shows itself indirectly in th&gnificant increases in bovine
and poultry meat; US figures in the agribusinessose being more modest.
However, the EU25 remains competitive in this aed, either due to this, or to
compensate the demand surge in the EU, or both;ddel's imports changes of
agricultural commodities and agribusiness are fdautwo exceptions (grains and

bovine meat), considerably higher in the EU25 Flrleed, this is also valid for

8 Given all the methodological caveats already meetip we decided not to translate the results
into monetary values, something that could eaglynisleading.



most of the remaining sectors, only exceptions d@itner transport equipment
and electric equipment.

At the bottom of the Table, the value of the catieh coefficients
between each two corresponding vectors is displgget including services).
Given the very high increase in bovine meat expamtsScenario B, the
coefficients, for exports, were computed with anthaut this sector. There is no
(linear) relation between the two exports pattewts|e the imports ones show a
certain degree of common behaviour.

Nearly all these contrasting results may be p#yteatplained by the more

open, in relative terms, US protectionist structure

Table 1 Mercosul's FTAs with the US and the EU25: Totable flows changes

(long run results; exports and imports) under sgesa and B.

Sectors Scenario A Scenario B
Exports Imports Exports Imports
Grains 1.09 66.74 11.86 59.48
Vegetables & fruits 3.70 5.69 28.67 46.25
Oil seeds & soybeans 0.39 34.03 -5.26 62.06
Sugar 6.01 - 7.59 -
Coffee, rice & others 7.95 35.52 41.61 135.55
Animal products 7.81 33.57 40.98 123.91
Bovine meat (ab) 3.76 34.42 269.02 25.99
Poultry meat (ab) 4.36 6.70 81.55 60.92
Dairy products (ab) 13.02 32.65 0.33 114.67
Bev. & tobacco (ab) 25.71 10.67 10.23 118.95
Vegetable oils (ab) 0.70 13.62 24.32 198.44
Minerals 5.89 12.87 14.03 33.53
Energy products 2.04 0.80 -0.08 5.72
Text. & apparel 25.09 14.44 42.36 31.80




Leather, wood, pape 20.87 12.00 23.30 23.88
Other light manufac. 6.21 42.02 9.34 62.56
Chemicals & plastics 15.08 7.89 12.37 8.44
Ferrous metals 13.52 7.63 15.75 26.12
Non-ferrous metals 12.83 9.38 24.88 15.86
Motor vehicles 19.11 22.27 9.95 100.34
Other transp. equip. 26.05 41.32 4.42 25.21
Electric equipment 20.73 5.61 8.91 3.71
Machinery 16.35 11.61 18.26 15.76
(Services) 0.97 -1.10 -2.67 3.29
TOTAL 9.51 9.09 19.42 18.57

Correlation between the two patterns: i) Expors08 (without bovine meat), -0.21
(with bovine meat); ii) Imports, 0.27 .

Tables 2 and 3 deepen the insight, showing thiemafdistribution of the
increases, according to the five groups of settdsth regional agreements
present limited territorial externalities, with hewer certain nuances. The US
one seems to cause some efficiency gains in ligit leavy manufactures
sectors, where Mercosul is able to increase expomther areas in the world. In
the latter group, sensible increases take pladhanthree Asiatic regions, the
EU25 and the RoW. Nevertheless, the imports paitetargely dominated by
very high penetration of the US flows, with, butr fagricultural sectors,
decreases in the demand elsewhere. Though thesmswzaly negligible, for the
two manufactures groups figures become again mgrifisant, particularly for
heavy manufactures, exactly in the same five regmneady mentioned. Very
clearly, the agreement will provoke trade deviationthese sectors, from Asia
and the EU25 to US suppliers. A similar patterrgsmably significant, also

takes place with the energy group.

°® They can be complemented by tables showing the g#orenation at the sector level. These,
and many other, more detailed tables, can be @atdimom the authors.



Increases in exports to the partner are usuallgemmdest in scenario A
than in B. This very often also corresponds to lovabsolute values.
Manufacturing groups IV and V sell, to the US, unsieenario A, extra values of
1.98 bn US$ and 3.30 bn USS$, respectively, whike iuch higher European
percentages under scenario B amount to 2.83 bn &l&f 3.55 bn USS$,
respectively: a sizeable difference in the firgeca

Table 2 Mercosul's FTA with the US (Scenario A): Tradewls changes (long

run results) by Regions and Groups of Sectors.

2A. Exports.
Regions Sector Groups
I [l 1 v \Y
us 56.92 60.67 21.24 52.44 33.39
Mexico -1.67 0.50 0.62 0.57 7.16
Andean -0.26 0.48 1.00 1.04 5.27
RoWH -0.51 0.85 0.42 0.75 6.35
EU25 -1.64 0.71 2.18 1.32 8.96
Japan -1.57 1.46 2.36 1.89 8.96
China -0.93 1.01 2.46 2.39 10.77
Asial0 -0.57 0.88 2.33 1.00 7.81
RoW -0.30 0.79 2.27 1.89 9.20
2B. Imports.
Regions Sector Groups
I [l 11l v \
uS 175.50 192.49 54.44 141.28 64.45
Mexico -0.56 -1.73 -2.74 -3.17 -9.06
Andean 0.39 -1.34 -1.58 -2.28 -7.55
RoWH 0.01 -1.76 -2.39 -0.95 -9.37




EU25 0.31 -1.59 -2.43 -2.23 -12.01
Japan 2.94 -1.69 -1.41 -5.21 -12.09
China 0.67 -1.30 -1.73 -5.06 -10.94
Asial0 2.02 -1.12 -1.54 -3.59 -9.26
RoW 0.90 -1.57 -1.52 -3.16 -9.20

Key to the groups [(number of sectors)]: | — adtixe (6), Il — agribusiness (5), Il —

energy (2), IV — light manufactures (3), V — heawgnufactures (7).

