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Foreword

The Fourth Summit of the Heads of State and Government of the countries of the European
Union (EU) and Latin America and the Caribbean (LAC) in Vienna offers a fresh oppor-
tunity for the Inter-American Development Bank (IDB) to contribute to the discussion of
biregional relations. For the two previous summits in Madrid and Guadalajara, the Bank
published comprehensive analyses of economic links between the two regions and the
policy instruments devised to consolidate their relationship.

This report adopts a broadly similar approach, but on this occasion we have decided
to devote greater attention to particular challenges that confront the EU and LAC, as well
as the opportunities that spring from them. Specifically, the report focuses on challenges
arising from the emergence of significant new actors on the international trading scene,
and on the need to preserve a consensus for deeper integration by reducing asymmetries
and promoting social cohesion.

On the occasion of the Madrid Summit in 2002, the IDB and the European Com-
mission signed a Memorandum of Understanding to strengthen their collaboration on
development cooperation in LAC. The Memorandum has given rise to a number of joint
initiatives between the Bank and the Commission in recent years, and the two institutions
have coordinated several activities in the area of regional integration.

The Integration and Regional Programs Department, which is responsible for region-
wide and subregional matters of trade and integration, in collaboration with the IDB Office
in Europe, has taken great interest in the efforts of LAC and the EU to build a strategic
partnership. We hope that this report contributes to the debate on that partnership as
the two regions meet again to discuss how to face pressing challenges that are common
to both of them.

Nohra Rey de Marulanda
Manager, Integration and Regional Programs Department
Inter-American Development Bank






Introduction

The Heads of State and Government of the countries of the European Union (EU) and
Latin America and the Caribbean (LAC) will convene for their fourth summit in Vienna,
Austria, on May 12, 2006. They first met in Rio de Janeiro in June 1999, and again in Madrid
(May 2002) and Guadalajara (May 2004), in an effort to develop a “strategic partnership”
between the two regions.! As part of the preparations for the Vienna Summit, in December
2005 the European Commission (EC) adopted a communication that analyzes the current
challenges and makes recommendations for revitalizing biregional relations (European
Commission, 2005a). Its proposals include stimulating economic exchanges, promoting
social cohesion, and encouraging regional integration.

At the last summit, in Guadalajara, the two regions stipulated that social cohesion
and regional integration are a shared priority for both sides. The EU’s own experience
in promoting social cohesion, as well as in reducing asymmetries among integration
partners, could be an element of biregional cooperation in these fields. Regional and
subregional integration, in turn, are seen as a means of accelerating economic growth,
strengthening the biregional relationship, and enabling both the EU and LAC to address
emerging global challenges.

In the period since the Guadalajara Summit there have been advances in biregional
economic ties. Trade, especially LAC merchandise exports to the EU, has been expand-
ing at a rapid rate. It is notable that growth has been recorded in exports from all LAC
subregions. Despite such increases, however, each region’s share of the other's market
has been low or falling over the longer term. On the other hand, EU direct investment
flows to the region rebounded in 2004 after a three-year period of decline. Flows of offi-
cial development assistance (ODA) have also been rising in recent years, attaining levels
almost equal to the peak in the mid-1990s.

The EU and LAC now face a number of common challenges and opportunities that
affect biregional relations. The challenges relate on the one hand to international condi-
tions, and on the other to the two regions’ integration processes. Externally, both partners
have to tackle the mounting pressure of global competition, particularly the rise of Asia,
and should take appropriate steps to improve efficiency and boost competitiveness. In
this context a crucial and impending challenge is the conclusion of negotiations on the
Doha Development Agenda.

On the internal front, integration processes in both the EU and LAC have to regain
momentum. Both regions confront concerns that globalization is creating new asymme-

' For an analysis of EU-LAC economic relations at the time of the Guadalajara Summit, see IDB
(2004).
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tries and leading to widening inequalities, but both have also indicated that they view
integration as an important instrument for tackling these challenges. As the EU experience
has shown, integration can serve to promote insertion into the global economy—thereby
strengthening economic efficiency and competitiveness—and can help address asymme-
tries and foster social cohesion. In the context of biregional integration, the challenge is
to link the economic and social dimensions of the EU-LAC agenda and make them work
in tandem to promote an inclusive integration into the global economy:.

The following section examines EU-LAC relations in the areas of trade, investment,
development assistance, and migration. The third section reviews some of the main policy
instruments devised to promote the strategic partnership, especially the association
agreements being negotiated or implemented between the EU and various LAC partners.
The fourth section explores two of the crucial common challenges facing both regions:
the competition stemming from the economic rise of Asia and the need to tackle the
asymmetries that integration can spur. Finally, the fifth section considers how biregional
cooperation might be strengthened in the face of those challenges.

Recent Developments in EU-LAC Economic Relations

The period of relatively low growth in EU-LAC trade that began in 1999 ended in 2002,
and in the following years biregional commerce in both directions increased at rates not
seen for more than a decade. In the area of investment, too, the decline in European flows
to LAC that became evident in 2001 seemed to be reversed in 2004, when the region’s
investment inflows from the EU were almost double the level of the previous year. A
similar pattern has been apparent in development assistance from Europe to LAC. Flows
began a sustained decline after 1996 and reached a low point in 2000, but more recently
they have rebounded to almost the same level as their 1990s peak. This section describes
these developments in greater detail, but without attempting a comprehensive analysis
of the underlying factors.

Trade in Goods

Three key trends are evident in LAC-EU trade relations. First, each region currently repre-
sents a somewhat undynamic trade partner for the other, inasmuch as each one’s share
of the other's market has been stable (but low) or declining for much of the past decade.
This contrasts with the increase in trade between both regions and Asia. Second, the level
of intra-industry commerce in LAC-EU trade remains modest. LAC sends mostly com-
modities and agricultural products to Europe and imports manufactured goods from the
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EU. This is a distinct picture from LAC'’s trade with the United States; in particular, U.S.-
Mexico and U.S.—Central America trade is increasingly intra-industrial. Third, however,
and notwithstanding the decline in market shares, it is notable that EU-LAC trade has
experienced a marked increase recently.

LAC’s trade with most parts of the world has grown in the past 15 years. The region’s
global exports grew by an annual average of 10 percent in the period 1990-2004. Most
particularly, in the past five years there has been a rise in LAC’s trade with East Asia
(see IDB, 2006): LAC exports to that region grew by an annual average of 18 percent in
2000-2004.

LAC’s sales to the EU have not maintained a similar rate of growth. The EU absorbed
a quarter of Latin American exports in 1990 but now takes less than half of that proportion.
LAC exports to Europe did outpace growth in the region’s total sales in 2000-2004, but the
increase over the whole period 1990-2004 was less than half the growth of LAC’s exports
to the world. And though Europe is still a slightly larger export market for LAC than East
Asia, the gap is closing. North America, by far LAC’'s main export market, has also declined
in importance for the region during this decade. The United States and Canada now absorb
about half of the region’s exports, compared to 60 percent in 2000. LAC's intraregional
exports have held steady at about 15 percent of the total in the past five years.

Latin America: Trade with the World by Region (US$ millions)

1990 1995 2000 2004
Exports
% % % %
Value world Value  world Value  world Value world
World 116,978 100 212,993 100 337,752 100 440,848 100
Canada 1,634 1 3,266 2 5,330 2 5812 1
United States 45,823 39 98,002 46 201,228 60 216,997 49
EU-25 29,094 25 35,082 16 38,628 1 54,208 12
East Asia 12,231 10 20,240 10 18,388 5 35,523 8
LAC 16,151 14 41,609 20 53,899 16 68,013 15
Imports
World 89,620 100 216,926 100 337,433 100 397,547 100
Canada 1,708 2 4,608 2 7,281 2 8,191 2
United States 35,975 40 93,411 43 170,119 50 152,236 38
EU-25 18,927 21 40,502 19 47,637 14 55,275 14
East Asia 8,208 9 26,096 12 40,679 12 83,851 21
LAC 14,820 17 39,780 18 53,197 16 70,596 18

Source: Calculations by the Integration and Regional Programs Department, Integration, Trade and Hemispheric Issues Division (INT/ITD), Inter-American
Development Bank, on the basis of UN COMTRADE data. See Annex Table A.1.

Note: Latin America includes Argentina, Bolivia, Brazil, Chile, Colombia, Costa Rica, Ecuador, El Salvador, Guatemala, Honduras, Mexico, Nicaragua,
Paraguay, Peru, Uruguay, and Venezuela. EU-LAC trade data can be presented in two distinct ways: on the basis of Latin America as the reporter (as here)
or the EU as the reporter. The two data sets may differ.
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The composition of LAC exports to the EU has changed little since the early 1990s.
Manufactures account for a dominant share of the region’s total exports (53 percent of all
foreign sales in 2004), but their share of exports to the EU has remained fairly stagnant
at less than a third. Most LAC countries export agricultural and food products, metals,
minerals, and fuels to Europe: these goods account for about two-thirds of the region’s
sales to the EU.

Hence the technology content of LAC's exports to Europe is low. In 2004, only 20
percent of the region’s sales to the EU consisted of medium- or high-technology manu-
factures. This is up from 11 percent in 1990, but it trails the corresponding figure of 39
percent in LAC’s global exports. The reverse is true in the region’s imports from the EU:
some 68 percent of them consist of medium- and high-tech manufactures. As a result
of this heavy concentration in exports of raw materials and commodities, LAC exports
to Europe are vulnerable to fluctuations in international prices and face less-dynamic
demand than manufactures.

By contrast, manufactures have grown substantially in LAC exports to North America
and now account for nearly three-quarters of the total. Mexico and Central America, which
benefit from extensive trade preferences in the United States and Canada, have seen strong
growth in sales of manufactures among their total sales in the North American market.
Hence there is a significant intra-industry component in U.S.—Mexico and U.S.—Central
America trade.

The relative lack of dynamism in LAC exports to the EU is evident in the region’s low
share of the European market. Imports from LAC constitute just 5 percent of the EU’s total
extraregional purchases. If intra-EU imports are included, LAC's share of the European
market falls to 2 percent, a proportion that has held fairly constant since the start of the
last decade.

This relative stagnation is matched by a decline in the U.S. share of EU imports in the
period 1990-2004. Again, it is East Asia that has raised its profile in the European market.
The share of the EU’s imports that originate in Asia rose from 9 percent of the total in 1990
to 13 percent in 2004 (and from a quarter to a third of the EU’s total extraregional imports
in the same period). Only a few Latin American countries—notably Costa Rica, Ecuador,
and those partners with which the EU has concluded free trade agreements (FTAs), Chile
and Mexico—saw some growth in their share of the EU market between 1990 and 2004.
In this decade the main EU importers from LAC, in order, have been Germany, the United
Kingdom, Spain, and France.

Europe’s share of LAC imports has also fallen in the past 15 years, from more than a
fifth of the total in 1990 to some 14 percent in 2004. In this regard the EU and East Asia
have swapped roles in the Latin American market: East Asia’s share has risen from less
than 10 percent in 1990 to about 20 percent today.

Over the whole period 1990-2004, European sales to Latin America grew faster (7.5
percent) than EU exports to the world (6.3 percent), but this has not been the case in recent
years. Between 2000 and 2004, EU exports to the region grew by an annual average of 4.8
percent, less than half the rate of Europe’s global exports (Annex Table A.3). Consequently,



Figure 1. EU-LAC Trade:
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Trends in Market Share, 1995-2004
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Source: IDB (INT/ITD) calculations based on UN COMTRADE.

Note: Excludes EU intraregional flows.

Latin America’s share of
total EU exports (including
intra-EU exports) was just
1.7 percent in 2004. This was
below the share of more than
2 percent in 2000 but was
slightly above the 1990 level.
In this decade the main EU
exporters to LAC have been
Germany, Italy, France, and
Spain, in that order.

It should be noted,
however, that the somewhat
discouraging picture that
emerges from an analysis
of market share masks more
promising developments
in the area of absolute bi-
regional trade flows during
recent years. First, it is strik-

ing that there was an appreciable growth in EU-LAC trade in the last three years for which

complete figures are available (2002—-2004). Figure 2 shows a marked upswing in biregional

commerce from 2002 onwards. Most striking is the surge in European imports from LAC,

Figure 2. Evolution of EU-LAC Trade, 1995-2004
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and A.3.

which grew by 21 percent
from 2002 to 2003, and then
by another 25 percent be-
tween 2003 and 2004.
Second, the upsurge in
total LAC sales to Europe
holds true for all subregions:
for each of them, the growth
rate of exports to the Euro-
pean market in 2000-2004
far outstripped the rate in
1995-2000 (Figure 3).
Central America’s ex-
ports to Europe in 2000—
2004 grew by 13 percent,
triple the rate in the period
1995-2000. To a large extent
this performance stemmed
from the strong surge (21
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percent) in Costa Rican exports to the EU. Sales from El Salvador, Guatemala, and Nica-
ragua contracted in the later period.

Caribbean Community (CARICOM) exports to the EU in 2000-2004, which expanded
by more than 9 percent, also grew at three times the rate of the 1995-2000 period. Sales of
Caribbean manufactures in the European market have risen sharply, by 25 percent since
the start of the decade.

Andean Community exports to the EU—which had contracted by almost 2 percent
in 1995-2000—grew by nearly 10 percent in 2000-2004. That growth was spurred by the
strong performance of exports of manufactures (a 14 percent increase in 2000-2004), and
ores and metals (13 percent).

For MERCOSUR, too, growth of just 1.8 percent in its exports to Europe in 1995-2000
was followed by a 12.5 percent increase in 2000-2004. In this case, the rise was consistent
across all product categories and was marked by an increase of more than 14 percent in
exports of food products to the EU.

Chile’s exports to Eu-

rope, which rose by less
Figure 3. Growth of LAC Exports to the than 2 percent in 1995-2000

EU by Subregion, 1990-2004

(average growth rate, percent) surged by more than 17 per-

cent in 2000-2004. The two
200 4 parties concluded an FTA
- in 2002. In Chile’s case, the
growth of exports to Europe

100 | was underpinned by a 19
percent increase in sales
50 4 of each of three categories:
lj manufactures, food prod-
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ucts, and ores and metals.
A somewhat contrary
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LACtotal Andean Central CARICOM MERCOSUR Chile  Mexico case is Mexico, whose FTA
Community America with the EU came into ef-
W 1990-1995 = 1995-2000 2000-2004 fect in 2000. EU exports to
Source: IDB (INT/ITD) calculations based on UN COMTRADE. Mexico grew by an annual
Note: Calculated on the basis of EU import data. See Annex Tables A.2 and A.3. average of 16.3 percent in

the years before the FTA en-

tered into force (1995-2000).
They continued to rise in the period 2000-2004, although at a somewhat more modest
annual average rate of 9.8 percent. The main high-growth products included fuels, ores
and metals, and manufactures. EU imports from Mexico grew by an annual average of 7.5
percent following the FTA's entry into force, below the 10.4 percent rate in 1995-2000. The
data suggest that the agreement may have helped solidify bilateral commerce, albeit more
in services than goods trade. It is likely that the higher growth in the earlier period largely
reflects Mexico’s recovery in the years following the peso crisis of 1994. Additionally, the
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potential for sizeable growth since the FTA was concluded has probably been constrained
by the marked North American orientation of Mexican trade.

