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European integration
and Latin American trade

Miguel Izam

Economist, ECLAC Division
of International Trade,

Transport and Financing.

Difficult as it is to forecast the magnitude of the impact of the
Single European Market (SEM) on the rest of the world and on
the European Community (EC) itself, the predominant feeling is
one of concern, especially in the developing countries. This
article seeks to determine how the completion of the SEM may
affect Latin America’s exports to the Community, using
basically a short- and medium-term analytical approach, This is
because a series of elements make it possible to predict with
some confidence that the deepening of Community integration
will take more time than originally foreseen. Especially
noteworthy among these elements is the need for the EC to
carry out an economic adjustment, for which purpose it will be
necessary to coordinate the macroeconomic policies of its
member countrics more effectively and to resolve various
important political problems, starting with the ratification of
the Maastricht Treaty. In any event, it is reasonable to assume
that, in the long run, the economic implications of the SEM for
the rest of the world, including Latin America, will be positive.
Section I of the article discusses the most probable effects of
the deepening of European integration on the EC itself and on
the rest of the world in the short and mediom term. Section II
examines the structural weakening of trade links between Latin
America and the Twelve in recent decades and identifies the
key reasons for this phenomenon, while Section IIY summarizes
the effects that the SEM may have on Latin America’s trade in
the foreseeable future, which, unlike the Single Market’s
positive impact in the long term, may not be beneficial for

Latin America.
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I

The economic impact of the

Single European Market on the

European Community'and on

the rest of the world

1. Potential economic benefits for the EC

The basis of the SEM is the dismantling of physical,
technical and fiscal borders, allowing people, goods,
services and capital to circulate freely throughout the
Community’s territory. Theoretically, this deregula-
tion will lead to greater competitiveness, forcing en-
trepreneurs to reduce prices and production costs. In
turn, the drop in prices will stimulate demand and
therefore raise output, and the resulting economies of
scale will cut costs even further. Gains may also be
expected from the use of new marketing strategies,
the greater efficiency that business enterprises can
achieve through the adoption of technological and
management innovations, and the introduction of
new production processes, all of which will be driven
forward by the dynamics of the internal market itself,

The Cecchini report (Cecchini, 1988), which
was prepared at the request of the Commission of the
European Communities (CEC), quantifies the effects
of streamlining customs formalities, government pro-
curement procedures and financial services, It esti-
mates that the greatest gains would resuit from the
removal of barriers in financial services markets, in

the expectation that the reduced costs of these ser-

vices would be transferred to the economy as a
whole. This would lower prices and increase demand
and output, in turn bringing down the cost of credit
and boosting investment.

All the foregoing would generate a 4.5% in-
crease in the Community’s gross domestic product
(GDP), create 1.8 million new jobs, deflate consumer

[1The author wishes to thank Héctor Assael, Armando Di Filippo,
Robert Devlin and Jan Heirman for their valuable comments and
Jaime Contador for his assistance in preparing the statistics used
in this article,

prices by 6.1%, improve the balance of public finan-
ces by the equivalent of 2.2% of GDP and strengthen
the current account of the Community’s balance of
payments by around 1% of GDP. The biggest growth
in the Community’s GDP would be obtained, how-
ever, if EC Governments adopted more expansionary
fiscal policies and spent the entire increase achieved
in the public sector balance; under these circumstan-
ces, the GDP growth rate would rise to 7.5%, 5.7 mil-
lion new jobs would be created, retail prices would
be reduced by 4.3%, but the current account would

show a deficit equivalent to 0.5% of GDP. Both
scenarios wonld result in a one-time gain in the me-

dium term, four or five years after the culmination of
the Single Market, !

2. Some qualifications regarding the Cecchini
report

It is important to note that the benefits projected in
the Cecchini report are based on a methodology
which takes into account only the static economic
effects of the completion of the SEM. Consequently, it
does not quantify the dynamic growth effects. In that
regard, a study by Baldwin (1989) finds that the latter
would be similar in magnitude to the static benefits
projected by Cecchini. However, Baldwin’s esti-
mates have been seriously questioned, not only be-
cause of the methodology he used but also because,
even if we accept that these effects would indeed
manifest themselves, they would do so only in the
long term, 2

Ut should be noted that the methodology used and the projec-
tions made in the Cecchini report served as the basis for a study
directed by Emerson and others (1988), which was also publish-
ed officially by the Commission of the European Communities
(CEC) (1988).