Table 3 Mercosul’'s FTA with the EU25 (Scenario B): Trdtmvs changes
(long run results) by Regions and Groups of Sectors

3A. Exports.
Regions Sector Groups
I Il 1 \Y, \Y
us -17.08 -6.49 -3.51 -4.05 -2.09
Mexico -18.51 -2.75 -3.15 -2.84 -2.39
Andean -21.89 -8.28 -5.45 -0.96 1.02
RoWH -17.26 -5.71 -2.15 -3.05 1.52
EU25 79.72 144.99 54.04 100.41 69.21
Japan -26.65 -5.72 -11.30 -7.99 3.36
China -17.32 -16.08 -11.35 -8.14 3.75
Asial0 -21.28 -11.20 -11.89 -7.79 3.46
RowW -17.19 -8.89 -11.71 -7.68 2.40
3B. Imports.
Regions Sector Groups
I Il 1 \Y, \Y
us 57.04 10.19 5.02 0.28 -9.82
Mexico 51.61 8.11 4.38 -0.34 -7.38
Andean 43.52 16.76 5.08 0.16 -6.89
RoWH 44.76 6.66 4.52 1.51 -8.04




EU25 312.61 201.38 86.58 117.17 73.11

Japan 66.33 9.35 2.18 -2.11 -10.72
China 49.09 8.21 5.12 -2.04 -8.97
AsialO 62.53 26.85 2.51 -0.78 -6.89
RoW 58.03 10.22 5.49 -0.41 -7.73
Key to the groups [(number of sectors)]: | — adtixe (6), Il — agribusiness (5), Il —

energy (2), IV — light manufactures (3), V — heawgnufactures (7).

It is interesting to notice that the EU25 FTA paités nearly opposite to

the one depicted in Table 2. The considerable insexports to the EU takes

place at the expense of generalised decreasdsotmat regions, for every sector

but heavy manufactures in the Asian and RoW regiphss the AC and the

RoOWH. Imports, however, increase almost everywhemeeptions being the

Asian regions and Mexico in light manufactures, afiddestinations in heavy

manufactures, where — as happened in the US FTieretis a clear trade

deviation in favour of the partner’s exports.

The combination of all results till now suggesttew things. First, both

FTAs with a Northern bloc will enhance Mercosulsngpetitiveness in heavy

manufactures, very likely at the cost of inducingoasiderable (though needed)

readjustment in this group of sectors. Second,enr8itenario A transforms the

US into the major Mercosul supplier, in spite oblpably also turning the

Southern Cone into a more competitive bloc, Scen#&istrongly channels

Mercosul exports to the EU, in such a way thas itmpelled to demand more

goods from all other regions. Clearly, this signasthe more distorting EU

protection structure, but also warns on the higb& dependency the sole

completion of Scenario A may entail.

The US Scenario A has two deviations and one déspethe FTAA

itself. Table 4 shows the changes in the flowssdxstors groups, for Scenarios C

and D. The figures are more modest, though in #se ©of Mexico the increases

in manufactures exports (light and heavy) are sdma¢whigher. The Andean



Community, on the other hand, shows its competigs in agriculture and

energy, where the highest changes in Mercosul'®itafgake place.

Table 4. Mercosul’'s FTAs with Mexico and the Andean ComiityriT otal trade

flows changes (long run results; exports and ing)amder scenarios C and D.

Sectors Groups Scenario C Scenario D

Exports Imports Exports Imports

Agriculture 0.36 5.02 2.72 16.02
Agribusiness 1.72 3.07 1.73 3.14
Energy -0.04 1.31 0.96 4.64

Light Manufactures 2.62 2.93 1.51 3.20
Heavy Manufactures 6.69 2.82 4.45 1.61
(Services) -0.89 1.06 -1.13 1.37

TOTAL 2.47 2.36 2.20 2.11

Table 5 gives a better, more detailed view of theaghics of these South-

South integrations by displaying, for the four kegions, the sectoral changes in

the Andean Community FTA. The agreement causesatiewi of Mercosul

exports in all other regions, though in general ;ldhe highest one being,

uniformly, in the grains secttt It dramatically unlocks Mercosul exports of

sugar, animal and dairy products, but the increasesignificant for all sectors:

electric equipment, with 29.51 is the lowest one.

Contrasting imports and exports, evidences of {imdastry trade between

the two blocs emerge — at the aggregation levéhefmodel —, in the areas of

beverages & tobacco, machinery, textiles & appatbkr light manufactures and

motor vehicles, among others. These last two seaocount for the highest

percentage increases in Andean exports to Mercbwléded, they, together with

poultry meat, appear as a bit of a surprise. Comdpithem with the figures for




coffe, rice & other crops, animal products, vegktalls and electric machinery,

there is an interesting evidence on the compleméatabetween the two blocs.

Of course, the Community becomes a main supplienefgy products to

Mercosul, negative though very small decreasesigaiace in all other regions.

The same applies, now again somewhat unexpecigilyyegetables and fruits.

Apart from this, the FTA does not impact much thBeo regions’ exports.

Finally, the effects on the US and the EU25 arkisgly similar, as synthesised

by the two correlation coefficients.

Table 5 Mercosul’'s FTA with the Andean Community: Totedde flows

changes (long run results; exports and importsjhbyour main regions, under

scenario D.
SA. Exports.
SECTORS us Mexico Andean Com. EU25
Grains -6.24 -3.39 93.95 -7.75
Vegetables & fruits 0.61 0.42 94.11 0.85
Oil seeds & soybean -1.50 -1.31 55.83 -1.22
Sugar -0.94 - 216.24 -1.52
Coffee, rice & others -1.08 -1.09 112.01 -1.40
Animal products -1.40 -1.63 236.17 -3.09
Bovine meat (ab) -2.02 -1.25 134.36 -1.35
Poultry meat (ab) -1.92 0.00 109.05 -1.86
Dairy products (ab) -1.06 -1.18 208.28 -2.84
Bev. & tobacco (ab) -1.13 -0.89 110.64 -1.12
Vegetable oils (ab) -2.21 -1.42 77.28 -1.43
Minerals -0.49 -0.27 100.47 -0.89
Energy products -0.04 -0.08 62.59 -0.25
Text. & apparel -1.20 -0.80 121.99 -2.74

°This pattern also repeats itself in the other {fiegions not shown.