Finally, as a result of the foregoing developments, on the basis of EU trade data,
LAC's trade deficit with Europe was transformed into a surplus as of 2002, and one that
has widened in the past three years. In 1998, LAC had a deficit of $12.7 billion with the
EU. In 2004, it posted a surplus of $12.4 billion (Annex Tables A.2 and A.3).

Trade in Services

Services trade? accounts for a growing share of global commerce and is increasingly
important to many LAC and EU economies. In 2004, the EU exported $14.7 billion in ser-
vices to LAC, equivalent to about 21 percent of goods exports. In the same year, the EU
imported $13.2 billion in services from LAC, or about 24 percent of goods imports. LAC,
however, accounts for less than 2 percent of the EU’s services trade. The United Kingdom,
Germany, Spain, the Netherlands, Italy, and France are the leading players in European
services trade with LAC.

Despite Europe’s relatively low share, however, there has been robust growth in
services trade across LAC markets. In 1994-2004, the annual average growth in the EU’s
services exports was 11.4 percent to Mexico and 7.0 percent to South America. Europe’s
services imports from the region reveal a similar pattern: annual average growth of 14.1
percent from Mexico and 6.3 percent from South America in the decade to 2004. These
figures, particularly in the case of South America, parallel the growth of total EU exports
and imports of services during the period (annual averages of 7.4 and 7.0 percent, respec-
tively). The data mask trends in smaller but high-growth sectors: computer and informa-
tion services exports from the EU to South America grew above an annual average of 29
percent between 1994 and 2004, and by 41 percent in the case of Mexico.

Analysis of recent years alone, however, reveals a different picture. Between 2001
and 2004,® EU services exports to LAC grew by an annual average of just 1.1 percent, and
growth to South America fell to negative levels. Imports also flattened out, growing by only
0.2 percent during the period. These levels lagged behind those in the EU’s total services
trade, indicating that LAC's share of the European market has fallen. Note, nonetheless,

2 The main breakdown of services includes three subitems: transportation, travel, and other services.
Transportation covers services provided by any form of transport that are performed by residents of one
economy for those of another. Travel consists of goods and services acquired by residents who stay
abroad for less than a year. The credit side includes purchases of the same type made by foreign travelers
in the national territory. Other services comprise those international services transactions not covered
under transportation and travel (communication services; construction services; insurance services;
financial services; computer and information services; royalties and license fees; other business services;
personal, cultural and recreational services; and government services). See Eurostat (2005).

> Trends in EU-Central America services trade are harder to capture because of difficulties in separating
data on Central America and Caribbean countries, as well as on Caribbean tax havens.
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that there are marked intraregional variations. EU services trade with Argentina and Ven-
ezuela turned negative in 2001 and 2004, but trade with Mexico, Brazil, and, in particular,
Chile has continued to grow.

Half of EU services exports to LAC are categorized as “other services.” Of the catego-
ries specified in the trade data, the most important in 2004 were transport services and
travel services (tourism). Travel services also comprise the EU’s main import from LAC,
accounting for 41 percent of the total, followed by transport (30 percent).

EU-Mexico trade in services has risen notably, both before and since the FTA between
the two went into effect. Mexican exports of communications, construction, insurance, and
other services to the EU more than doubled between 1999 and 2001. The same was true of
EU exports to Mexico in the areas of construction, insurance, and computer and informa-
tion services, as well as “other services.” Similarly, EU services exports to Chile climbed in
2002-2004, particularly in construction, communications, and business services.

Foreign Direct Investment

Foreign direct investment (FDI)* flows to LAC registered an unprecedented increase in the
1990s. European countries accounted for the bulk of this growth and became the leading
source of flows to the region by the end of the decade. By 2001, however, investment flows
to LAC had entered a period of decline. The fall was a worldwide phenomenon, but FDI
to Latin America was particularly hard hit, affected by economic turbulence in the region.
FDI inflows from EU countries were also negatively affected. From a record level of €46.2
billion in 2000, flows receded to €5.0 billion in 2003 (Figure 4). In just three years, Latin
America’s share of total extra-EU FDI fell from 10.6 percent to 3.6 percent.’

As the region’s economic environment improved in 2004, however, European invest-
ment rebounded strongly, more than doubling the level of the previous year. Latin America
posted the highest increase in European FDI flows among developing regions, and its
share in extra-EU FDI again rose to over 10 percent. Figure 5 shows trends in flows to
Latin America by major investors in the last decade.

4 FDI refers to the category of international investment made by an incorporated or unincorporated
resident entity in one country with a lasting interest in an enterprise in another country (the resident
entity is the direct investor and the enterprise is the direct investment enterprise). A lasting interest
implies the existence of a long-term relationship between the direct investor and the enterprise and
that the investor has a significant degree of influence on its management. According to the Interna-
tional Monetary Fund definition, lasting interest is defined as ownership of 10 percent of the equity of
a direct investment enterprise. See IMF (2003).

> It should be noted that FDI statistics suffer from several limitations. The methods and criteria used to
register and monitor FDI operations differ among countries. Furthermore, FDI statistics do not always
reflect the final destination or source country. For example, if a foreign investment is channeled through
a holding company which itself is a subsidiary of the direct investor, then the total investment may be
assigned to the country in which the subsidiary is based.
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Figure 4. EU-15 FDI Flows to Developing Regions,
1995-2004
(net outflows, € millions)
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Figure 5. FDI Flows to Latin America, 1990-2004
(net outflows, € millions)
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of Economic Analysis, U.S. Department of Commerce.
Note: Excludes flows to offshore centers.

Among EU member
countries, Spain was the
foremost European investor
in 2004, with €7.9 billion
(compared to€1.8 billion in
2003). The United Kingdom
was second with €1.2 billion
(€2.6 billion in 2003—the
highest level of all EU coun-
tries in that year), followed
by Germany with €526 mil-
lion (disinvestment of €309
million in 2003). France
was the only major Euro-
pean investing country to
register a negative flow in
2004, with disinvestments
reaching €322 million. In
2003, French disinvestments
amounted to almost €1.1
billion (for more details, see
Annex Table A.6).

European FDI in Latin
America is concentrated in
the Southern Cone coun-
tries. Of the total stock of
€130.1 billion at the end of
2003, Brazil accounted for 37
percent (€48 billion), Argen-
tina for 18 percent (€23 bil-
lion), and Chile for 9 percent
(€12 billion). Mexico’s share
was 21 percent (€27 billion;
see Annex Table A.6).

This geographical con-
centration is largely associat-
ed with Spanish investments
effected through privatiza-

tions and acquisitions, mainly in Argentina, Brazil, and Chile. The same can be said of a
number of investments by French, Portuguese, and (to some extent) Italian enterprises,
although at a lower order of magnitude. Investors from the United Kingdom, the Nether-

lands, and Germany participated less in privatizations.
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Spain is by far the most important EU investor in Latin America, holding an estimated
60 percent of EU stock in the region at the end of 2003. The shares of the other major
investors vary from about 10 percent for the United Kingdom (€13.2 billion) to 9 percent
for the Netherlands (€11.4 billion), 8 percent for France and Germany (€10.7 and €9.9
billion, respectively) and 4 percent for Italy (€5.7 billion).°

As regards sectors, Spanish investments are concentrated in services, mainly in
telecommunications, financial services, public utilities, and oil and gas production and
distribution; investments in manufacturing activities are of lesser relative importance.
French investment is concentrated in the public utilities sector (electricity), telecom-
munications, and the industrial sector (automobiles). German investments are predomi-
nantly in manufacturing—automotive production, machinery, and chemicals. Italian FDI
is particularly strong in telecommunications, automobiles, and food processing. British
investments are quite diversified, covering general services, manufacturing activities, and
the primary sector (natural resources and agriculture).

FDI flows to LAC continued to rise in 2005 (UNCTAD, 2006), the result of several
regional and global circumstances. On the domestic front, higher rates of growth and
macroeconomic stability in LAC have been the most important factors. At the global level,
strong demand—especially for commodities—has spurred more investment in export-ori-
ented activities. With respect to FDI flows by sector, the data suggest that manufacturing
is attracting increasing investment to the detriment of service activities.

It should be noted that LAC is no longer only a recipient of FDI. Today, Latin Ameri-
can multinational companies (MNCs) with investments around the world are on the rise,
and some are already testing the European market (see ECLAC, 2005). The enlargement
of the EU, as well as Europe’s simplification and integration of business practices, have
helped foster Latin American investment in the region.

Many major Latin American MNCs now have significant overseas activities. Brazil's
Banco Itat, for example, holds assets in Latin America, Europe, the United States, and
Japan. In general, the outward-looking strategy of the Brazilian banks can have important
ripple effects by widening the range of international investment opportunities for their
major clients in overseas markets. There are many other examples. Brazil's mining com-
pany Companhia Vale do Rio Doce operates in Norway and France, Mexico's petrochemi-
cal producer Grupo Alfa in the Czech Republic, and Argentina’s steel firm Tenaris across
western Europe.

EU and LAC companies have moved to exploit biregional scale economies. The recent
merger between Brazil's AmBev and the Belgian firm Interbrew (which led to the forma-
tion of InBev) is one milestone that promises to yield significant cost savings and access
to new markets for both players. InBev is now the world’s largest beer company. In the
Caribbean, the Atlantic LNG consortium—consisting of the UK’s British Petroleum (BP)
and British Gas, Spain’s Repsol YPF, Belgium’s Tractebel, and the National Gas Company
of Trinidad and Tobago—has become a leading natural gas producer in LAC.

¢ See Eurostat online database at http:/epp.eurostat.cec.eu.int.
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Official Development Assistance

In line with global trends, inflows of ODA” into LAC fell consistently year-on-year between
1995 and 2000. In 1995, total net disbursements to the region from all sources totaled
$5.7 billion. By 2000, this had fallen to $3.8 billion. Total inflows rebounded in 2001 to
$5.2 billion, and by 2004 (the last year for which complete figures are available) the level
of ODA to LAC was almost equal to the 1995 peak at $5.6 billion.

EU assistance to LAC has moved broadly in line with world trends, albeit with some-
what wider fluctuations. In the last decade, European ODA for the region peaked at $2.8
billion in 1996, after which it began a sustained decline. Flows reached a nadir of S1.5
billion in 2000 and rebounded thereafter to reach almost the peak level in 2004, when
they stood at $2.7 billion.

For more than a decade the EU (member states plus European Commission) has been
by far the leading source of ODA for the region (Figure 6). Of the $51 billion in assistance
that LAC received from major donors in the decade to 2004, more than $22 billion (43
percent) came from Europe.

The emergence of the European Commission as a significant European donor was
one of the salient developments in EU assistance to the region during the 1990s. The

Commission has been the

Figure 6. Net Disbursements of ODA to LAC by main source of LAC's inflows
Major Donors, 1995-2004 from Europe in three years
(US$ millions) during the past decade, and

25000 - the second leading supplier

in five others. In 2004 it was
2000 . the third leading source

after Germany and Spain. In
line with general EU trends,
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EC + Member States  Multilateral United States Japan ropean outflows. Commis-
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Source: IDB (INT/ITD) calculations based on OECD data. See also Annex Table A.7.

" The flows reported here are total net official development assistance and official aid flows. ODA is
defined as grants or loans that (i) are undertaken by the official sector, (ii) have the promotion of eco-
nomic development and welfare as the main objective, and (iii) are offered on concessional financial
terms—if a loan, it must have a grant element of at least 25 percent. In addition to financial flows,
technical cooperation is included in aid. Grants, loans, and credits for military purposes are excluded.
See OECD (2001).
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million in 2001 (about 16 percent of the European total to LAC) but now stands at $509
million. In the past decade, the greatest shares of Commission ODA for LAC have been
devoted to Nicaragua, Haiti, Peru, Jamaica, and Bolivia. The Commission is also an im-
portant donor to LAC subregions.

Germany, traditionally among the leading European donors to LAC, was the main
source of EU assistance for the region in 2004. German assistance peaked in 1996 at
$824 million and then went into a steady decline to a nadir of $307 million in 2001. Flows
resurged thereafter, and by 2004 flows of German ODA to the region were almost double
the 2001 low point. Nicaragua, Bolivia, Brazil, Peru, and Chile have been the main targets
of German disbursements in the past decade.

As with the Commission, Spain’s emergence as a significant source of assistance in the
1990s helped partly offset the overall downward trend in much of the decade. Spain was the
second leading European source of ODA for LAC in 2004, providing $561 million, or about a
fifth of all EU cooperation with the region. For the period 1995-2004, the main beneficiaries
of Spanish ODA in LAC were Nicaragua, Honduras, Bolivia, Ecuador, and Peru.

Bilateral ODA from France to LAC went into a decline in 1995, falling by more than
60 percent from $255 million to $97 million in 2000. At that point France, traditionally
a significant source of assistance for the region, was providing just 6.3 percent of LAC’s
inflows from Europe. French assistance recovered in 2002 and grew beyond its 1995 peak
to $263 million in 2004. In the past decade Haiti, Bolivia, Brazil, Chile, and Nicaragua have
received the leading shares of French assistance.

Among European donors, the trend in Italy’'s ODA to the region is particularly striking.
In 1998 Italy was LAC’s seventh main European donor, accounting for about 5.4 percent
of the region’s inflows from the EU. Italian aid fell sharply thereafter, to the point that in
1999, 2000, and 2001, net flows were negative (—$20 million in 2001) because repayments
on previous concessional loans outweighed the ODA provided.

Overall, in the decade 1995-2004, Germany was Europe’s leading source of ODA
to LAC, supplying $4.6 billion of the $22 billion provided by the EU’s bilateral donors
(including the European Commission). Germany was followed by the Commission itself
($4.5 billion) and Spain ($3.6 billion).