2See the comments by Pierre-André Chiappori and Anthony
Venables at the end of Baldwin’s article (1989),

EUROPEAN INTEGRATION AND LATIN AMERICAN TRADE * MIGUEL IZAM
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The Cecchini report has also been severely
criticized because the benefits it predicts, even in the
case of its most pessimistic estimates, are based sole-
ly on the most favourable scenarios. An important
argument in this connection is that the report does not
delve deeply enough into the economic adjustment
that would necessarily take place in the nations of the
Community, nor does it examine in sufficient detail
the intensity and duration of this adjustment or its
possible adverse effects in terms of unemployment.
In principle, taking full advantage of the economies
of scale would involve restructuring production in a
way that would inevitably lead to the disappearance
of a significant number of the Community’s enter-
prises.

Thus, a study by Smith and Venables (1988)
notes that the number of EC enterprises would be
likely to decline in all but two industries, namely
cement and office machinery. The most extreme case
is footwear, in which 207 of the existing 739 firms in
the Community would disappear. A significant part of
these losses would be concentrated in a few coun-
tries; for example, the United Kingdom would lose
46 of its 65 footwear firms, 31 of its 52 carpet fac-
tories and 1 of its 3 motor vehicle companies. This
means that the unemployment problem could become
more critical in the short or medium term, which
might in turn bring social and political pressures to
bear and thus lead to an increase in EC protectionism.
Otherwise, the costs of unemployment would have to
be absorbed by the governments through the payment
of benefits or through a more expansionary fiscal
policy, whose financing would have to come from
the private sector and would thus tend to push up the
interest rate,

Another line of criticism regarding the benefits
projected by the Cecchini Report is that the report
was written before certain historic events of momen-
tous importance to the world, and especially to the
EC, had taken place. These include, in particular, Ger-
man reunification, the events that are reshaping cen-
tral and eastern Europe, the Gulf War and the
Enterprise for the Americas Initiative. It is also ar-
gued that a considerable portion of the anticipated
benefits of the Single Market have already been re-
aped through intra-EC mergers, acquisitions, joint
ventures and investments on the part of a number of
Community enterprises. ‘

All this explains why most economic analysts
who have studied the topic agree that the Cecchini
Report overestimates the economic gains that the EC

would obtain as a result of the establishment of the
SEM. From this standpoint, the Institute for European-
Latin American Relations (IRELA, 1991, p. 19) states
that “various unofficial studies have estimated the ac-
celeration of growth at no more than 1.5% - 2.5%".
By way of illustration, it is worth noting Peck’s esti-
mate (1989, p. 289) that the economic gains would
only be about 2% of the Community’s GDP.

3. Likely prospects for the rest of the world

From a systemic viewpoint, the SEM can only be
understood within its global historical context. On
the one hand, this programmatic advance further
deepens the most highly evolved regional integration
model currently in existence. On the other, it is
imperative that the EC enhance its technological ca-
pacity in order to improve its international competi-
tiveness, especially compared with the United States,
Japan and the newly industrializing countries
(ECLAC, 1990a). Thus, looking beyond all the
rhetoric and well-meaning statements, we see that the
Community’s motives for bringing the Single Market
into operation clearly have to do with intemal needs
associated with its own development. The economic
impact of the SEM on the rest of the world is thus a
factor that will be determined primarily by the way in
which Community dynamics unfold.

There can be little doubt that the SEM will have
negative economic implications for the rest of the
world, at least in the short and medium term. The
basis for this assumption is that the elimination of
internal barriers is clearly intended to increase Com-
munity demand for goods and services produced
within its own territory, whose prices will be lower
in comparison both with those existing before the
Single Market and with those of non-Community
imports. Indeed, the whole methodological for-
mulation of the Cecchini Report is based on this
argument. The Commission of the European Com-
munities (CEC, 1989) has explicitly stated, moreover,
that it expects the SEM to further stimulate the rising
trend in the ratio of intra-Community imports to
total EC imports.’

% In 1963, intra-Community merchandise trade represented 48%
of total EC trade (CEC, 1989), but by the beginning of the 1980s
this coefficient had risen to over 50%, and by 1991 it stood at
nearly 62% (CEC, 1992, p, III}.

EUROPEAN INTEGRATION AND LATIN AMERICAN TRADE * MIGUEL IZAM
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It is therefore evident that there will be diversion
of trade in respect of imports from the rest of the
world, and the scope of this diversion, other things
being equal, will depend mainly on the price elas-
ticity of EC demand, The Commission of the Euro-
pean Communitics (1988) estimates that non-EC
imports will drop by between 7.9% and 10.3%. It
should be noted that this effect cannot possibly be
offset by any increase in trade flows that might be
created by additional EC growth, because under the
assumption of linear behaviour, even if the generous
estimate of a 4% rise in the Community’s GDP proves
to be correct, this would bring about an increase of
only 0.4% in non-EC imports, since they are equival-
ent to rather less than 10% of Community GDP,

Ultimately, then, even in an optimistic scenario
where the Community grows by an additional 4%
and the reduction in its imports from outside the EC
does not exceed 7.9%, exports from the rest of the
world to the EC will still drop by 7.5%. Therefore, the
net trade effect on non-EC economies will be gener-
ally negative. Moreover, a series of other factors
would appear to indicate that the trade-related costs
to the rest of the world would be much higher than
this estimate.