Leather, wood, pape -1.24 -1.01 44.83 -2.29
Other light manufac. -0.10 -0.38 105.26 -1.78
Chemicals & plastics -1.75 -0.93 39.23 -1.72
Ferrous metals -1.56 -1.18 40.80 -3.47
Non-ferrous metals -0.99 -0.65 46.76 -2.26
Motor vehicles -0.37 -1.09 92.93 -0.89
Other transp. equip. -1.31 -1.48 135.58 -1.54
Electric equipment -1.03 -0.88 29.51 -2.03
Machinery -0.92 -1.43 72.64 -2.74
(Services) -1.23 -1.10 -2.89 -1.09
TOTAL -1.11 -1.08 76.93 -1.93
Correlation between the US and EU25 patterns (Egpo0.84 .
5B. Imports.
SECTORS us Mexico Andean Com. EU25
Grains 10.48 - 136.54 9.46
Vegetables & fruits -2.37 -2.38 83.05 -2.43
Oil seeds & soybeans 3.37 3.61 170.06 2.58
Sugar - - - -
Coffee, rice & others 1.66 1.56 114.01 1.49
Animal products 2.98 3.01 146.95 2.88
Bovine meat (ab) 1.83 0.00 0.00 1.80
Poultry meat (ab) 1.97 0.00 70.22 1.95
Dairy products (ab) 3.65 3.59 0.00 3.58
Bev. & tobacco (ab) 1.52 1.53 182.32 1.48
Vegetable oils (ab) 3.30 3.38 204.06 2.87
Minerals 0.21 0.23 87.28 0.17
Energy products -0.46 - 21.15 -0.55
Text. & apparel 173 1.74 180.89 1.70
Leather, wood, paper 0.70 0.71 52.07 0.69
Other light manufac. 1.92 1.94 299.15 1.89




Chemicals & plastics 0.75 0.76 41.77 0.73
Ferrous metals 1.45 1.48 69.24 1.43
Non-ferrous metals 0.61 0.62 65.25 0.60
Motor vehicles 0.31 0.34 304.48 0.29
Other transp. equip. 2.87 2.90 0.00 2.82
Electric equipment 0.66 0.66 34.76 0.66
Machinery 1.48 1.49 109.73 1.45
(Services) 1.38 1.39 2.87 1.36
TOTAL 1.22 0.92 52.39 1.16

Correlation between the US and EU25 patterns (ltspat.00 .

The FTAA, Scenario E, provides the integrated pefior scenarios A, C

and D, the US presence being responsible for anfawlinearities. Table 6 gives

a detailed picture of the total flows changes, M@rcosul. The two last rows

show the difference between these figures and treesponding ones for

Scenario A, shown in Table 1; they reveal that ¢ffects of Scenario A are

thoroughly enhanced.

Exports increases are usually superior in the RIlIAA case, while

imports ones always. For exportigiry products motor vehiclesbeverages &

tobaccq andtextiles & apparel in this order, present the greatest changes -

sectors where Mercosul, but perhapsrmtor vehiclesclearly has an advantage

vis a vismore competitive blocs/economies. Notwithstandingreases are also

positive in all remaining trade-in-goods sectors.

The pattern is somehow reverted in the imports $lowhich increase

substantially in the agricultural group. Howevereh@ercentage values can be

misleading. A 117.80 per cent rise in grains am®tmB9.3 m US$, while one of

15.45 per cent in machinery to 2.7 bn US$ !

Tables 7 and 9 have formats similar, respectivelylables 2 and 5, and

allow for a closer examination of impacts. As expdc the FTAA induces

Mercosul ‘coming closer’ to its Western Hemisph@\éH) partners. Though the




impact outside the hemisphere is somewhat neghgiblthe case of exports
(Japan even showing no decrease), for importsttaages are both uniform and
remarkable (notwithstanding increases in groupsdl I8). Table 8 adds a further
insight on this, by comparing the total flow chasdger the four scenarios
dealing with WH integrations. From it, we see ttieg FTAA is as distorting —
with respect to regions outside the agreement -thasMercosul-US FTA,

though, in the latter, Mercosul still increases atgorts to all other regions.
Overall, the FTAA is roughly as beneficial to Mexiand the AC — in terms of
their trade relations with Mercosul — as the indaal scenarios C and D. It is

undoubtedly a competitive choice within the realnthese four agreements.

Table 6: The FTAA: Total trade flows changes (long runutess exports and

imports) under scenario E, and differences E - A.

Sectors Scenario E Scenario E — Scenario A
Exports Imports Exports Imports
Grains 3.27 117.80 2.18 51.06
Vegetables & fruits 9.49 60.05 6.29 54.36
Oil seeds & soybeans 0.23 87.97 -0.16 53.94
Sugar 7.44 - 1.43 -
Coffee, rice & others 9.44 55.67 1.49 20.15
Animal products 20.62 81.32 12.81 47.75
Bovine meat (ab) 14.12 51.78 10.36 17.36
Poultry meat (ab) 10.37 23.53 6.01 16.83
Dairy products (ab) 132.73 57.09 119.71 24.44
Bev. & tobacco (ab) 45.45 37.90 19.74 27.23
Vegetable oils (ab) 2.22 23.48 1.52 9.86
Minerals 10.56 40.72 4.67 27.85
Energy products 12.70 8.01 10.66 7.21
Text. & apparel 44.86 27.59 19.77 13.15