International Migration

In the past seven years there has been a rise in migration from LAC to Europe. Like capital
flows, LAC-EU migrant flows are part of a global trend. Between 1995 and 2000, LAC had
the world’s highest net rate of emigration: one person in every 1,000 emigrated annually.
Worldwide, more than a tenth of migrants were born in LAC countries. Nearly half of them
reside legally in the United States, but European efforts to regularize migrants’ status have
induced migration from LAC to Europe.

The direction of migration flows largely follows colonial and other historical and
cultural ties. Spain has been the main recipient of LAC migrants, followed by Italy and
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Portugal. Most Latin American migrants in Spain come from Ecuador, Colombia, Argen-
tina, Peru, and the Dominican Republic. Inflows have increased markedly since 1999:
Latin Americans entering Spain rose from less than a quarter of yearly migrant inflows
to about half in 2004. Ecuadorians comprise the largest group of migrants in Spain; their
number tripled (to 433,110) between 2001 and 2003.2 Colombia has become the third
leading source. Together, Ecuadorians and Colombians account for at least a quarter of
Spain'’s foreign-born population.

Portugal has received migrants mainly from Brazil. With the growth of inbound flows
since 1993, Brazilians account for about a sixth of Portugal’s foreign labor force and stock
of foreign nationals. Italy’'s LAC migrants come mostly from Argentina, Peru, and Brazil,
and their numbers almost tripled between 1995 and 2003 (when they totaled 63,530). In
all, there were some 130,000 LAC nationals living in Italy in 2003, or nearly 10 percent of
the total foreign population. In the United Kingdom, Caribbean nationals are estimated to
number over a quarter of a million; in 2003, Jamaicans accounted for the most prominent
contingent of 55,000.

The emigration of high-skilled workers from developing countries has prompted
concerns about a “brain drain,” since the number of educated migrants is significant. In
2000, about 12 percent of the LAC population with tertiary education emigrated from
their countries of origin. Emigration, however, can also bring benefits: a large diaspora
of high-skilled emigrants can trigger knowledge transfers and can improve access to
information, capital, and contacts for firms in the countries of origin. Moreover, there is
evidence that increased emigration rates can boost exports from origin to destination
countries.

Such benefits might be particularly important in LAC-EU migrant flows. Latin Ameri-
can migrants in Europe—relative to many other migrant groups, and to LAC migrants
in the United States—are relatively well-educated and often come from their countries’
middle-income stratum. Nearly a quarter of Latin American migrants in Spain have uni-
versity degrees, and more than half have completed secondary school (Pellegrino, 2004).
The share of university-educated migrants from Colombia in Spain approaches 40 percent
of the total (see CECA et al., 2002). In contrast, only about a tenth of Latin American
migrants in the United States have university degrees, and only a third have completed
high school.

The most salient aspect of the foregoing circumstances is the question of remittances.
Latin America is the world's leading recipient of remittances, and such revenue plays a
significant role in several LAC economies. At about $38.5 billion in 2003 and $45.8 bil-
lion in 2004, the scale of remittances to Latin America has risen to parallel the region’s
inflows of FDI and net ODA. Their importance cannot be overstated: remittances account
for more than 10 percent of the GDP of six LAC countries—Ecuador, El Salvador, Haiti,

8 See the International Labour Migration Database of the International Labour Organization (ILO):
http://www.ilo.org/public/english/protection/migrant/ilmdb/index.htm.
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Honduras, Jamaica, and Nicaragua. In absolute terms, the largest Latin American recipi-
ents of remittances are Mexico (S16 billion in 2004), Brazil ($5.6 billion), and Colombia
($3.9 billion) (MIF-IDB, 2005).

Remittances from Europe have added volume and diversity to capital flows between
the EU and LAC. They have grown in recent years to an estimated $4.5 billion in 2005 and
now comprise 12 percent of the region’s total remittance inflows. Spain is the leading
European source of remittances to the region, accounting for about half of the total. The
other main European sources are Portugal, Italy, and the United Kingdom.

In sum, European-LAC economic flows in the areas of trade, investment, and development
assistance are currently more buoyant than they have been for several years. The EU is
LAC’s second main extraregional export market, and biregional trade has been growing
at high rates since 2003. This recent upswing in trade with Europe—which is common
to all LAC subregions, albeit not to each individual country—has reversed the region’s
trade deficit with the EU.

Taking a longer view, however, the picture is less encouraging in relative terms, since
each region’s share of the other's market has been low or declining for much of the past
decade. Nonetheless, against this mixed background both regions could consolidate the
positive developments in their economic relations by expanding market opportunities
through existing association agreements and those to be concluded in the future.

The EU, moreover, remains the most important source of FDI flows to LAC. Europe
accounted for most of the growth in total flows to the region during the 1990s, and Euro-
pean investment has recovered from a fall at the start of the decade. The 2004 level was
double that of 2003, and investment from Europe continued to rise in 2005—a result of
high growth and macroeconomic stability in the region, as well as investment in export-
related activities induced by strong international demand for commodities.

In the area of ODA, the EU is still by far LAC's main source of inflows. In 2004, EU
member states and the European Commission provided no less than 49 percent of the
region’s assistance. Levels of ODA from Europe have recently rebounded to almost the
same level as their peak in the middle of the last decade.

Overall, the current intensity of economic links could be sustained by continued
progress on the policy front—especially closer biregional integration through the cur-
rent and future association accords, as well as further initiatives in the framework of
“horizontal” instruments for EU-LAC cooperation. Those instruments are discussed in
the next section.

? The Multilateral Investment Fund has produced a companion study to the present report entitled
“Remittances as a Development Tool” for the Vienna Summit.
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Policy Instruments to Promote
EU-LAC Economic Relations

There has been substantial change in EU policy towards LAC since 1995, when a European
Commission policy document introduced a new approach that sought to adapt biregional
cooperation to the particular circumstances of different countries and subregions (Euro-
pean Commission, 1995). Europe’s relations with LAC were to develop towards activities
of mutual interest and, in the economic arena, towards freer reciprocal trade. Thereafter,
negotiations were launched for FTAs with Mexico, Chile, MERCOSUR, and the CARIFORUM
countries. The Commission has indicated that the Vienna Summit could offer an oppor-
tunity to consider opening negotiations on association agreements with the countries of
Central America and the Andean Community.

Economic Cooperation towards
Commercial Reciprocity

The European Community has concluded commercial and cooperation agreements with
Latin American countries or subregions since the early 1970s. These “first-generation,”
non-preferential accords with Argentina, Brazil, Mexico, and Uruguay were of limited
scope. The signatories granted each other most-favored-nation (MFN) treatment and
agreed to cooperate on agricultural trade issues. The “second-generation” agreements of
the early 1980s with Brazil, the Andean Pact, and Central America went further in defining
areas of trade and economic cooperation. The 1983 agreement with the Andean Pact, for
example, included fields such as closer links between the two regions’ industrial, farming,
and mining sectors; science and technology; industrial development; and cooperation in
agro-industry, fisheries, and infrastructure.

The “third-generation” framework agreements of the early 1990s with Argentina,
Brazil, Chile, Mexico, Paraguay, Uruguay, the Andean Community, Central America, and
MERCOSUR made provision for wider trade- and investment-related cooperation. In these
accords, development assistance was complemented by cooperation in areas deemed to
be of “mutual benefit.” The agreements covered industrial cooperation, the promotion of
investment, fostering business contacts, technology transfer, and cooperation in produc-
tive sectors such as agriculture, agro-industry, mining, and services.

In the mid-1990s, new agreements added reciprocal trade liberalization to biregional
cooperation: the Inter-regional Framework Cooperation Agreement with MERCOSUR
(December 1995), the Framework Cooperation Agreement with Chile (June 1996), and the
Economic Partnership, Political Coordination and Cooperation Agreement with Mexico
(December 1997). These agreements expanded the areas of “advanced” cooperation (on
intellectual property, science and technology, telecommunications, and so on) and em-
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phasized the central role of economic and business cooperation, as well as investment
promotion. They rest on three pillars:

e regular and institutionalized political dialogue on matters of mutual interest and
permanent consultation in international fora;

e the intensification of cooperation;

e the promotion and diversification of trade and investment flows, including pro-
gressive and reciprocal trade liberalization.

The trade pillar was the most significant departure from previous agreements, but it
must be stressed that these accords are not simply commercial: they are part of a broad
strategy geared to sustainable development, macroeconomic stability, poverty alleviation,
and the consolidation of democracy and good governance. Trade liberalization, therefore,
is simply part of the stronger biregional relationship sought on several levels (Devlin and
Estevadeordal, 2004).

Trade relations with the Caribbean countries have been governed by distinct institu-
tional arrangements. Since 1975 the members of CARICOM have benefited from general
and nonreciprocal trade preferences for raw materials, industrial goods, and agricultural
products granted to the African, Caribbean, and Pacific (ACP) group of states under succes-
sive versions of the Lomé Convention. Exports from the ACP countries have enjoyed the
same treatment as intra-EU exports, with the exception of agricultural products covered by
the EU’'s common agricultural policy (CAP). These products, however, enjoyed margins of
preference over imports from third countries, as well as duty-free access to the EU market
for fixed quantities of key commodities such as bananas, sugar, rum, beef, and veal on
the basis of the Convention’s commodity protocols. The Lomé preferences ensured that
practically all Caribbean exports to the EU entered duty-free.

EU-Mexico

The EU-Mexico Economic Partnership, Political Coordination and Cooperation Agreement
of December 1997 (the “global agreement”) created a ministerial-level Joint Council to
supervise its own implementation. Together with the global agreement, an Interim Agree-
ment on Trade and Trade-Related Matters was also signed in 1997. The latter included
all the trade-related provisions of the global agreement, and it was important because it
allowed trade negotiations to begin before the global accord entered into force. This was
possible because the interim agreement centered on goods trade, a common policy that
falls under the competence of the European Commission. Hence it did not have to go
through the lengthy process of ratification by the parliaments of all EU member states.
Trade talks thus began as soon as the interim agreement was concluded. The
negotiations lasted only a year, and thereafter the EU-Mexico FTA was the outcome of
decisions taken by the EC-Mexico Joint Council. First, a decision of March 2000 provided
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for (i) the liberalization of trade in goods, (ii) the opening of the two sides’ government
procurement markets, (iii) cooperation in the field of competition, (iv) a consultation
mechanism on intellectual property matters, and (v) a dispute settlement mechanism.
Second, a decision of February 2001 established a free trade area in services, with pro-
vision for (i) the liberalization of trade in services, (ii) the liberalization of investment
and related payments, (iii) the protection of intellectual property rights, and (iv) dispute
settlement.

All trade in industrial goods will be tariff-free by 2007. The EU liberalized 82 percent
of industrial products when the agreement entered into force in July 2000 and removed
tariffs on the rest by January 2003 (when industrial products were fully liberalized in the
North American Free Trade Agreement—NAFTA). Mexico eliminated 47 percent of its tariffs
on industrial goods upon the agreement’s entry into force and removed tariffs on another
5 percent by 2003. The remaining 48 percent will be liberalized by 2007.

The liberalization of agricultural trade covers 80 percent of EU farm imports from
Mexico and 42 percent of Mexico’s imports from Europe. Areas liberalized immediately
included important European agricultural products such as olive oil, wine, and alcoholic
beverages, as well as significant Mexican exports such as avocados, flowers, and orange
juice. Tariffs on several sensitive goods will be eliminated gradually over 10 years. Trade
in services will also be liberalized progressively in two phases over a maximum of 10
years. The free trade agreement covers all sectors (including key areas such as financial
services, telecommunications, and energy), with the exception of air transport, audiovisual
services, and maritime cabotage.

The elimination of barriers to investment flows began in 2003. Intellectual property
rights will be protected according to the “highest international standards,” and the accord
instituted a committee on intellectual property matters. As regards rules on competition,
the agreement establishes cooperation mechanisms to guarantee compliance with the two
parties’ legislation. In the area of public procurement, the EU is given NAFTA-equivalent
access to the Mexican market, while Mexico secures preferential access similar to that
offered by the EU under the Government Procurement Agreement of the World Trade
Organization (WTO).

EU-Chile

Negotiations for the EU-Chile association agreement lasted two years, from April 2000
to April 2002. The accord was signed in November 2002 but did not enter into force until
March 2005. Nonetheless, much of the trade chapter, the institutional framework, and the
trade-related cooperation provisions had been applied provisionally since 2003.

The trade chapter of this agreement is perhaps the most ambitious negotiated by
the EU. It goes beyond the two sides’ WTO commitments and covers all areas of bilateral
trade: a free trade area in goods, services, and government procurement; the liberalization
of investment and capital flows; the protection of intellectual property rights; cooperation
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in the field of competition; and dispute settlement. The agreement’s built-in agenda is
designed to ensure that the trade provisions evolve: several sections provide for future
review for the purpose of deepening the preferences granted. The accord establishes a
free trade area in goods through progressive and reciprocal liberalization over 10 years,
by which time some 97 percent of bilateral commerce will be free.

In the area of industrial products the EU eliminated tariffs on virtually all imports
from Chile (99.8 percent) when the agreement came into force and removed the rest in
January 2006. Chile eliminated tariffs on about 92 percent of its imports from Europe when
the agreement came into effect. Tariffs on another 4.5 percent will be removed by January
2008 and the remainder by January 2010.

As to agricultural products, the two sides will remove tariffs on their imports from
each other in stages, beginning with the agreement’s entry into force and ending in January
2012. Since some products will benefit from other forms of preferential treatment (tariff
quotas for products such as meat, cheese, certain fruits, and sugar confectionary), agri-
cultural products excluded from any form of liberalization represent less than 1 percent
of total EU imports from Chile.

The agreement establishes a free trade area in services in line with Article V of the
General Agreement on Trade in Services (GATS). The two sides substantially eliminate
discriminatory measures and expand the coverage of sectors relative to their GATS ob-
ligations. The coverage of financial services is significant: according to the European
Commission, it represents the highest degree of liberalization ever achieved in a bilateral
trade agreement, in terms both of market access commitments and of the framework of
rules to be applied by the signatories.

EU-MERCOSUR

Negotiations for an EU-MERCOSUR association agreement were launched at the Rio
Summit in June 1999 and cover the full range of trade-related areas: trade in goods and
services; sanitary and phytosanitary measures; the liberalization of capital movements;
opening up government procurement markets for goods, services, and public works; com-
petition policies; intellectual property rights; and dispute settlement.

The negotiations have been more protracted than those that led to the EU-Mexico
and EU-Chile agreements. The first negotiating sessions were mainly devoted to non-trade
matters and discussion of the structure, methodology, and scope of the negotiations, as
well as to establishing a work program. Talks on tariff reduction and services were launched
during the fifth round in July 2001, when the European side presented MERCOSUR with
the EU’s initial tariff offer and negotiating texts for goods, services, and government pro-
curement. MERCOSUR presented its tariff offer in the sixth round in October 2001, as well
as negotiating texts on services and government procurement.