Leather, wood, pape 25.50 24.80 4.63 12.80
Other light manufac. 20.50 56.40 14.29 14.38
Chemicals & plastics 27.65 11.67 12.57 3.78
Ferrous metals 17.76 13.69 4.24 6.06
Non-ferrous metals 16.84 22.41 4.01 13.03
Motor vehicles 51.98 37.03 32.87 14.76
Other transp. equip. 25.59 50.51 -0.46 9.19
Electric equipment 28.02 7.60 7.29 1.99
Machinery 33.30 15.45 16.95 3.84
(Services) -1.21 1.50 -2.18 2.60
TOTAL 16.18 15.45 6.67 6.36
Table 7. The FTAA (Scenario E): Trade flows changes (lomg results) by
Regions and Groups of Sectors.
7A. Exports.
Regions Sector Groups Total
I I 1 IV
us 52.85 56.67 20.43 49.01 30.5p 36.75
Mexico 118.19| 200.92 112.50 163.8 116.40 124,65
Andean 106.44 89.79 94.4( 75.29 43.01 61.54
RoWH 51.67 81.03 17.06 44.82 42.88 38.03
EU25 -4.01 -1.26 1.76 -2.82 5.18 -0.53
Japan -3.67 -0.42 2.56 -2.88 4.49 0.34
China -3.44 -2.17 2.60 -2.67 5.78 -0.66
Asial0 -2.97 -1.38 2.38 -3.11 2.22 -0.88
RoW -3.60 -1.08 1.38 -2.51 5.28 -0.67
7B. Imports.
Regions Sector Groups Tota




I Il 1] \Y; Vv
us 184.93| 206.15 55.50 144.49 65.35 70.43
Mexico 210.90| 231.57| 11574 202.07 105..8 113(18
Andean 136.61| 223.08 28.47 131.36 56.91 55,59
RoWH 117.96| 139.40 69.30 70.62 57.65 70.23
EU25 3.46 1.29 -3.60 -1.26 -11.60  -10.33
Japan 6.88 0.47 -2.44 -3.79 -12.07  -11.66
China 1.66 0.53 -0.23 3.68 10.16 -7.79
Asial0 5.47 2.72 -2.64 -2.35 -8.77 -7.48
RowW 4.01 2.29 0.69 -2.02 -8.75 -5.02
Key to the groups [(number of sectors)]: | — adtime (6), Il — agribusiness (5), 11l —

energy (2), IV — light manufactures (3), V — heangnufactures (7).

Table 8 Total trade flows changes (long run results)Regions, for the four

Western Hemisphere scenarios.

)

REGIONS EXPORTS IMPORTS
Scenarios Scenarios
A C D E A C D E
us 39.70 -1.06 -1.10 36.75 69.26 0.54 1.19 70.43
Mexico 5.55 119.58 -1.08 124.65 -8.42 | 138.96 0.83 113.1
Andean 3.46 -0.81 78.64 61.54 -3.16 0.66 55.33 55.5¢
RoWH 2.48 -0.72 -0.92 38.03 -5.69 0.65 0.87 70.23
EU25 2.12 -1.24 -1.77 -0.53| -10.76 | 0.19 1.07| -10.3]
Japan 2.69 -1.67 -2.21 0.34| -11.70| -0.12 0.97| -11.6¢
China 209 | -126| -193| -066 -8.77 | 057 | 1.07| -7.79
AsialO 2.27 -1.52 -2.32 -0.88| -8.08 0.26 1.00 -7.43
RoW 2.16 -1.09 -1.97 -0.67| -6.16 0.42 0.60 -5.02

The additional insight provided by Table 9 reféssthe market losses

caused by the FTAA. Taking, for instance, Mercasuexports to the AC,



comparison with Table 5 shows they usually loseketashare, especially in the

case of the nine manufactures, either light or eaectors; indeed, with the

exceptions oftextiles & apparel(actually an increase) anmtbn-ferrous metals

(nearly constant), the losses are significant. [@nyi for EU25 imports, the

table shows a uniformly greater market loss imahufactures sectors, with the

exception oferrous metals

Table 9 The FTAA: Total trade flows changes (long runufess exports and

imports), by the four main regions, under scengrio

9A. Exports.

SECTORS us Mexico Andean Com. EU25
Grains 38,76 401,71 16,11 -5,20
Vegetables & fruits 27,21 128,89 95,39 1,62
Oil seeds & soybeans 187,37 37,25 41,94 -2,15
Sugar 101,94 - 220,63 -4,09
Coffee, rice & others 74,15 115,61 131,48 -9,39
Animal products 37,43 171,34 218,03 -4,35
Bovine meat (ab) 75,85 461,25 130,09 -0,39
Poultry meat (ab) 29,73 0,00 103,83 0,09
Dairy products (ab) 89,98 186,29 202,35 -5,56
Bev. & tobacco (ab) 114,22 277,37 112,92 -1,06
Vegetable oils (ab) 45,76 167,57 61,66 -1,71
Minerals 36,64 114,03 102,58 2,34
Energy products 6,32 32,18 82,68 -3,03
Text. & apparel 78,19 95,98 120,70 0,80
Leather, wood, paper 47,37 185,85 40,55 -3,47
Other light manufac. 5,71 97,69 85,22 5,27
Chemicals & plastics 41,66 99,62 34,22 4,81
Ferrous metals 28,14 103,33 35,89 -2,96




Non-ferrous metals 23,26 114,72 45,06 5,11
Motor vehicles 45,49 102,22 66,02 6,81
Other transp. equip. 32,40 361,28 98,09 2,30
Electric equipment 24,25 158,49 15,53 6,82
Machinery 18,08 169,35 37,84 13,05
(Services) -0,89 -1,07 -5,28 -1,36
TOTAL 32,47 118,11 60,14 -0,70
9B. Imports.
SECTORS us Mexico Andean Com. EU25
Grains 120,10 301,14 6,22
Vegetables & fruits 118,52 134,33 81,99 -6,07
Oil seeds & soybeans 137,37 162,12 224,22 4,23
Sugar
Coffee, rice & others 183,96 225,30 121,76 10,44
Animal products 193,44 220,28 177,15 3,36
Bovine meat (ab) 107,64 0,00 0,00 0,91
Poultry meat (ab) 87,14 0,00 76,94 -1,22
Dairy products (ab) 276,22 426,20 0,00 7,02
Bev. & tobacco (ab) 195,97 220,68 197,72 0,14
Vegetable oils (ab) 251,80 308,65 275,00 2,90
Minerals 109,75 115,74 87,37 -4,55
Energy products 28,69 20,45 0,94
Text. & apparel 211,24 227,52 184,53 -2,13
Leather, wood, paper 64,87 71,60 57,16 0,36
Other light manufac. 368,88 422,67 331,51 -7,64
Chemicals & plastics 40,51 43,48 38,08 -6,01
Ferrous metals 85,01 96,95 74,40 0,74
Non-ferrous metals 71,03 76,69 57,29 -6,08
Motor vehicles 277,67 307,65 234,80 -15,15




Other transp. equip. 90,43 245,32 0,00 -20,18

Electric equipment 26,56 26,97 31,10 -4,96

Machinery 83,12 91,66 105,97 -16,67
(Services) 1,15 1,47 5,12 1,61
TOTAL 57,86 96,54 52,76 -6,70

The flows analysis is completed by looking at ther&bsul-China FTA.