By mid-November 2003 the two sides were able to agree on a work program for what
was expected to be the final phase of the process in 2004. This envisaged a ministerial
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meeting during the Guadalajara Summit, a final negotiating round in July 2004, and a
concluding ministerial meeting in October 2004 to complete the process. By the time
of the twelfth round in March 2004, much of the political and cooperation chapters had
been negotiated. Progress was also made on the trade chapter: the sections on technical
barriers, competition, and customs were finalized.

New offers were tabled by both sides at a meeting in April 2004, allowing further
progress to be made on trade. Discussion of farm subsidies was precluded, but European
negotiators proposed a two-step approach. In a first stage, MERCOSUR would be granted
more generous import tariff rate quotas (TRQs) for major agricultural products such as
beef, dairy goods, sugar, and instant coffee. In the second stage, the remaining TRQs would
be allocated during the Doha Round. MERCOSUR, for its part, offered the EU preferential
access to investment and services sectors, especially telecoms and banking. MERCOSUR
also undertook to hasten the elimination of tariffs on other European goods.

By the time of the thirteenth round in May 2004 there was agreement on the whole
text of the cooperation chapter. Cooperation is to cover a wide range, including standards,
services, investment, energy, transport, science and technology, customs, competition,
agriculture, and fisheries. In the trade chapter, meanwhile, the EU continued to press for
greater liberalization of trade in services from MERCOSUR and wider opening of gov-
ernment procurement. For its part, MERCOSUR continued to push for lower barriers to
agricultural products such as meat and sugar.

With the political and cooperation chapters almost concluded, further progress
on the trade chapter allowed both parties to envisage completing the negotiations by
October 2004. In that month, however, a trade negotiators’ meeting at ministerial level
decided that the offers on the table were insufficiently ambitious, and the negotiations
entered something of an impasse until a new ministerial meeting in September 2005. At
an EU-MERCOSUR Coordinators’ meeting in November 2005, the two sides agreed that
it was difficult to advance because of uncertainties in the Doha Round and deferred the
discussions.

Trade Negotiations with the Andean Community and
Central America

The EU concluded framework cooperation agreements with the subregions of Central
America and the Andean Community in 1993; the accords entered into force in 1998 (for
the Andean Community) and 1999 (for Central America). They sought to diversify trade
and investment links but made no provision for preferential market access. Rather, the
Andean and Central American countries were granted special concessions under the EU’s
Generalized System of Preferences (GSP). In December 2001, the EU Council of Ministers
agreed to renew the GSP (including the special preferences for the Central American and
Andean countries) through December 2004. Thereafter the scheme was expanded (as the
“GSP+") and extended to 2008.
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Since the Rio Summit in 1999, the Andean and Central American governments have
sought to promote the negotiation of association agreements between the EU and the
two subregions that are comparable to the accords with Mexico and Chile and the planned
agreement with MERCOSUR. Advocates of association agreements have maintained that
the GSP does not offer long-term security to investors and exporters because it consists
of temporary and unilateral concessions that can be revoked.

At the Madrid Summit in 2002 a decision was taken to negotiate new agreements
on political dialogue and cooperation between the EU and the two subregions. The talks
were concluded after two rounds in October 2003, and both accords were signed the fol-
lowing December. The Commission views these agreements as ambitious: they strengthen
political dialogue and broaden the scope of European cooperation activities. Coopera-
tion now covers new issues such as migration, conflict prevention, good governance, and
counterterrorism.

These accords are seen as an intermediate step towards association and free trade,
but the Commission has indicated that certain conditions should first be met. Prominent
among those conditions are deeper integration in both subregions and the completion of
the Doha Round. Deeper integration, in particular, means a fully functioning institutional
framework, the existence of a customs union, and a reduction in the barriers to intraregional
trade. At the Guadalajara Summit it was decided to launch joint assessments of the two
subregional integration processes in order to determine whether conditions are right for
the start of negotiations on association agreements. The Vienna Summit is expected to
take stock of the results of those assessments.

EU-CARIFORUM

An EU-ACP Partnership Agreement of June 2000 (the Cotonou Agreement) sought to in-
tegrate the three basic elements of European policy towards the ACP states: the political
dimension, development assistance, and trade and economic cooperation. The aim was
to create a more favorable context for sustainable development and poverty reduction
in the ACP countries and to counteract their social, economic, and technological mar-
ginalization. The agreement is valid for 20 years and is open to revision every 5 years.
[ts chief innovation is that it seeks to replace the Lomé Convention’s preferential trade
mechanisms with reciprocal free trade between the EU and most ACP countries after a
20-year transition period.

To that end, the Cotonou Agreement made provision for the conclusion of WTO-
compatible trading arrangements through subregion-specific Economic Partnership
Agreements (EPAs). Negotiations for the EU-Caribbean EPA were launched in April 2004
in Jamaica, and the agreement is expected to be concluded by December 2007. The talks
are in four phases: (i) April to September 2004, to reach a basic understanding on the two
sides’ main concerns; (ii) September 2004 to September 2005, to agree on the priorities
for supporting integration and the targets to be met by the time implementation begins
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in January 2008; (iii) September 2005 to December 2006, to advance the technical nego-
tiations with a view to completing a draft EPA by the end of this year; and (iv) January to
December 2007, when the meetings will consolidate the results of the negotiations thus
far and the talks will be completed.

The negotiations cover tariffs and non-tariff barriers, customs and trade facilitation
issues, sanitary and phytosanitary measures, technical barriers to trade, services and
investment regimes, intellectual property, competition policy, and government procure-
ment. The Caribbean countries’ current preferential access to the European market will
be retained up to 2008, when the EPA is expected to be concluded.

Biregional Private Sector Networks

The EU and LAC have devised various initiatives to strengthen contacts between their
business communities. The Al-Invest Program, launched in 1993, is the largest European
Commission scheme to foster cooperation between European and Latin American small
and medium-sized enterprises (SMEs). The program has supported thousands of SMEs
and business organizations in all economic sectors by facilitating biregional trade and
investment. To consolidate this success, Al-Invest Il was launched in 2004 for a four-year
period with a European Commission grant of €42 million.!°

A number of other biregional fora are organized by Eurochambers (the Association
of European Chambers of Commerce and Industry), which represents 44 national associa-
tions of chambers of commerce with a total of 18 million member firms. Eurochambers has
partnerships with the Ibero-American Association of Chambers of Commerce (AICO), the
Latin American Industrial Association (AILA), and the Caribbean Association of Industry
and Commerce (CAIC) for matters related to trade and business opportunities.

Another channel for connecting EU investors to LAC markets is Latibex, the interna-
tional market for Latin American securities. The market, regulated by the Spanish securities
market law, enables European investors to buy and sell shares and securities in leading
Latin American companies through a single market—with a single operating system for
trading and settlement and a single currency, the euro. Latibex also gives Latin American
companies access to the European capital market. Some 32 companies are now issuers
at Latibex, a third of the number of Latin American companies quoted on the New York
Stock Exchange.

Other important initiatives in this field include the MERCOSUR-EU Business Fo-
rum (MEBF), which seeks to foster trade and business relations between the EU and the
MERCOSUR countries. The MEBF serves as a venue for leading European and MERCO-

19 In February 2006, the Inter-American Investment Corporation (IIC), part of the IDB Group, signed a
memorandum of understanding with the Al-Invest Ill consortium. The memorandum provides a general
framework that will facilitate cooperation between Al-Invest Il and the IIC.
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SUR companies, as well as the main business associations, to develop joint trade policy
recommendations.

Trade-Related Technical and Financial Cooperation

Trade-related technical and financial cooperation is increasingly important in EU-LAC
cooperation relations, since trade liberalization alone is seldom enough to generate gains
from trade in developing countries. Also needed are complementary policies, such as
institutional reforms and improved physical infrastructure, that enable governments to
implement trade agreements and help firms take advantage of new export opportunities.
The capacity of some LAC countries to derive maximum benefit from trade agreements
is hampered by incomplete implementation of the accords, as well as supply-side con-
straints and weak infrastructure.

EU Programs

The EU is the world’s largest provider of trade-related assistance. The funding managed by
the European Commission for trade-related projects (trade policy and trade development,
not infrastructure) has increased over the past decade from €640 million in 1996-2000 to
€3.3 billion (an annual average of €800 million per year) in 2001-2004. In the July 2005
G-8 Summit in Gleneagles, the EU pledged to increase current and planned EC funding
to €1 billion per year for the period 2007-2013 so as to support developing countries’
trading capacity. This is in addition to the EU member states’ commitments of €250 mil-
lion a year on average.'!

Such figures reflect the EU’s heightened attention to trade-related assistance and
capacity building in the context of the Doha Development Agenda. According to the
Commission’s 2002 Communication on Trade and Development, the EU strategy in this
area centers on assistance for WTO accession and multilateral negotiations, support
for the implementation of WTO agreements, and assistance for the policy reforms and
investments needed to improve economic efficiency and foster integration in the world
economy (European Commission, 2002).

The EU’s trade-related assistance has focused mainly on the southern Mediterra-
nean and the ACP group. Latin America received €239 million or 7 percent of the total in
2001-2004. In Mexico and Chile, the assistance has been geared to the implementation of
their FTAs with the EU, as well as to promoting their competitiveness and export capacity.
Assistance to Central America, the Andean countries, and MERCOSUR has sought to sup-
port regional integration. Caribbean countries receive trade-related assistance as part of

' See http://europa.eu.int/comm/trade/issues/global/development/trta/index_en.htm. According to
the EU, the annual levels fluctuate, as the priorities for the type of aid provided each year are set in
agreement with development partners, countries, regions, and institutions.

22



INCLUSIVE INTEGRATION FOR GLOBAL COMPETITIVENESS m

the ACP group: the EU has pledged €57 million for the Caribbean region in 2003-2007 to
support economic integration and trade, especially to improve the business environment
and strengthen trade-negotiating capacity (European Commission, 2005b).

Inter-American Development Bank Programs

Given the scale of the challenges facing LAC countries in their efforts to negotiate trade
agreements, implement them, and then manage the transition to free trade, the Inter-
American Development Bank (IDB) has devised several mechanisms to support its bor-
rowing member countries in these areas. Many of the IDB’s initiatives in this regard have
been executed directly by the Bank’s Integration and Regional Programs Department or
with its technical support through other IDB departments.

In 2001 the Bank established a new, fast-approval Trade Sector Facility to support
countries in capacity building for trade negotiations and the administration of agree-
ments. The Facility, comprising loans of up to $5 million, can be used to finance a wide
range of activities that modernize capacity in these two areas of trade-related assistance.
Fast-track approval of loans has been particularly helpful in allowing countries to respond
rapidly to emerging negotiating challenges. To date, 10 of the Bank’'s member countries
have accessed the Facility. Among other things, these loans have offered training for
negotiators, provided data and technical support, modernized the internal organization
of trade-related institutions, improved linkages with civil society, and financed activities
geared to promoting trade and investment.

As LAC countries’ trade negotiations advanced, it became apparent that the next ma-
jor challenge would be the transition to free trade. In 2003, therefore, the Bank approved
a Lending Program for Trade, Integration and Competitiveness to assist countries in the
transition. The program, coupled with the availability of loans geared toward improving
competitiveness, provides support for all the critical issues in the transition, including
labor market adjustment, worker retraining, rural agriculture, SMEs, tax reform, customs
modernization, and investment in infrastructure.

The Multilateral Investment Fund (MIF)'? has also been supporting trade, both re-
gionally and for individual countries. The MIF's Trade and Investment Cluster facilitates
trade by helping governments and organizations to streamline or eliminate obstacles to
trade and investment. This is done by improving customs and immigration procedures,
harmonizing technical standards and related training, improving investment climates, and
strengthening the private sector’s capacity to forge linkages with government trade policy.
In the Trade and Investment Cluster, 18 regional and/or national projects in execution

12 The MIF, a mechanism of the Inter-American Development Bank Group, has a mandate to support
innovative private sector development in LAC. Using grant and investment mechanisms, the MIF un-
dertakes small, targeted development projects in partnership with business groups, nongovernmental
organizations, and public sector entities to upgrade the skills standards of the workforce, broaden the
economic participation of smaller enterprises, and strengthen the business environment.
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are supporting SMEs in areas such as market access, trade negotiations, and technical
standards.

The Bank’s Regional Technical Cooperation (RTC) program has been used to support
LAC subregions as they face the challenges of trade and integration. The program includes
activities that consolidate the regional market for trade and investment, strengthen re-
gional institutions, and help countries prepare for extraregional agreements (especially
North-South accords). RTC is also supporting regional infrastructure development by pro-
viding logistical and technical assistance for the Initiative for the Integration of Regional
Infrastructure in South America (IIRSA) and the Puebla-Panama Plan (PPP).

Increasingly, bilateral donors have channeled grant resources through the Bank to
assist LAC countries in their efforts to adjust successfully to a changing trade and inte-
gration environment. The IDB-Canada Trade Fund focuses on strengthening recipient
countries’ capacity to negotiate and implement trade agreements and to adjust to the
process of hemispheric trade opening. Eleven projects are now in execution. The Trade
and Poverty Trust Fund (T&P TF) is a multidonor instrument established with an initial
contribution from the Department for International Development (DFID) of the United
Kingdom:. It seeks to bolster the IDB’s capacity to assess the impact of trade and integra-
tion on poverty reduction and to support the adoption of pro-poor trade-related strategies
in the countries of the region.

In 2002 the Bank created the Special Initiative for Trade and Integration to allow the
IDB to respond quickly to growing demands for assistance in trade and integration nego-
tiations and in preparing policy responses to the new initiatives. The program includes
the provision of tools for negotiators and trade policymakers, public outreach on trade
and integration, conferences on crucial trade and integration issues, and policy research
by experts in the field.

In the context of the Bank’'s Regional Policy Dialogue, LAC Vice-Ministers of Trade
have met five times at IDB headquarters to discuss an agenda prepared by them with
technical support from the Bank. Those meetings have spurred an exchange of ideas on
trade negotiations and adjustment and have given rise to an array of common initiatives
endorsed at ministerial level. Subregion-specific meetings have also been held as part
of the Dialogue.

The Bank’s Integration and Regional Programs Department has also engaged in
research, outreach, and training activities in collaboration with its Institute for the In-
tegration of Latin America and the Caribbean (INTAL). INTAL provides training courses
for LAC negotiators, most of them in collaboration with the WTO. Through the institute,
the Bank also coordinates the Red INTAL de Investigacién en Integracién (REDINT), a
policy research network of Latin American and Caribbean research centers; the Euro-Latin
Study Network on Trade and Integration (ELSNIT), in collaboration with the IDB’s Office
in Europe; and the Latin America/Caribbean and Asia/Pacific Economics and Business
Association (LAEBA), in collaboration with the IDB’s Office in Japan and the Asian De-
velopment Bank Institute.
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In sum, an extensive institutional architecture is in place to underpin EU-LAC economic
relations at the region-wide level. The EU also maintains specific dialogues with its
subregional LAC partners and with the individual countries with which it has concluded
association agreements. The economic aspects of the accords with Mexico and Chile are
comprehensive, covering liberalization in goods and services and making provision for
the elimination of investment barriers, opening up government procurement markets,
cooperation in the field of competition, consultation on intellectual property matters,
and dispute settlement.

The ongoing negotiations between the EU and MERCOSUR, and between the EU
and CARIFORUM, also embrace a wide range of biregional economic links. With Central
America and the Andean Community, the EU has been conducting joint appraisals of
the status of the two subregions’ integration processes. The European Commission has
indicated its desire to use the Vienna Summit as an opportunity to consider those assess-
ments and to examine whether conditions are now right for the start of negotiations on
association accords. For the Andean and Central American countries it is important that
association negotiations begin, so that they are on the same footing as the EU’s other
partners in LAC and elsewhere.

The current and future association agreements are complemented by several instru-
ments that support biregional private sector networks and by extensive cooperation in
the field of trade-related assistance. In the latter area the EU is the leading source of as-
sistance worldwide. For its part, the IDB has developed a comprehensive array of flexible
mechanisms to support LAC countries as they negotiate trade agreements, implement
them, and embark on the transition to free trade. The mechanisms devised by the Bank
and the European Commission are often complementary and can provide a basis for future
endeavors to support LAC countries’ efforts to meet pressing challenges. The following
section discusses some of those challenges.

The EU-LAC Partnership:
Common Challenges and Opportunities

The network of institutional linkages outlined in the previous section provides a sound
basis for the strategic partnership that the EU and LAC are seeking to build. That part-
nership seems ever more necessary as a means whereby both regions can respond to
international and internal challenges. Indeed, how biregional relations develop will
depend on several external forces that are beyond the sole control of either region, such
as the state of the world economy, the rise of new actors on the global economic stage,
the behavior of exchange rates, energy prices, international security conditions, and the
outcome of the Doha Round.
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Externally, the EU-LAC relationship is faced with the intensifying pressures of global
competition. The partnership is being consolidated amid an intricate network of FTAs
across the world, which may proliferate further in the future. The two regions are insid-
ers to many agreements, but increasingly they are outsiders to others, a circumstance
that erodes their competitive advantages in international commerce. At the same time,
EU-LAC relations face the demands arising from efforts to devise a global trade agenda.
Biregional links also face the economic rise of Asia, which poses a competitiveness chal-
lenge to bilateral trade flows, to the potential for bilateral intra-industry trade, and to the
creation of bilateral production networks.

There are reasons to consider the joint management of such challenges. Both regions
have an important stake in the success of multilateral negotiations. Breakthroughs in
talks on market access in goods and services, as well as on multilateral trade rules, would
provide substantial benefits to each of them and to biregional trade flows.

Internally, too, both regions’ integration processes are being tested. In the EU,
for instance, the ratification of the European Constitution was put into abeyance last
year after voters in France and the Netherlands rejected it. In LAC, progress on some
subregional initiatives has been affected by the difficulties of deepening integration,
including the forging of common positions in external negotiations. To some extent
these developments reflect concerns in both regions about globalization and deeper
integration. In many countries those processes are seen as creating new asymmetries
and inequalities.

EU-LAC relations thus face multiple challenges. This section centers on two of
them in interrelated areas on the external and internal fronts: dealing with the greater
competition spurred by the rise of Asia in the world economy, and deepening integration
while addressing asymmetries and thereby fostering social cohesion. Linking these two
issues, the section also considers how regional integration and the strengthening of the
biregional partnership could be used simultaneously to promote economic efficiency
with greater equity.

Facing the Competitiveness Challenge: The Rise of Asia

LAC and the EU face a shift in the global economic balance as Asian economies emerge
onto the world stage. That development is clear in the swing toward Asia in European and
LAC trade flows. On the one hand, Asia’s rise has spurred a surge in demand for commodi-
ties from South America and offers new opportunities for LAC and European traders and
investors. On the other hand, Asian countries compete directly with LAC and the EU in
global markets. They are also alternative targets for FDI from Japan and the United States.
As locations for outsourced manufacturing and services, moreover, the Asian economies
have significant implications for European and LAC production and industries. Their rise
also has repercussions for EU-LAC economic relations, since they compete with European
products in LAC markets and with LAC products in Europe.
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Implications of the Rise of Asia for LAC and the EU

The rise of Asia in the global economy presents both opportunities and challenges for
LAC (Devlin, Estevadeordal, and Rodriguez-Clare, 2006). Thus far the opportunities have
been most tangible for South American commodity producers, whose exports to Asia
have benefited from the region’s booming demand for raw materials. The Brazilian case
is illustrative. In the early 1990s, China was not among Brazil's major trade partners. By
2003, however, China had become the third main destination for Brazilian exports after the
United States and Argentina, absorbing nearly 7 percent of the total. The value of Brazil's
exports to China has grown by a remarkable 900 percent since 1999. They are concentrated
in iron ore, soybeans, and their subproducts—categories that accounted for nearly 60
percent of all Brazilian exports to China in 2005. Brazil has risen rapidly to figure among
the leading three suppliers of the Chinese market for soybeans and iron ore. Argentina
has done so in soybeans and soybean oil, and Chile in copper.

Nonetheless, there are also challenges. Many LAC economies compete with Asian
countries in world markets for several product categories and sectors, such as textiles and
apparel, footwear, certain electrical and electronics products, vehicles, coal, and natural
rubber. Most particularly, Mexico, Central America, and the Dominican Republic have been
subject to competitive pressure from Asian countries. This is a real challenge, because
those countries specialize in the labor-intensive parts of the production chain, in which
China and other Asian economies have a significant edge.

LAC countries face the Asian challenge in their home markets, but the competition
mostly affects their prospects in developed-country markets. Latin America and Asia each
accounted for about 10 percent of the U.S. industrial import market in 1972. By 2001,
however, Asia’s share had risen to 25 percent, while Latin America’s had increased by only
half as much. And China’s share increased from almost 0 percent in 1972 to 9 percent in
2001, driven by large gains in a wide range of manufactured goods.

The impact is most striking in the case of Mexico. To take one example, in 2001
China’s export basket in the U.S. market was more similar to Mexico’s than to that of any
other non-Asian developing country. China’s export similarity with Brazil and Costa Rica
has also risen in the past two decades, albeit to a lesser extent. The average for LAC as
a whole is relatively pronounced and has grown in the past decade. The relatively wide
overlap in exports of textile manufactures has expanded following the expiry of the Mul-
tifiber Agreement last year.

It would be simplistic, however, to view China as a vast market for some LAC coun-
tries and a fierce competitor for others. For a number of countries, most notably Brazil
and Mexico, China is both a growing export market and a direct competitor. Mexico does
face stiff competition from China, but there is also intra-industry trade between Mexico
and the Asian economies. With respect to Brazil, China has been a rapidly growing market
for Brazilian commodities exports, but it also competes with some Brazilian intermedi-
ate products, such as auto parts and chemicals. Chinese sales of apparel, footwear, toys,
electronics, and machinery have penetrated the Brazilian market rapidly in recent years.
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Additionally, growing dependence on the Chinese market poses some risks for LAC'’s
commodity exporters because such dependence increases vulnerabilities, raising the
possibility of Dutch disease and at least a short-term reversal of current levels of export
revenue if Chinese demand declines. Such a development not only would erode the returns
on exports to China, but would probably lower the global price of those commodities.
This export pattern is also vulnerable to Chinese trade policy measures. Market access in
soybeans and soybean oil, for example, has been hampered by various non-tariff measures
in China, such as regulatory, technical, and administrative barriers.

As to Europe, future upgrades to Asian economies’ export structures are also likely to
exert competitive pressure on the exports and domestic markets of European economies
in such sectors as specialized capital and consumer products. In China specifically, MNCs,
which now account for about half of Chinese exports, are incorporating the country into
fragmented intrafirm production systems that span East Asia and produce high-technol-
ogy exports.

As the bulk of Asia’s exports become concentrated in more technologically so-
phisticated sectors, they will probably overlap increasingly with European industries in
international markets—much as they do with industries in which Brazil and Mexico, for
example, are significant suppliers, such as machinery, auto parts, and electrical equip-
ment. In short, Asian countries’ capacity to capture a greater share of product categories
in both more- and less-sophisticated manufactures in international markets will affect
Europe as well as LAC.

Implications for EU-LAC Economic Relations

The challenges posed by Asia to both LAC and Europe have repercussions for EU-LAC
relations. In several product categories, many LAC exports to Europe compete directly
with those from Asia. As an example, Figure 7 compares the penetration of the EU market
by China and LAC. It is striking that the EU’s total imports from China surpassed those
from LAC in 1998, and by 2004 they stood at double the level from LAC (panel (a)). China’s
impressive performance in this regard stems from the country’s capture of growing shares
of the EU’s import market for manufactures, an area in which it has a comparative advan-
tage. LAC, by contrast, has retained only a stagnant share of the EU import market for
nonmanufactures, especially agriculture, in which it has a comparative advantage (panel
(b)). As to European penetration of LAC markets, it is likely that that Asia’s growing ex-
port sophistication will affect Europe’s exports to LAC and the prospect of developing
biregional intra-industry trade.

In the area of investment, European companies have significant incentives to favor
Asia as a target for FDI, including a vast and growing domestic market (which induces
market-seeking FDI) and a large pool of efficient labor (which attracts export-oriented,
efficiency-seeking FDI). The outsourcing of production and services to locations with low
labor costs also poses a challenge to EU-LAC relations, particularly in light of the highly
competitive wages in Asia.
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Nonetheless, Euro-
pean firms still have strong
incentives to invest in Mex-
ico and Central America
rather than in Asia because
of those countries’ proxim-
ity and preferential access
to the U.S. market. Cur-
rent trilateral trade trends,
moreover, could offer some
opportunities to both Eu-
rope and LAC. For instance,
European mobile-handset
producers based in Bra-
zil greatly increased their
imports of Chinese com-
ponents in 2005, thereby
helping to make Brazil a
major exporter of mobile
phones. Increasingly, com-
panies in other sectors are
placing parts of their pro-
duction in Chinese ter-
ritories in order to exploit
China’s low-cost production
base and thus serve their
clients more competitively.
The result of such patterns
could be growing intra-
industry trade between Eu-
rope, LAC, and Asia.
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Figure 7. China and LAC Participation in the EU Market,
1990-2004
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Dealing with Global Competition: Responses from LAC and the EU

LAC and the EU have adopted various measures to adapt to the Asian challenge. These
have ranged from defensive measures to institutionalized mechanisms that seek to en-

gage Asia and exploit the new opportunities that the Asian countries present to Europe

and LAC.

Some efforts have been made in Europe and the Americas to stem the tide of Chi-
nese apparel imports through contingent protection and other measures. China’s market
penetration in both regions, however, is unlikely to be curbed significantly by such trade
policy instruments, since imports from China are relatively diversified. In Brazil, for ex-
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ample, and unlike the high concentration of Brazilian exports in the Chinese market, no
single Chinese product accounts for more than 5 percent of the total value of China’s
sales. Additionally, such measures have little effect on reducing Chinese competition in
international markets.

Both LAC and the EU have also pursued more institutionalized means of dealing
with Asia. These have included sectoral efforts to identify new market niches and national
policies to foster export capacity. The two regions, moreover, have sought to manage the
rise of China through closer and more rules-based engagement with the country. The EU
has a long-standing dialogue with China. Its current policy is based on the European
Commission’s policy paper “A Maturing Partnership: Shared Interests and Challenges
in EU-China Relations,” which was endorsed by the European Council in October 2003
(European Commission, 2003).

The approach involves a dialogue on a number of political, economic, and social
issues in bilateral relations. In the area of trade, it highlights cooperation on the Doha
Development Agenda and the monitoring of and support for China’s compliance with its
WTO commitments—which could be crucial for making bilateral economic relations more
predictable and transparent. The cooperation is underpinned by sectoral dialogues and
agreements in a variety of trade-related areas.

Several LAC countries have also sought to engage China through diplomacy and trade
missions. The landmark FTA concluded between Chile and China in 2005 could become a
reference for building other institutionalized channels of LAC-China trade and investment
relations. Additionally, LAC and China have collaborated in pursuing common multilateral
interests. Several LAC countries have worked with China in the Group of Twenty, which
has forcefully advocated the liberalization of agricultural trade in the Doha Round.

Toward Common Responses:
Biregional Integration to Foster Competitiveness

The measures adopted by the EU and LAC to adjust to Asia’s rise and take advantage
of it could be usefully complemented by a number of biregional policy instruments and
private sector initiatives.

Europe and LAC, for example, could hasten the creation of biregional industrial
networks through trade-related and integration agreements. Such accords could help
diversify LAC and EU trade and, in particular, could create new opportunities for bire-
gional production networks and heighten EU-LAC intra-industry trade. An advantage to
pursuing such goals through FTAs is that the agreements embrace free trade in goods and
services, investment, and an effort to reach world-class standards—factors that are crucial
to companies seeking to sell in host markets and to mount efficient export platforms for
overseas markets.

Additionally, European and LAC companies could establish joint ventures to take
greater advantage of Asian demand for commodities, through investments in value-
added activities and infrastructure that would help foster the volume, diversity, and
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cost-effectiveness of LAC sales to Asia. Finally, the two regions could pool efforts to
face competition from Asia in third markets, such as the United States. One approach
in this regard would consist of biregional investment in niche markets to exploit LAC’s
geographic proximity to North America, such as in just-in-time production of apparel
and electronic goods.

Hence the economic rise of Asia, one of the crucial external challenges facing the EU
and LAC, could be addressed in part through biregional cooperation in the framework of
the strategic partnership that the two sides are seeking to build. By providing incentives
to growth and a more efficient insertion in the international economy, such cooperation
could also prove vital in enabling LAC and Europe to tackle a key internal challenge—how
to deal with the asymmetries that can be attendant on integration.