Table 10 displays the regional changes it indulbgsector groups, while Table

11 gives a more detailed information on the total €hinese flows.

Comparing Table 10 with Table 3, we see that, tptalely, the

Mercosul-China FTA induces a pattern similar to three generated by the

Mercosul-EU25 FTA. The difference, in exports, lies group V, where

Mercosul exports now suffer a deviation in Asiar &oW regions, being not

affected in the remaining of the globe. In the catemports, all regions, as

regards group 1V, are now affected; deviations rioug V are, however, more

modest.

Table 10 The Mercosul-China FTA (Scenario F): Trade flashsnges (long run
results) by Regions and Groups of Sectors.
10A. Exports.

Regions Sector Groups Total
I I 11l IV

us -1.43 -1.06 -0.19 -0.83 0.93 0.18

Mexico -1.49 -0.54 -0.10 -0.53 1.57 1.06
Andean -1.09 -0.60 -0.54 -0.01 0.4 0.02
RoWH -1.21 -0.72 -0.26 -0.56 0.22 -0.27
EU25 -1.75 -0.66 -0.81 -1.64 0.20 -0.94
Japan -2.07 -1.23 -0.80 -1.5C -1.48 -1.45




China 31.20 117.26 10.29 311.57 490.03 14113
Asial0 -1.54 -0.85 -0.75 -1.90 -1.30 -1.29
RoW -1.71 -0.73 -0.97 -1.49 -0.05 -1.02
10B. Imports.
Regions Sector Groups Total
I Il 1 \Y \Y
us 2.32 1.35 0.44 -2.75 -0.86 -0.84
Mexico 1.81 1.45 -0.05 -2.75 -1.41 -1.34
Andean 131 1.15 0.63 -2.03 -0.15 -0.3/7
RoWH 1.29 1.48 0.22 -0.44 -0.49 -0.14
EU25 2.28 1.39 0.20 -2.29 -1.51 -1.40
Japan 3.95 1.43 0.06 -7.4( -1.97 -2.01
China 196.71| 339.17 35.77 286.55 103.02 14274
Asial0 3.35 0.99 0.05 -3.21 -1.18 -1.40
RoW 2.66 1.47 0.73 -2.50 -0.76 -0.27

Key to the groups [(number of sectors)]: | — adtime (6), Il — agribusiness (5), 1l —
energy (2), IV — light manufactures (3), V — heangnufactures (7).

Table 11 shows that, in general, though the figtmeshe China flows are

usually high to very high, the impact in the totiaws is small. Even so, it is

funny to see that many indications of contractigpear for total exports.

Definitely, China is an interesting partner whoske will evolve.

Table 11 The Mercosul-China FTA: Total and Chinese trddev$ changes

(long run results; exports and imports) under sgerta

Sectors Total flows Mercosul-China flows
Exports Imports Exports Imports
[ 10,46 -
Grains 0,46 0.63
[ - 154,81
Vegetables & fruits 001 5.56




Oil seeds & soybeans 0,05 173 0,40 88,76
Sugar 3,03 8.80 427,89 -
Coffee, rice & others 3.61 6.09 264,23 140,81
Animal products 529 0.63 308,42 229,70
Bovine meat (ab) 0,67 139 514,65 0,00
Poultry meat (ab) 0,94 141 122,58 0,00
Dairy products (ab) 0,82 161 0,00 0,00
Bev. & tobacco (ab) 0.84 158 192,63 339,17
Vegetable oils (ab) 018 0.1 95,92 0,00
Minerals 0.72 5.73 9,99 130,07
Energy products 0,26 108 17,68 7,91
Text. & apparel 83,24 42.45 863,32 281,98
Leather, wood, paper 473 5.80 129,30 72,66
Other light manufac. 9.92 14871 970,99 419,25
Chemicals & plastics 220 200 158,52 52,93
Ferrous metals 110 3.04 87,85 100,15
Non-ferrous metals 0.28 454 165,61 95,67
Motor vehicles 43.81 3.47 1.551,86 462,18
Other transp. equip. 3,05 1258 110,77 411,27
Electric equipment 3,07 162 233,41 35,33
Machinery 6.19 4,50 218,07 156,30
(Services) -1,12 1,40 -1,64 1,62
TOTAL 5,04 4,84 133,09 131,12

Correlation between the two patterns: i) Expofig2 (without motor vehicles), 0.69
(with motor vehicles); ii) Imports, 0.46 .

Changes in trade flows have no clear, unidirectioakation with what

happens to output and, most importantly, welfatiee-ultimate goal of any CGE

evaluation. Synthetic information on all the sce&rsrs obtained from Tables 12

to 14, showing, respectively, the changes in lapautput and welfare.




Reminding that labour is reallocated in each sdéenkeeping its total constant,

the two first tables show that, in general, changdsiced by the six scenarios

are not very drastic. As expected, the directionshange are the same, in both

tables.

The Mercosul-EU25 agreement induces a more worrgmgraction on

the heavy manufacturing sector®tor vehiclesother transport equipmerdand

machinery what, for the two last ones, also happens with W& or FTAA

agreements, though with less intensity. This mightdue to the impact of the

major unleashing of agribusiness exports to the whiat might be distorting

somewhat the results. Moreover, given the moratioadl! sides of the European

economy, maybe there is less scope for Mercosulfaatures in that market.

The FTAA reduces output in thather light manufactureshemicals &

plastics non-ferrous metalsand, especially, irother transport equipmerdand

machinerysectors. The most notable increase takes plageiar vehiclesPart

of these results goes against those obtained ne$-[@003) for Brazil, where the

FTAA slightly decreased ‘cars’ output (-0.4), whilecreasing ‘other vehicles’

(+2.1). Beyond the aggregation level (BrazMercosul), the different base years
(1997, in Flores (2003)) must be at play here.

Table 12 Total labour changes (long run results; percentegm base values),

for all scenarios.

Base Scenarios
SECTORS Labour* A B C D E F

Wheat, Corn and Other Grains 1.045,0 0,2 441 0/010,88 0,66 -0,22
Vegetables and Fruits 745,0 0,54 3,08 -0,12 -0,52 0,81- -0,28

Oil seeds and Soybeans 1.350,0 0,5 2,08 -0,15 0/090,47 -0,20
Sugar 695,1 3,33 3,66 -0,40 -0,32 3,97 1,51
Coffee, Rice and Other Crops 1.228,2 1,1 5,61 0/03-0,04 1,02 0,49
Animal Products 5.788,4 0,19 4,51 -0,03 0,21 0,44 ,050
Bovine Meat 425,0 0,71 24,8y 0,09 -0,18 1,83 -0,02
Poultry Meat 141,8 2,02 28,16 -0,40 -0,92 4,23 480,




Dairy Products 509,6 0,45 -0,86 2,68 1,40 4,52 0,05
Beverages and Tobaccos 506,0 0,43 -4/39 0,13 0/05,13 0 -0,04
Vegetable Oils 323,1 0,69 24,14 -0,99 1,26 1,87 350,
Minerals 1.131,0 0,39 0,77 -0,09 -0,21 -0,22 -0,18
Energy Products 366,0 0,56 0,10 -0,36 -1,03 1,05 ,46-0
Textiles and Apparel 965,0 1,16 0,04 -0,26 0,76 115 2,78
Leather, Wood and Paper 2.321,4 5,70 4 .96 0/66 5-0|3 5,95 0,82
Other Light Manufactures 791,0 -3,21 -4,82 -0,06 120, | -3,50 -11,84
Chemical and Plastic Products 1.885,0 -2,46 -41220,20- 0,31 -2,33 -0,21
Ferrous metals 387,0 4,74 -1,44 1,03 0,419 6,44 1,28
Non-ferrous Metals 1.057,5 -1,40 -3,19 0,19 -0,39 62,5 -0,06
Motor Vehicles 625,8 1,62 -15,06 2,50 2,81 8,11 093,
Other Transport Equipment 645,8 -3,89 -13)83 0,01 ,200| -4,27 2,70
Electric Equipment 304,4 2,96 1,63 1,58 0,39 5,15 ,430
Machinery 1.354,1 -8,76 -10,1p 0,78 1,17 -6,99 917
Utilities and Construction 4.773,7 -2,78 -0,91 0,45 0,80 -1,64 0,48
Trade and Services 61.106,0 0,16 -0,43 -0)12 -0,16:0,10 -0,10
Total 90.470,9 0,00 0,00 0,0d 0,00 0,00 0,00

* in 1.000 workers

Table 13 Total output changes (long run results; percenfegm base values),

for all scenarios.

Base Scenarios
SECTORS Values*| A B C D E F
Grains 7,9 0,11 2,50 0,01 0,5Y 0,34 -0,13
Vegetables and Fruits 5.3 0,28 1,65 -0,08 -0/31 600, -0,17
Oilseeds & Soybeans 12,5 0,24 0,90 -0,08 0,06 0,180,10
Sugar 9,6 1,54 1,28, -0,20 -0,13 1,79 0,78
Coffee, Rice & Others 12,4 0,47 2,19 0,92 -0,01 004 0,23
Animal Products 63,6 0,08 2,12 -0,01 0,11 0,20 0,03
Bovine Meat 16,8 0,61 20,63 0,08 -0,11 1,54 -0,01
Poultry Meat 7,0 1,67 23,06 -0,3p -0,77 3,48 -0,89
Dairy Products 16,3 0,10 -0,88 1,28 0,70 1,97 0,04
Bever. and Tobaccos 13,0 0,317 -4.28 0,11 0,04 0,040,04




Vegetable Oils 15,1 0,26 8,56 -0,22 0,47 0,70 -0,13
Minerals 25,8 0,21 0,39 -0,05 -0,1p -0,15 -0,10
Energy Products 35,5 -0,08 -1,60 -0,22 -0,65 0,07 0,23
Textiles & Apparel 26,2 0,64 0,02 -0,14 0,41 0,82 521
Leather, Wood, Paper 45,2 3,81 3,31 0,44 -0}24 3,970,55
Other Light Manufac. 15,8 -1,8( 2,71 -0,03 0,07 ,961| -6,74
Chemical & Plastics 60,0 -1,14  -1,96 -0,09 0,14 081, -0,10
Ferrous metals 20,8 2,32 -0,71 0,51 0,24 3,15 0,63
Non-ferrous Metals 27,0 -0,97 -2,11 0,1p -0,25 -1,68 0,04
Motor Vehicles 23,6 0,60| -16,34 1,59 2,37 5,62 411
Other Transp. Equip. 15,7 -4.3¢ -13,81 0,01 0,09 774 2,58
Electric Equipment 13,6 1,08 0,6( 0,58 0,14 1,87 160,
Machinery 31,0 -4,56| -5,28 0,4( 0,60 -3,63 -0,92
Utilities & Construction| 124,2| -0,85 -0,2% 0,14 9,2 -0,51 0,15
Trade and Services 641,9 0,10 -0,27 -0,07 -0,10 06-0, -0,06
Total 1286,0| -0,03 -0,21] 0,15 0,15 0,09 0,17
*in bn US$

Judging from a single figure of merit, Table 14iBaranks the options.
Irrespectively whether GDP or EV is used, the caimgepairs of scenarios are
B versusE and AversusF. The latter means that China, if on one handdimay
via its FTA with Mercosul, a trade flows patterrmdar to that created by the
EU25-Mercosul FTA, on the other hand, in welfarengais already competing
with a US-Mercosul FTA.