Facing the Cohesion Challenge: Dealing with Asymmetries

Economic and social exclusion constrains any region’s prospects of achieving sustain-
able growth. LAC has made some significant progress towards attaining the Millennium
Development Goals, but poverty still affects more than a third of the region’s population.
Latin America’s inequality indicators, moreover, are acknowledged to be among the high-
est in the world. The inequalities evident throughout the region hamper a fair distribution
of the net gains that can be reaped from regional integration and from greater insertion
into the global economy.

The modest level of economic and social cohesion stems from two interrelated
circumstances. On the one hand there are inequalities among individuals in the region,
who have dissimilar access to income, to social services such as health and education,
and to productive factors such as land, credit, and technology. On the other hand there is
a geographical dimension to inequality. Countries differ in size, factor endowments, the
flexibility of their goods and factors markets, their quality of governance, and, in general,
their level of economic development. These conditions affect their capacity to exploit the
advantages of economic integration. Within countries, moreover, different regions develop
at different rates, and exposure to globalization might spur wider regional disparities.

Additionally, a lack of economic and social cohesion can be a cumulative and self-
generating process. Both individual and regional inequalities reinforce the exclusion of
certain groups that already suffer discrimination on the basis of gender, age, ethnicity,
social status, physical ability, or some other characteristic.

It is against this background that LAC has embarked on closer regional integration
in recent decades, in parallel to the unfolding process of globalization (IDB, 2002). In this
new context, the unleashing of market forces has come to be regarded as an important
element of economic growth, equity, and poverty reduction, and regional integration is
seen as having a pivotal role in those processes. Many small and relatively poor countries
have seen integration initiatives as a means of addressing the problem of “smallness.” They
hope to harness economic integration in order to enlarge domestic markets and become
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suitable locations for industry and FDI, thereby expanding economic opportunities with
a view to promoting income convergence and reducing poverty.

After two decades of these initiatives, however, the question arises as to whether
economic integration has met expectations. Most particularly, there is mounting concern
about how the gains derived from integration have been distributed among member
countries and regions, and whether integration has led to convergence among unequal
partners or has magnified the initial asymmetries.

Such considerations prompt a crucial question: what policies should be pursued to
ensure that integration reduces regional and individual inequalities and fosters sustained
growth and poverty reduction? European and LAC countries attach similar strategic
importance to regional integration, and thus it is legitimate to consider whether the Eu-
ropean experience in dealing with asymmetries and convergence is relevant for LAC. In
the context of a strategic biregional alliance—in which both partners have chosen social
cohesion and regional integration as priority themes for cooperation—it is also impor-
tant to evaluate how EU-LAC integration initiatives could mitigate the current disparities
among and within countries.

Structural Asymmetries in Europe and the Western Hemisphere

To assess the scale of the asymmetries faced by regional integration schemes in LAC and
the EU, it is useful to refer to some basic indicators of size, per capita income, and social
welfare for a sample of countries in both regions. For LAC, the United States and Canada
are taken as the benchmark for upward convergence.

The Western Hemisphere is marked by an acute disparity in per capita income lev-
els among countries, especially when the United States ($35,000) and Canada ($28,000)
are included in the sample. In 2000, Argentina (S11,700) was the Latin American country
closest to these levels, with about a third of U.S. per capita income. Argentina was fol-
lowed by Chile (510,400), Uruguay ($10,200), and Mexico ($9,700). At the other extreme
are countries such as Honduras and Nicaragua, whose levels of per capita income are,
respectively, 10 percent and 5 percent that of the United States. If economic size is con-
sidered (total GDP or population) the disparities between North America and the rest of
the region are even wider.

Asymmetry is not only a concern in North-South integration, since South-South agree-
ments face the same challenge. In MERCOSUR, for example, there is a more than twofold
gap in per capita income between Argentina and Uruguay, on the one hand, and Paraguay
on the other. As regards absolute size, Brazil's GDP is three times that of Argentina, and
Argentina’s is more than 10 times that of Uruguay and Paraguay.

Corresponding indicators for the EU-15 and the 10 countries that acceded to the Union
in 2004 reveal that asymmetries are less significant in Europe. Discounting Luxembourg,
which is an exceptional case, Ireland is the EU country with the highest per capita income
($27,200). It is interesting to note, moreover, that Ireland was a relatively poor country
until recently. The poorest in the EU are Latvia and Lithuania, whose per capita income
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levels are, respectively, 43
and 48 percent of the EU
average. Per capita income
in the EU-15 countries is
2.3 times higher on aver-
age than that in the new
member states. Differences
in economic size among EU
economies are smaller than
in the Western Hemisphere.
The region’s largest economy
(in terms of both population
and GDP) is Germany, which
is more than 60 times big-
ger than some of its eastern
European neighbors.

The foregoing examples
refer to structural asym-
metries in recent years, but
those asymmetries might
have been even greater in the
past. Hypothetically, there-
fore, and coinciding with the
trend towards closer integra-
tion, there might have been
a convergence of per capita
income levels. A diagram
plotting the correlations
between growth and income
for the period 1990-2000,
however, reveals no evidence
of convergence in the West-
ern Hemisphere (Figure 8). If
anything it suggests income
divergence, since the coun-
tries that have grown most
are those that initially were
relatively rich.

In the 15-member EU,
by contrast, there is a clear
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Figure 8. Income Convergence in the Western
Hemisphere and Europe, 1990-2000
(real GDP per capita, constant 1996 US$)
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pattern of convergence: those countries that were initially the poorest (Greece, Ireland,

Portugal, and Spain) grew faster than the richest economies. The forces of convergence
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do not seem to have been at work during the period in which the new member states
were preparing to accede to the Union, though it can be expected that they will gradually
converge with the older members following their accession.

These simple indicators show that the structural asymmetries that LAC countries
confront in the context of regional integration are much greater than those faced by the
EU. They also reveal that the EU integration process seems to have spurred convergence,
but that this has not yet been the case in the Western Hemisphere. Finally, asymmetries
between the EU-15 countries and the new members are less significant than those in the
Americas.

Dealing with Asymmetries:
Integration as a Tool to Further Economic and Social Cohesion

A growing body of literature on economic geography indicates that trade liberalization and
regional integration have a marked effect on income convergence and spatial development.
Hence a strong case can be made for public policy in this area (Baldwin et al., 2003). If
markets are left to operate entirely unfettered, the result can be polarized and asymmetri-
cal development. In LAC such an outcome is illustrated by individual countries in which
the boom triggered by export plants in some areas contrasts with stagnation in others.
Similarly, within subregions, the perception that the gains arising from trade integration
are unevenly distributed has prompted a debate on how to address the attendant asym-
metries. Regional integration, however, can also offer opportunities to adopt productive
development policies that foster competitiveness in an increasingly globalized economy
(Giordano, Lanzafame, and Meyer-Stamer, 2005).

The question of how to deal with asymmetries and disparities in LAC’s regional in-
tegration agreements is emerging as a priority, but it is not a new issue. Tackling these
matters was a prominent feature of the old regionalism in the 1960s, but the instruments
adopted were intrinsically contradictory and of limited impact. The new agreements of
the 1990s, by contrast, were more effective in promoting regional integration, but they
neglected the asymmetry issue (Devlin and Giordano, 2004).

Today, there is a growing consensus that regional integration can provide a platform
for devising national policies that seek to maximize the participation of a range of actors
in the global economy. The elements of that strategy include expanded market access,
clear and predictable trade rules, strong collective regional institutions, special and dif-
ferentiated treatment for smaller economies, and well-funded financial programs to ease
the transition to free trade—including funds to support structural convergence (Giordano,
Mesquita, and Quevedo, 2004).

European responses. In Europe, it is increasingly challenging for the EU to maintain its track
record in promoting cohesion, especially in light of the accession of 10 new countries in
2004, a development that widened asymmetries among the member states. The matter is
particularly important because the EU’s cohesion policy is one of the three pillars of the
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European integration project, together with the single market and monetary union. Even
in the EU-15 alone, the income of a substantial proportion of citizens is still less than
60 percent of the national median, and there are persistent inequalities in the regional
distribution of employment.

Since the 1970s, EU regional policy has sought to promote economic and social
cohesion among regions by means of ambitious policies financed through the Structural
Funds and later the Cohesion Funds. In response to persistent inequality, however, the
EU’s Heads of State and Government devised a global strategy to tackle social exclusion
and poverty at the European Council meeting in Lisbon in March 2000. The Lisbon Council
launched what is termed the “open method of coordination,” to be based on common
objectives and national action plans, and called for a Commission initiative to encourage
cooperation between member states in this field.

In 2004 the Commission’s Third Report on Economic and Social Cohesion made pro-
posals on the reform of the cohesion policy after 2007. With a view to achieving sustained
growth and convergence, the main strategic objectives are to (i) favor the competitiveness
and convergence of the most disadvantaged regions, (ii) favor regional competitiveness
and employment, and (iii) promote cross-border cooperation among regions. The new
cohesion policy accounts for a conspicuous 34 percent of the Community budget, or €336
billion for the period 2007-2013. Structural Fund resources for the priority regions are
to be allocated mainly to projects in the areas of infrastructure (41 percent), productive
environment (34 percent), and human resources (23 percent). Nonetheless, the Commu-
nity cohesion budget accounts for just 0.43 percent of the Union’s GDP, while national
budgets account on average for 47 percent. Hence the new strategy stresses the need
for collective policies in coordination with complementary national policies (European
Commission, 2004).

Aware of the sensitivity of the asymmetries issue in national adjustment to trade
opening, the Commission has proposed the establishment of a fund to help workers in
those regions and sectors adversely affected by major changes in world trade. The pro-
posal is for a European Globalization Adjustment Fund (EGF) with up to €500 million
for retraining, job search assistance, and the promotion of entrepreneurship (European
Commission, 2006).

Reactions in LAC. In contrast to the European experience, and despite a long-standing
concern for the distributional effects of trade integration, LAC has less of a tradition of
regional collective policies to tackle asymmetries. A consensus is nonetheless emerging
that regional integration agreements serve as an anchor for such initiatives. One salient
case is the recent creation of the MERCOSUR Structural Convergence Fund (FOCEM), which
seeks to promote “social cohesion, in particular of smaller economies and less developed
regions, in order to support the institutional structure and strengthening of the regional
integration process” (Consejo del Mercado Comun del Mercosur, 2005).

FOCEM is conceived as a progressive and redistributive mechanism. It is envisaged
that FOCEM will be endowed initially with $100 million, which may be supplemented in
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the future with contributions from MERCOSUR member states or resources from third
countries or international organizations. The contributions of the individual countries
are aligned with their historical share of regional GDP: Brazil, 70 percent; Argentina, 27
percent; Uruguay, 2 percent; and Paraguay, 1 percent. Expenditure will be allocated as
follows: Paraguay, 48 percent; Uruguay, 32 percent; Argentina, 10 percent; and Brazil, 10
percent. The fund'’s resources will be devoted to projects in the areas of structural con-
vergence, competitiveness, and social cohesion.

The countries of the Caribbean also plan to establish a fund, in this case designed
to help countries adjust to deeper integration. In November 2004 the Heads of Govern-
ment of the CARICOM countries resolved to establish the Regional Development Fund
(RDF) to help disadvantaged countries, regions, and sectors cope with adjustment to the
Caribbean Single Market and Economy (CSME). The subregion’s Ministers of Finance and
Planning have agreed that in addition to member states’ contributions, the regional private
sector, international financial institutions, and foreign governments will be approached
for contributions. In February 2006 the development fund moved closer to being realized
when the Heads of Government agreed to aim for capitalization of $250 million. They also
decided that—building on the initial pledges of S17 million already made by the govern-
ments of Barbados, Jamaica, and Trinidad and Tobago—all member states should make
contributions such that the fund totals at least $120 million.

Bringing Together Global Competitiveness and Social Cohesion

In sum, the strategic alliance between the EU and LAC is an asset that enables them
jointly to face the challenges and exploit the opportunities arising from major changes
in the world economy. Indeed, a strategic biregional partnership may provide incentives
to deepen integration in LAC and thereby boost economic efficiency. The latter is crucial
to promoting competitiveness and redressing asymmetries, with a view to promoting
social cohesion. Competitiveness and solidarity, in fact, are central goals of the kind of
integration that both regions share. Reconciling those two objectives, and making them
work together, will be crucial to the success of a strategy that seeks sustainable and eq-
uitable development.

Both regions are global traders with an interest in a healthy, rules-based interna-
tional trading system. Hence they are strongly committed to the successful conclusion of
negotiations for the Doha Development Agenda. Nonetheless, they must also prepare for
a post-negotiations scenario in which preferential agreements may proliferate. Associa-
tion agreements are assets in this regard. They contribute to a multipolar order and can
strengthen multilateralism. Used properly, they could help deepen regional integration
to the extent that they involve binding biregional commitments and that there are ap-
propriate instruments to implement them.

In dynamic world trade conditions marked by the emergence of major new actors
such as China and in which others such as India are on the horizon, it is important to
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move quickly and ensure a strategic positioning in the most dynamic segments of global
value chains. Regional integration, coupled with a biregional partnership in a buoyant
multilateral trading system, can boost efficiency and competitiveness. Association agree-
ments that have trade as a central component, and that feature a strong link between
trade and cooperation, may be functional in this respect.

Biregional integration may also be instrumental in fostering equity and social cohe-
sion. To this end it is important to produce welfare gains through trade and to devise
mechanisms that ensure that such gains are fairly distributed among people and within
subnational regions. Europe has lengthy experience in this field, and LAC countries might
usefully take advantage of it through biregional cooperation—as have other countries with
which the EU has negotiated strategic partnerships, such as those in the Mediterranean
basin and eastern Europe. Nonetheless, in view of structural, financial, and institutional
constraints that are particular to LAC, the mechanisms that the region adopts should be
home-grown.

Finally, it is hard to overstate the importance of domestic policies that complement
regional and biregional mechanisms. Regional collective policies can be important in
ensuring consistency among national efforts, in dealing with cross-border issues, and
in addressing coordination problems. Sound and effective policies at the national level,
however, are the most important ingredients of any strategy that seeks to achieve efficiency
for the purposes of global economic competitiveness and equity. It is the attainment of
those conditions that promotes social cohesion within and among countries.

Forging a Strategic Partnership:
Opportunities in the Face of Common Challenges

The Vienna Summit, like its predecessors in Rio, Madrid, and Guadalajara, is a potent
expression of the growing interest between the EU and LAC that has been evident during
the past two decades. Since the 1990s, the two regions have established a dense network
of mechanisms for dialogue and cooperation on a broad array of issues. Importantly, they
have molded a form of North-South integration in which such cooperation is an integral
complement to trade liberalization. This three-pillar institutional framework—involving
political dialogue, cooperation, and trade—has been complemented by the provision of
substantial European assistance.