Welfare results — both in plain real GDP variatiar, in the more
sophisticatecequivalent variation(EV) computation — are however surprisingly
low, for a model including imperfect competitiorhd explanation probably lies
on the fact that most gains, in all agreementsyeédrom the perfect competition
sectors, those in strategic interaction many timdgering a contraction. This is

linked to an important policy issue to be developethe next section.



Table 14 A few figures of merit: Total variations (longrruesults; percentage

from base values (in US$ bn)), for all scenarios.

Base Scenarios
Values| A B C D E F
Real GDP 438,1 0,189 0,788 0,163 0,164 0,647 8029
Welfare (EV) 75,7, 0,377 0,482 0,082 0,066 0,630 5D.2
Exports * 72,8 11,09 23,52 3,09 2,8 19/41 6,18
Imports * 68,5| 12,31 23,40 2,7y 2,34 1986 593

* only merchandise trade

5. Mercosul: opportunities and defficiencies.

The fact of simultaneously analysing several irdégn possibilities provides
additional insights on the performance of the “masat” partner, namely
Mercosul. In particular, questions of efficiencydaadjustment may be identified
in a more consistent way.

It is tempting to divide the respective resultsTables 13 and 12, in order
to evaluate the variations in gross labour produgti by sector, for each
agreement; this however is not very informativethe present exercise. The
constant total labour closure enhances the absehltee of the changes in this
factor, which, as mentioned above, have the sameetdins as those for output.
This implies that, uniformly, productivitdecreasedor a sector where output
expands, anthcreasedor those that suffer a contraction. Though this omake
sense, the fact that it is a consequence of thénamécs of the model makes the
productivity analysis less realistic.

The issue of adjustment, called upon in a CGEexdrty Giordano and
Watanuki (2001) and Fléres (2003), remains a majm, especially for a bloc
with mixed characteristics like Mercosul. Based Dable 12, we derived a
classification of winning (W), neutral (N), confliog (C) and losing (L) sectors.
Neglecting variations less than 1 per cent in alisotalue, a sector is defined as

winnng, if all other output variations are positive



neutral, if no variations outside the 1 per cengeatake place;

conflicting, if positive and negative variationspagar outside the range;

losing, if all other output variations are negative

Table 15 shows the result of directly applying #fv®ve criteria to data in
Table 12. The outcome is informative.

In the worldly competitive groups of Agriculture car\gribusiness, one
loser appeardieverages & tobaccalue to its contraction in the EU25 FTA. It is
worth pointing out that orange juice, a very periorg Brazilian export is
subsumed in this sector. Alsm|seeds and soybeahsns out as a neutral sector.

In the Light Manufactures group the situation a very encouraging, but
for leather, wood, papewhere a basket of goods from Argentina, Brazil and
Uruguay have established market niches, with gropttential. Textiles &
apparelmanages to be a winner, thanks to Chinaother light manufactures
a total loser. Things get worse in Heavy ManufatuiThree losers — including
the non-ferrous metalshdustry, what is both surprising and worrying -e d@wo
conflicting cases are found. Out of the latter, fir&t is more of a winner, but for
the strong contraction in the EU25 scenario, ardstttond more of a loser, if the
increase in the China FTA didn't take place. Itwsrth reminding that the
competitive Brazilian middle-sized aircraft arelured in this last sector.

Finally, the pattern in the Energy group is failitb Mercosul’s relatively
neutral standing in the two aggregate sectors.

It is also important to highlight that, out of th8 winning sectors, 5 own
their classification to only one FTA result: alleain the Agriculture and
Agribusiness groups, and the FTA is the one withE25 which, as mentioned
in section 4, presents perhaps the more distortéaibegh not uninteresting -

result, driven by the opening of the CAP-protecteatket.

Table 15 A ‘Winners and Losers’pattern derived from theat@utput changes
in Table 12.
SECTORS Winner Scenarios




or Loser, A B C D E F
Grains W - 2,50 - - - -
Vegetables and Fruits W - 1,65 - - - -
Oilseeds & Soybeans N - - - - - -
Sugar W 1,54 1,28 - - 1,79 -
Coffee, Rice & Others w - 2,19 - - - -
Animal Products W - 2,12 - - - -
Bovine Meat W - 20,63 - - 1,54 -
Poultry Meat W 1,67 23,06 - - 3,48 -
Dairy Products W - - 1,28 - 1,97 -
Bever. And Tobaccos L - -4,28 - - - -
Vegetable Oils W - 8,56 - - - -
Minerals N - - - - - -
Energy Products L - -1,60 - - - -
Textiles & Apparel W - - - - - 1,52
Leather, Wood, Paper W 3,81 3,31 - - 3,97 -
Other Light Manufac. L -1,80 2,71 - - -1,96 -6,74
Chemical & Plastics L -1,14 | -1,96 - - -1,08 -
Ferrous metals w 2,32 - - - 3,15 -
Non-ferrous Metals L - -2,11 - - -1,68 -
Motor Vehicles C - -16,34 | 1,59 2,37 5,62 11,14
Other Transp. Equip. C -4,37 | -13,81 - - -4.77 2,58
Electric Equipment W 1,08 - - - 1,87 -
Machinery L -4, 56 -5,28 - - -3,63 -

Summing up the previous analysis, a more nuantedoretation of Table
15 can be provided:
Mercosul is clearly competitive in the following cters: sugar; bovine and
poultry meat; dairy products; leather, wood, papderrous metals; electric
equipmenandmotor vehiclesthe last one presenting problems in a EU25 FTA,;
Mercosul clearly has competitiveness problems @ fthillowing sectorsother

light manufactures; chemicals & plastics; non-farsometals; other transport

equipmenandmachinery;



For the remaining 10 sectors the bloc is roughlytrad, presenting sometimes
somecompetitiveness — 6 sectors — or more of a losaracter — 2 sectors; only
2 remaining sectors qualifying as “true neutrals”.