It is significant that EU assistance has revealed a marked preference for supporting
integration, which is a strategic objective in LAC. Indeed, the political, economic, and
intellectual quest for integration in Europe and LAC is a factor that distinguishes them
from other regions. As the final declarations of the previous summits stress, integration
is an endeavor in which the two regions share much common ground.
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Solid Foundations for the Partnership

The impulse toward integration is itself symptomatic of a set of shared values. The values
have included a preference for multilateral action on the international scene and for the
promotion of integration among countries. The previous summits have enumerated others,
and have highlighted the role of regional and biregional integration in fostering growth,
trade, democratic stability, economic progress, and social cohesion.

The summits are the culmination of an approach that embodies these values. Held
as they are at the level of Heads of State and Government, they have forcefully exempli-
fied the political will to strengthen the strategic partnership that both sides are striving
to build. The summits, moreover, underline the significance of regionalism, and of a
particular form of North-South integration, in international affairs.

The EU and LAC are the world'’s two leading regions in terms of integration. They are
aware, as recent events on both sides of the Atlantic have demonstrated, that integration
processes are not always linear—they can be protracted, complicated, and difficult. After
the insistent momentum towards integration that characterized the 1990s, in both regions
today there are indications that the impetus has waned somewhat, that citizens perceive
diminishing returns from the process, and that globalization has raised concerns about
whether integration can help countries adapt to a changing global environment.

Despite such developments, both the EU and LAC have chosen to base their rela-
tions to a large extent on a dialogue between integration groups. That approach not
only gives biregional links a distinct nature, but also enhances cooperation within each
region. A recent upturn in absolute economic flows, moreover, has served to energize the
partnership further.

In short, many of the necessary elements are in place to ensure that the two regions
forge a successful strategic partnership. Success will hinge in part on efforts to ensure
that those elements are combined in such a way as to deliver results that keep the parties
engaged in the face of emerging challenges. For LAC, the delivery of real results will be
most crucial in the area of trade.

Common Challenges against the Backdrop of Globalization

The challenges are several, and neither region can avoid addressing them: securing a rules-
based multilateral trading system, competing with emerging commercial powerhouses,
and reducing asymmetries in order to foster equity and social cohesion. In these endeav-
ors, Europe and LAC could usefully take steps to realize the full potential of biregional
association agreements, and to ensure that appropriate domestic policies are in place to
complement regional collective efforts.

Both regions are global traders with a keen interest in a healthy multilateral commer-
cial regime. Both are committed to a successful conclusion of negotiations in the Doha
Round. Moreover, both must prepare for a post-negotiations scenario in which preferen-
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tial agreements may proliferate further. In dynamic world trade conditions marked by the
emergence of major new actors such as China and India, it is crucial that countries and
regions move quickly to secure their strategic positioning in the most dynamic segments
of global value chains. Deeper integration can help in this regard.

Such integration, however, poses challenges of its own. Preserving a consensus for
deeper integration entails attenuating the existing asymmetries and fostering social cohe-
sion. For that to happen, trade has to generate tangible welfare gains, and mechanisms
have to be designed to ensure that the gains are distributed fairly among individuals, as
well as among and within countries.

In these areas, comprehensive association agreements that have trade as a cen-
tral component—and that feature a strong link between trade and cooperation—can
be valuable instruments. They can help to promote competitiveness and cohesion by
strengthening regional integration. This latter point is vital: it is important to resolve
the question of whether stronger integration in LAC should be viewed as a precondi-
tion, or rather an outcome, of association accords. In both cases, European support can
help make intra-subregional cooperation in LAC comply more fully with the standards of
deeper integration.

Biregional Cooperation for Global Competitiveness and Social Cohesion

The EU and LAC will be better placed to deal with globalization if stronger integration in
each region allows them to boost efficiency in such a way that they can face world-class
competition. And if the higher returns from integration are equitably distributed, they will
help diminish asymmetries and nurture cohesion. In that context, and in light of the goals
to which the EU and LAC have committed themselves in previous summits, a number of
considerations merit special attention.

First, a strong multilateral trading system is necessary for the two regions’ interna-
tional projection. Their support for a successful conclusion to the Doha Round is important
in preserving the principles of multilateralism as the first-best solution for global trade
liberalization. A successful conclusion, moreover, will reaffirm the value and credibility
of a rules-based system, thereby allowing issues such as subsidies to be addressed. It
will also offer a framework for biregional integration that is consistent with—and nour-
ishes—multilateral integration.

Second, biregional integration is an important complement to multilateralism, but
efforts are needed to put trade at its center. The erosion of market share that each region
has experienced in the other's market will best be reversed through concerted efforts to
consolidate the recent improvement in the growth rates of commerce. Higher levels of
trade, in conjunction with closer integration, can make the two regions—and particularly
LAC—more prominent global players. The shared goals in this area might be served by
concluding negotiations for an EU-MERCOSUR association agreement, and by launching
discussions for EU-Andean Community and EU-Central America accords. In that regard
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a persistent area of contention in biregional integration is the question of agriculture.
LAC countries’ main concerns in this respect have been directed at the effects of the EU’s
common agricultural policy on their exports. The CAP, however, is one of the cornerstones
of European integration, and its reform involves issues that transcend purely commercial
matters.

Third, for LAC, the association agreements also transcend the purely commercial
realm. Trade is important for the region but not as an end in itself. Its significance is
that it is a source of welfare. If it is complemented by cooperation, it will better serve
the purposes of development. Thus it would be beneficial to strengthen the interaction
among the pillars of the association agreements. Indeed, the value of establishing a firm
link between trade, cooperation, and development (similar to that which lies at the heart
of EU-LAC association accords) has been acknowledged at the multilateral level—most
recently during the Hong Kong ministerial conference of the WTO in December 2005 with
the launching of the Aid-for-Trade initiative.

Fourth, more trade and integration will help heighten the two regions’ competitiveness
at the global level and thereby provide a vibrant environment for their private sectors. In
this respect, the areas of mutual interest between the EU and LAC extend beyond trade
to cover issues such as cooperation on science and technology, investment promotion,
or private sector development. It is after all businesses, not governments, that trade and
invest. Such endeavors are therefore essential for the success of a strategic partnership.

Fifth, at the regional level, more trade and integration can be conducive to social
cohesion. Notwithstanding recent evidence of difficulties in this respect, some elements
of Europe’s cohesion policy could serve as a reference for similar processes in LAC. From
the outset, one of the goals of European integration has been to promote convergence
among and within the EU’s member states. LAC countries might usefully take advantage
of Europe’s long experience in this field through biregional cooperation, whereby the EU
could help the region to find its own solutions to the problem of asymmetries.

Sixth, as integration deepens and trade liberalization progresses, greater effort is
required to secure public involvement in those processes. On the one hand, effective poli-
cymaking in trade and integration areas requires recommendations from the private sector
on the best course to pursue. On the other, sustaining the processes demands outreach
to civil society organizations and the general public, so that citizens are informed of the
strategies adopted and feel involved in the decisions made. Lack of attention to these is-
sues can spur perceptions that integration and trade initiatives are remote from ordinary
people, divorced from the interests of business, and disengaged from social concerns.
Such perceptions further nourish apprehensions about asymmetry and cohesion.

Finally, it is worth considering how best to exploit the catalytic role of international
organizations that are active in the field of integration, and to foster synergies between
their activities. Institutions such as the IDB have a comparative advantage in supporting
initiatives that seek to meet the goals of the EU-LAC partnership in the areas of trade,
integration, and social cohesion. In the spirit of the Paris Declaration, moreover, their
activities might have greater impact if they are part of a concerted approach.
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EU-25 Trade Profile: Top 10 LAC Sources of Imports and Top 5 Products Imported
from Each (US$ thousands, yearly average, 2000-2004)

% of
Partner Partner  Product country
rank  name rank  Product description Value total
1 Brazil Total trade 19,758,952 100.0
1 Oil seeds and oleaginous fruit 2,119,823 10.7
2 Feeding stuff for animals, not incl. unmil. cereals 2,076,987 10.5
3 Metalliferous ores and metal scrap 1,910,248 9.7
4 Vegetables and fruit 1,420,050 7.2
5 Meat and meat preparations 1,187,199 6.0
2 Mexico Total trade 7,227,091 100.0
1 Petroleum, petroleum products and related materials 1,546,495 21.4
2 Office machines and automatic data processing equip. 855,368 11.8
3 Road vehicles (incl. air cushion vehicles) 780,732 10.8
4 Electrical machinery, apparatus and appliances n.e.s. 657,309 9.1
5 Telecommunications and sound recording apparatus 478,576 6.6
3 Argentina Total trade 6,339,158 100.0
1 Feeding stuff for animals, not incl. unmil. cereals 2,122,661 335
2 Vegetables and fruit 681,305 10.7
3 Fish, crustaceans, molluscs, preparations thereof 582,729 9.2
4 Meat and meat preparations 400,465 6.3
5 Oil seeds and oleaginous fruit 332,058 5.2
4 Chile Total trade 5,442,535 100.0
1 Non-ferrous metals 2,255,585 414
2 Vegetables and fruit 661,469 12.2
3 Metalliferous ores and metal scrap 650,330 11.9
4 Beverages 385,572 7.1
5 Pulp and waste paper 372,289 6.8
5 Colombia Total trade 2,722,512 100.0
1 Coal, coke and briquettes 931,426 34.2
2 Vegetables and fruit 579,596 213
3 Coffee, tea, cocoa, spices, manufactures thereof 444,261 16.3
4 Iron and steel 215,100 7.9
5 Fish, crustaceans, molluscs, preparations thereof 126,894 4.7
6 Costa Rica Total trade 2,550,429 100.0
1 Electrical machinery, apparatus and appliances n.e.s. 1,065,103 41.8
2 Vegetables and fruit 950,438 37.3
3 Office machines and automatic data processing equip. 211,763 8.3
4 Crude animal and vegetable materials, n.e.s. 108,947 4.3
5 Coffee, tea, cocoa, spices, manufactures thereof 91,319 3.6
7 Venezuela Total trade 2,414,972 100.0
1 Petroleum, petroleum products and related materials 1,298,104 53.8
2 Iron and steel 205,826 8.5
3 Coal, coke and briquettes 152,443 6.3
4 Metalliferous ores and metal scrap 141,346 5.9
5 Crude fertilizers and crude materials (excl. coal) 118,867 49
(continued)
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TABLE A.4 (continued)

EU-25 Trade Profile: Top 10 LAC Sources of Imports and Top 5 Products Imported
from Each (US$ thousands, yearly average, 2000-2004)

% of
Partner Partner  Product country
rank name rank  Product description Value total
8 Peru Total trade 1,497,260 100.0
1 Non-ferrous metals 341,619 22.8
2 Metalliferous ores and metal scrap 242,179 16.2
3 Vegetables and fruit 213,599 14.3
4 Feeding stuff for animals, not incl. unmil. cereals 201,607 13.5
5 Coffee, tea, cocoa, spices, manufactures thereof 158,649 10.6
9 Ecuador Total trade 1,328,299 100.0
1 Vegetables and fruit 798,600 60.1
2 Fish, crustaceans, molluscs, preparations thereof 274,676 20.7
3 Coffee, tea, cocoa, spices, manufactures thereof 82,930 6.2
4 Crude animal and vegetable materials n.e.s. 80,059 6.0
5 Misc. edible products and preparations 14,065 1.1
10 Panama Total trade 633,228 100.0
1 Vegetables and fruit 344,031 54.3
2 Other transport equipment 211,982 33.5
3 Fish, crustaceans, molluscs, preparations thereof 26,901 4.2
4 Leather, leather manuf. n.e.s. and dressed furskins 9,901 1.6
5 Miscellaneous manufactured articles n.e.s. 4,145 0.7

Source: DB (INT/ITD) calculations based on UN COMTRADE data.
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EU-25 Trade Profile: Top 10 LAC Destinations of Exports and Top 5 Products
Exported to Each (US$ thousands, yearly average, 2000-2004)

% of
Partner Partner  Product country
rank  name rank  Product description Value total
1 Brazil Total trade 15,079,227 100.0
1 Road vehicles (incl. air cushion vehicles) 1,490,823 9.9
2 General industrial machinery and equipment, and parts 1,270,797 8.4
3 Machinery specialized for particular industries 1,238,256 8.2
4 Electrical machinery, apparatus and appliances n.e.s. 1,086,266 7.2
5 Other transport equipment 965,548 6.4
2 Mexico Total trade 14,780,232 100.0
1 Road vehicles (incl. air cushion vehicles) 2,176,335 14.7
2 Machinery specialized for particular industries 1,246,324 8.4
3 General industrial machinery and equipment, and parts 1,169,980 7.9
4 Electrical machinery, apparatus and appliances n.e.s. 921,654 6.2
5 Telecommunications and sound recording apparatus 787,308 5.3
3 Argentina Total trade 3,868,670 100.0
1 Road vehicles (incl. air cushion vehicles) 531,817 13.7
2 General industrial machinery and equipment, and parts 307,950 8.0
3 Medicinal and pharmaceutical products 288,422 7.5
4 Machinery specialized for particular industries 267,616 6.9
5 Electrical machinery, apparatus and appliances n.e.s. 240,130 6.2
4 Chile Total trade 3,290,756 100.0
1 Other transport equipment 338,741 10.3
2 General industrial machinery and equipment, and parts 335,386 10.2
3 Machinery specialized for particular industries 311,604 9.5
4 Road vehicles (incl. air cushion vehicles) 261,047 7.9
5 Electrical machinery, apparatus and appliances n.e.s. 181,559 5.5
5 Venezuela Total trade 2,766,980 100.0
1 General industrial machinery and equipment, and parts 271,301 9.8
2 Machinery specialized for particular industries 169,218 6.1
3 Medicinal and pharmaceutical products 166,693 6.0
4 Road vehicles (incl. air cushion vehicles) 152,969 5.5
5 Electrical machinery, apparatus and appliances n.e.s. 152,828 5.5
6 Colombia Total trade 1,984,011 100.0
1 Machinery specialized for particular industries 183,578 9.3
2 Medicinal and pharmaceutical products 165,352 8.3
3 General industrial machinery and equipment and parts 139,433 7.0
4 Telecommunications and sound recording apparatus 112,386 5.7
5 Organic chemicals 104,261 5.3
7 Panama Total trade 1,592,090 100.0
1 Other transport equipment 713,859 44.8
2 Miscellaneous manufactured articles, n.e.s. 136,032 8.5
3 Medicinal and pharmaceutical products 130,316 8.2
4 Essential oils and perfume mat.; toilet-cleansing mat. 91,437 5.7
5 Beverages 57,330 3.6
(continued)
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TABLE A.5 (continued)

EU-25 Trade Profile: Top 10 LAC Destinations of Exports and Top 5 Products
Exported to Each (US$ thousands, yearly average, 2000-2004)

% of
Partner Partner  Product country
rank name rank  Product description Value total
8 Bahamas Total trade 976,972 100.0
1 Other transport equipment 801,405 82.0
2 Petroleum, petroleum products and related materials 40,124 4.1
3 Power generating machinery and equipment 13,943 1.4
4 Essential oils and perfume mat.; toilet-cleansing mat. 10,363 1.1
5 Miscellaneous manufactured articles n.e.s. 9,881 1.0
9 Peru Total trade 953,394 100.0
1 Machinery specialized for particular industries 123,875 13.0
2 General industrial machinery and equipment, and parts 87,679 9.2
3 Telecommunications and sound recording apparatus 58,563 6.1
4 Electrical machinery, apparatus and appliances n.e.s. 56,236 5.9
5 Paper, paperboard, artic. of paper, paper-pulp/board 46,665 4.9
10 Dominican Total trade 943,007 100.0
Republic 1 Road vehicles (incl. air cushion vehicles) 95,788 10.2
2 Dairy products and birds" eggs 68,742 7.3
3 Power generating machinery and equipment 64,072 6.8
4 General industrial machinery and equipment, and parts 54,647 5.8
5 Machinery specialized for particular industries 49,678 5.3

Source: IDB (INT/ITD) calculations based on UN COMTRADE data.
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EU-15 Foreign Direct Investment in Latin America, 2003-2004 (€ millions)

Latin America® Mexico  Argentina Brazil Chile  Colombia Venezuela

(a) Net outflows, 2004

EU-15, of which 11,142 1,877 -1,714 2,570 952 554 562
Germany 526 345 -537 757 -38 =11 29
Spain 7,900 6,181 -1,024 1,162 1,020 266 205
France -322 -3 =54 209 -167 =1 =301
[taly 184 10 " 144 3 1 0
Netherlands 138 518 -106 —602 -59 na 389
Portugal 212 -2 4 188 na na 1
U.K. 1,174 152 259 =1 280 383 208
Other® 1,330 676 -267 713 -87 -84 31

Memorandum items:
Switzerland 130 =72 -38 -291 -18 -8 -58
U.S. 7,453 5,971 747 1,449 695 =10 —1,096

(b) Stock, end-year 2003

EU-15, of which 130,113 27,431 23,193 47,997 12,239 6,503 4,422
Germany 9,881 3,562 804 3,554 430 418 538
France 10,734 1,680 1,695 4,941 513 159 1,142
Italy 5,682 317 1,721 2,826 105 49 186
Netherlands 11,399 3,814 1,081 4,807 646 241 150
Portugal 2,827 2 42 2,684 na na 2
UK. 13,191 1,684 2,125 3,022 2,558 3,468 =237
Other® 76,399 16,372 15,725 26,163 7,987 2,168 2,941

Memorandum items:

Switzerland 10,282 2,462 881 2,476 372 514 545
us. 108,302 46,770 8,668 25,131 7,298 2,340 7,220

Source: IDB (SOE) calculations on the basis of Eurostat and Bureau of Economic Analysis, U.S. Department of Commerce.
Note: Data on Spanish assets in Latin America are not separately available for display in panel (b); it can be assumed that they account for a significant
part of “Other.” na: not available.

2 Eurostat Balance-of-Payments (BOP) Economic Zone of Latin America includes: Argentina, Bolivia, Brazil, Chile, Colombia, Costa Rica, Ecuador, El Salvador,
Guatemala, Honduras, Mexico, Nicaragua, Panama, Paraguay, Peru, Uruguay, Venezuela, and others.
b "Other” has been computed as the difference between the estimated European Union aggregate and the sum of the selected declaring countries.
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Official Development Assistance to LAC, by Donor, 1994-2004
(net disbursements, US$ millions)

1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004

All donors, total 4,952 5,652 5473 4,486 4,484 4,737 3,797 5,189 4,589 5349 5,589
United States 1,043 781 355 541 493 610 599 1,087 1,055 1,603 1,247

Japan 826 1,132 980 703 533 798 783 734 587 453 302
Canada 116 1 110 120 106 116 87 103 113 136 166
Multilateral 997 1,451 155 1,276 1,488 1,586 939 1,344 1,085 1,303 1,457
EU total 2,186 2,564 2,794 2,109 2,239 1,900 1,536 2,251 1,883 2,107 2,735
EC 377 563 546 449 536 425 300 500 295 432 509
EU members,
total 1,809 2,001 2,248 1660 1,703 1,475 1,236 1,751 1,588 1,675 2,226
Austria 30 32 29 21 26 27 18 80 15 18 21
Belgium 47 101 98 55 64 51 41 36 52 57 77
Denmark 33 42 66 62 72 68 69 67 83 72 70
Finland 7 12 7 9 9 13 10 11 14 18 21
France 200 255 235 165 156 150 97 99 153 174 263
Germany 431 582 824 445 427 360 310 307 320 430 611
Greece 0 0 0 0 1 0 0 0 0 0 1
Ireland 1 2 3 3 3 5 6 6 9 11 14
Italy 260 73 103 31 120 -1 -14 =20 13 39 68
Luxembourg 8 7 9 10 14 21 17 14 16 22 20
Netherlands 249 340 342 298 295 140 130 254 211 169 254
Portugal 0 1 1 0 1 1 1 2 2 0 1
Spain 353 322 329 210 275 263 231 641 354 436 561
Sweden 98 109 113 91 70 117 134 112 101 1M1 151
United

Kingdom 92 123 88 260 17 260 186 144 247 117 94

Source: OECD Development Assistance Committee Database.
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Official Development Assistance from the European Commission and EU-15
Member States, by Recipient, 1994-2004 (net disbursements, US$ millions)

1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004

Total 2,186 2,564 2,794 2,109 2,239 1,900 1,536 2,251 1,883 2,107 2,735
Antigua and

Barbuda 4 1 2 2 3 1 4 3 5 1 1
Argentina 129 94 83 46 32 21 17 123 40 78 Al
Bahamas 0 2 -1 2 22 10 0 0 -4 -2 -2
Barbados 3 1 6 6 18 0 2 -2 3 20 28
Belize 21 8 7 6 7 45 9 14 14 7 1
Bolivia 207 330 396 231 287 252 201 355 308 315 369
Brazil 132 129 155 140 133 130 120 183 121 153 154
Chile 138 136 138 81 69 47 42 41 48 63 69
Colombia 84 109 121 118 76 85 66 89 111 105 118
Costa Rica 56 51 49 34 49 34 42 37 27 55 30
Dominica 12 15 36 8 15 2 3 6 11 1 0
Dominican Republic 34 53 47 56 80 125 45 42 99 55 87
Ecuador 115 110 146 101 103 89 65 66 103 94 86
El Salvador 87 99 106 84 89 79 78 127 137 101 98
Grenada 16 6 3 3 3 2 5 1 1 1 4
Guatemala 64 90 108 132 127 129 112 9 114 111 125
Guyana 21 20 26 171 45 25 45 29 20 12 52
Haiti 40 180 111 82 173 64 37 45 47 43 104
Honduras 85 113 64 83 114 178 154 130 120 144 220
Jamaica 56 56 43 74 18 0 39 42 22 4 61
Mexico 222 78 40 44 54 42 2 28 16 5 30
Montserrat 12 9 14 43 66 40 31 33 45 37 45
Nicaragua 287 388 659 170 221 209 196 557 200 444 177
Panama 10 19 19 17 30 28 20 15 13 13 11
Paraguay 14 36 20 40 36 31 16 23 21 26 -5
Peru 173 180 174 198 248 114 9 108 196 144 170
St. Kitts and Nevis 4 1 2 2 2 0 1 4 1 0 0
St. Lucia 17 36 30 18 -1 10 1 14 8 7 -26
St. Vincent and

Grenadines 2 41 19 1 18 8 2 4 0 5 5
Suriname 53 70 105 73 49 32 21 19 10 6 18
Trinidad and Tobago 16 20 12 30 12 23 -5 -9 -14 -7 -7
Uruguay 57 52 26 18 18 15 11 8 6 10 17
Venezuela 16 34 24 -5 24 30 57 24 34 57 25

Source: OECD Development Assistance Committee Database.

54



References

Baldwin, Richard, R. Forslid, P. Martin, G. Ottaviano, and F. Robert-Nicoud. 2003. Economic
Geography for Public Policy. Princeton, New Jersey: Princeton University Press.
Confederacion Espafiola de Cajas de Ahorros (CECA), Caja Murcia, Caja de Ahorros El
Monte, and Sociedad Andaluza de Asesoramiento e Informacién (SADAI). 2002. Las
remesas de emigrantes entre Espaiia y Latinoamérica. Resumen ejecutivo. Multilateral

Investment Fund of the Inter-American Development Bank, Washington, D.C.

Consejo del Mercado Comun del Mercosur. 2005. Integracion y funcionamiento del fondo
para la convergencia estructural y fortalecimiento de la estructura institucional del
Mercosur. Decision MERCOSUR/CMC/DEC No. 18/05. MERCOSUR, Montevideo,
Uruguay.

Devlin, Robert, and Antoni Estevadeordal. 2004. Trade and Cooperation: A Regional Public
Goods Approach. In Regional Public Goods: From Theory to Practice, ed. A. Esteva-
deordal, B. Frantz, and T. R. Nguyen. Washington, D.C.: Inter-American Development
Bank and Asian Development Bank.

Devlin, Robert, Antoni Estevadeordal, and Andrés Rodriguez-Clare, eds. 2006. The Emer-
gence of China: Opportunities and Challenges for Latin America and the Caribbean.
Washington, D.C.: Inter-American Development Bank and Cambridge, Massachusetts:
David Rockefeller Center for Latin American Studies, Harvard University.

Devlin, Robert, and Paolo Giordano. 2004. The Old and New Regionalism: Benefits, Costs
and Implications for the Free Trade Area of the Americas. In FTAA and Beyond: Pros-
pects for Integration in the Americas, ed. A. Estevadeordal, D. Rodrik, A. Taylor, and A.
Velasco. Cambridge, Massachusetts: Harvard University Press.

Economic Commission for Latin America and the Caribbean (ECLAC), United Nations.
2005. Foreign Investment in Latin America and the Caribbean, 2004 . Santiago, Chile:
ECLAC.

European Commission. 1995. The European Union and Latin America: The Present Situa-
tion and Prospects for Closer Partnership 1996—2000. Communication from the Com-
mission to the Council and the European Parliament. COM(95)495 final, 23 October.
European Commission, Brussels.

.2002. Trade and Development: Assisting Developing Countries to Benefit from Trade.
Communication from the Commission to the Council and the European Parliament.
COM(2002)513 final, 18 September. European Commission, Brussels.

.2003. A Maturing Partnership: Shared Interests and Challenges in EU-China Rela-
tions. Commission Policy Paper for Transmission to the Council and the European
Parliament. COM(2003)533 final, 10 September. European Commission, Brussels.

55



B [NTER-AMERICAN DEVELOPMENT BANK

.2004. A New Partnership for Cohesion: Convergence, Competitiveness and Cooperation.
Third Report on Economic and Social Cohesion. Brussels: European Commission.

. 2005a. A Stronger Partnership between the European Union and Latin America.
Communication from the Commission to the Council and the European Parliament.
COM(2005)636 final, 8 December. European Commission, Brussels.

.2005b. Economic Partnership Agreements: A New Approach in the Relations between
the European Union and the ACP Countries. The Caribbean. Brussels: European Com-
mission.

.2006. Proposal for a Regulation Establishing the European Globalisation Adjustment
Fund. Brussels: European Commission.

Eurostat. 2005. Balance of Payments and International Trade in Services. Luxembourg:
Eurostat.

Giordano, Paolo, Francesco Lanzafame, and Jorg Meyer-Stamer, eds. 2005. Asymmetries
in Regional Integration and Local Development. Washington, D.C.: Inter-American
Development Bank.

Giordano, Paolo, Mauricio Mesquita Moreira, and Fernando Quevedo. 2004. El tratamiento
de las asimetrias en los acuerdos de integracion regional. INTAL-ITD Occasional Paper
No. 26. IDB-INTAL, Buenos Aires.

Inter-American Development Bank (IDB). 2002. Beyond Borders: The New Regionalism in
Latin America. Report on Economic and Social Progress in Latin America. Washing-
ton, D.C.: Inter-American Development Bank.

. 2004. III EU-LAC Summit: Special Issue on Latin American and Caribbean Eco-

nomic Relations with the European Union. Periodic Note on Integration and Trade

in the Americas. Integration and Regional Programs Department, Inter-American
Development Bank, Washington, D.C.

.2006. Special Issue on Latin American and Caribbean Economic Relations with Asia-
Pacific. Periodic Note on Integration and Trade in the Americas. Integration and Re-
gional Programs Department, Inter-American Development Bank, Washington, D.C.

International Monetary Fund (IMF). 2003. Balance of Payments Manual (5th ed.). Wash-
ington, D.C.: IMF.

Multilateral Investment Fund of the Inter-American Development Bank (MIF-IDB). 2005.
Remittances 2004: Transforming Labor Markets and Promoting Financial Democracy.
MIF-IDB, Washington, D.C.

Organisation for Economic Co-operation and Development (OECD). 2001. Is It ODA?
Working Party on Statistics, OECD, Paris.

Pellegrino, Adela. 2004. Migration from Latin America to Europe: Trends and Policy Chal-
lenges. Geneva: International Organization for Migration.

United Nations Conference on Trade and Development (UNCTAD). 2006. Investment Brief,
No. 1. Geneva: UNCTAD.

56




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /SyntheticBoldness 1.00
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveEPSInfo true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /Unknown

  /Description <<
    /FRA <>
    /ENU (Use these settings to create PDF documents with higher image resolution for improved printing quality. The PDF documents can be opened with Acrobat and Reader 5.0 and later.)
    /JPN <FEFF3053306e8a2d5b9a306f30019ad889e350cf5ea6753b50cf3092542b308000200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e30593002537052376642306e753b8cea3092670059279650306b4fdd306430533068304c3067304d307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e30593002>
    /DEU <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
  >>
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