Despite the proviso that the aggregation levehefsectoral division blurs
a mix of positive and negative situations — somengified above -, and the
inevitably arbitrary character of our “classificail, the final synthesis looks
quite reasonable. It lays bare a key defficiencyhefbloc, which, unfortunately,
is really competitive in a few classical manufaetursectors and selected
segments of the agribusiness (plus sugar), i.e@erwalue-added activities. All
non-competitive areas comprise key industrial sscto

It is of course not necessarily bad for a blobawe its trade assets in low
value-added sectors. Creativity and upgrading mpoitant tools for improving
its terms of trade, as the Braziliamahdalias havaianasand the Argentine
‘dulce de lechiebased goods show — beyond the persistent upggathat
Mercosul meat exporters are accomplishing -, be&rty this is not enough. As
shown by a simple, aggregate CGE exercise, therbl®t seriously consider an
industrial adjustment process, to enhance its dvasenpetitiveness and provide
it a better insertion in the world value-added neaWhether this will be pursued
through a co-ordinated, internal political will, torced, in a less planned (and

worse) way, via the route of FTAS, is a decisiaeadly in the realm of politics.

6. Conclusions.

Summing up the previous results, it seems thaintiperfect competition sectors,
by keeping the segmented markets strategy, were -abh all scenarios - to
practice a kind of reciprocal dumping fa Brander and Krugman (1983)), what
partially “saved” them from more drastic outcombasleed, compared with a
carefully conducted study like Harrison et al. (200ur corresponding results
are much less dramatic as regards output changessases in these quantities

being relatively few or small, even in the full FAAcenario.



Imperfect competition accounts also for less vi@athanges than in the
pure perfect competition exercises — where thougliane doesn’t vary much,
output, imports and exports vary wildly to accommiedthe changes in the
equilibrium price vector. Nevertheless, welfare rdies were somewhat low,
signalling perhaps perfect competition effects wstd strong. One needed
development then is the inclusion of more sectoideu imperfect competition,
those in the heavy manufactures group being th& fimatural candidates.
Notwithstanding, given the aggregation level of thedel, it will not be easy to
portray a minimally coherent strategic interactitor some of them, like
chemicals & plastics

We point out again that the study focussed maimyr@rket access for
goods. The dynamics of other crucial concessionggarding, for instance,
foreign direct investment — may greatly affect thesults here discussed.
Moreover, better treatment of the services sea@ems mandatory.

Another key issue is rules of origin (RoO). Brentomd Manchin (2002)
call attention to the fact that, in 1999, two-tlsirdf the products eligible to
preferences of different forms, which entered thefibm developing countries,
did so under the most-favoured-nation (MFN) tariffanks to the appallingly
cumbersome and costly red tape needed to proveottatcomplied with the
specific RoO. Since at least Hoekman (1993) andaysand Estevadeordal
(1996), specialists have been emphasizing theptaleed by RoO in concessions
and preferential agreements, like the Generaligeste$ of Preferences or the
North America Free Trade Agreement (NAFTA). Neveltlss, adequate
treatment of RoO in the CGE framework is only begig, and in fairly
debatable ways. The IDB has been making effortdeteelop a system that may
allow an easier and more systematic way of tredtiege questions, something

to be incorporated in later versions of the mddel

1 See, for approaches within the CGE context, Bouék €2003) and Gasiorek et al. (2001),
and Garay and Cornejo (2002), as one of the doctsmelated to the IDB efforts.



It is also worth pointing out that an indirect sémgy analysis has been
performed, when contrasting the six sets of FTAltesbut this doesn’t exclude
the need for further investigations in this line.

In qualitative terms, a main message stands ouigle less competitive
economy, Mercosul, while facing FTA’s with the USthe EU, will be able to
reap profits (or welfare gains) in its performimgditional sectors, where, to its
competitive advantages, one must add the richndssrelated natural
endowments. In the more modern sectors the situadonot very clear. In
general, there will be a domestic contraction, ingwvill raise and, rather than
from a competitiveness effect — which would set sketor in better shape for
surviving in the world arena — welfare gains in erfect competition are mostly
due to the sheer reduction in tariffs. This patternmeasonably serious in the
FTAA and in scenario A, but also arises — in a ntstorted way - when the US
is discarded for the EU25.

The broad finding above raises a flag for the tonf tariff liberalisations
or, thinking on the negotiation strategies, forhagrs a Grossman and Helpman
(1995) approach of mere sector exclusions in sointeeoFTAs examined, be it
either to appease legitimate internal (sector)sf@arto control the development
of possibly competitive ones.

Agriculture, which fits into the basic message juisthlighted, shows the
usually promising figures, both for commodities ahd agribusiness, being of
interest now to allocate the results among the foembers. It is also important
because, in our optimistic versions of FTAs, subsidvere disregarded. Given
that most production subsidies lie in the CAP, thignals that the EU is an
extremely competitive partnemis a visthe US, for a FTA with Mercosul,
provided some move in agriculture, beyond tarifsnade.

From a regional viewpoint, the results showed tl&duth-South
agreements, like the one with the AC, can turn better than expected.
Moreover, the signs of China getting closer tolitg2and the EU25 - in terms of
“after FTA” effects — only add to the certaintyitd importance in the very near

future.



Finally, it is worth reminding the WTO dimension,ued to its
interrelationships with the final objectives of4hstudy. Indeed, it is somehow
ironic that in sectors where the bloc will undoultyereap gains in almost any
FTA scenario, likeleather, wood, paperor textiles & apparel and even
agriculture in general, multilateral liberalisatiovill have an impact on these
very gains, by enhancing the market access of otbempetitors, not only
underdeveloped ones, but the likes of India, Cbmather Asiatic countries, not
forgetting the US. It is perhaps not too radicabtimg back the importance and
precedence of multilateral negotiations. Also, gitee encompassing character
of the FTA proposals here evaluated, in areasdiwices, where Mercosul in
principle lags behind, the multilateral forum searsetter locus for exchanges.

It is undoubtedly important to clinch FTAs, howevaegotiations must
not be conducted with a short-term perspective;atdays appealing gains may
become vapid conquests even before full implememabf the agreement.
Market access concessions and demands must benel@digeping in mind the
bloc’s global competitiveness and potentialitiesyeell as the possible outcomes
of the different negotiations. Moreover, it is higime for Mercosul to decide
whether it will, moved primarily by its internalies, streamline and upgrade its
exports profile, or will let it at the mercy of tlisct integration shocks, many not

in the desired directions.
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