Another element to bear in mind is that EC ex-
ports to third markets would be relatively more com-
petitive, thereby crowding out exports from the
other countries of the world and diverting a portion
of their trade, to an extent which remains to be es-
timated. Another argument along the same lines has
to do with the Community’s order of preferences: a
topic which, because of its importance to Latin
America, will be discussed below. Nevertheless, it
is worth noting here that some other regions of the
world may also have to face considerable —although
differentiated— economic costs, especially because
the creation of the European Economic Space will
promote trade between the Twelve and.the members
of the European Free Trade Association (EFTA}, a
group which is already the main trading partner of
the EC.*

Another area where there may be negative impli-
cations for the rest of the world is that of economies
of scale. If the EC can achieve minimally efficient
operations of scale on its own, then restrictions on

4 BFTA accounts for more than 20% of the Community’s non-EC
trade.

imports from outside the Community would seem to
be a natural counterpart (Dornbusch, 1989). Among
other factors, this explains why a good many transna-
tional corporations are reallocating resources to
Community territory as a way of helping to forestall
the negative impact which the SEM is likely to have
on them. Between 1981 and 1983, 15% of United
States foreign direct investment went to the EC, but
between 1984 and 1987 the figure rose to 55%, while
during the same years the corresponding indicator for
Japan climbed from 10% to 17% (cT1C, 1989).

Thus, there is every reason to assert that the
Single Market will, implicitly and inherently, have
adverse economic effects on the rest of the world.
The real question, then, is not whether the Single
Market will have negative implications for the rest of
the world, but how strong the impact will be. Similar-
Ly, there is little point in asking whether the internal
barriers to be eliminated will be transferred to the
borders of the EC; as noted earlier, there is no need to
do so in order to build a “European castle”, i.e., a
scenario which would have negative economic
implications for the rest of the world even if the EC
did not consciously and deliberately apply an econ-
omic policy expressly aimed in that direction, as it
would in the case of a “Fortress Europe™.

In any case, as we have already seen, everything
seems to indicate that the Community will inevitably
have to face up to the need to adjust its economy in
the process of constructing the Single Market, at least
in the short and medium term. Accordingly, higher
unemployment can be expected to result from the
enhanced competitiveness which will be made
possible by the free circulation of goods and services
throughout the Community’s territory, and this could
trigger the adoption of an expansionary fiscal policy
{which would be perfectly consistent with the “social
dimension” of the agenda being pursued by the
Twelve), thereby pushing interest rates up and hence
imposing a further burden on the developing coun-
tries, especially those with high levels of external
indebtedness.

5 In addition to afl the reasons mentioned earlier, it is common
knowledge that when the Single Market is in operation the EC
will apply certain technical standards to its imports which will
make it even more difficult for exports from the rest of the world
to gain access to this market. This point will be discussed in
section III below.

EUROPEAN INTEGRATION AND LATIN AMERICAN TRADE +« MIGUEL IZAM
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Nor can the application of a complementary
trade policy which would tend to exacerbate EC pro-
tectionism be ruled out.® In this scenario, “Fortress
Europe” would indeed be the appropriate term, in the
sense that the “castle of the Twelve” would be
explicitly and consciously defending itself against
the rest of the world, launching “missiles” in the
area of economic policy —especially trade policy— of
a calibre which cannot be gauged at present but
which would affect above all the developing coun-
tries,” especially since the Community’s capacity to
negotiate and retaliate would undoubtedly be even
stronger if all its trade regulations were centralized. It
should also be noted that the developing countries’
share of EC trade has been declining steadily in the
past few years, In the 1980s alone, the share of the
latter nations fell from 20% to 13% of Community

II

trade, whereas the share of the developed countries in
EC trade rose from 76% to 84% during the same
period. ®

Nevertheless, the EC is making a big effort to
show that the Single Market will have beneficial con-
sequences both for the Community itself and for the
rest of the world because, it claims, it will represent a
big step towards deregulation and economic liberali-
zation which will in turn give rise to a more compe-
titive international economic environment. Even
admitting that this might be true in the long run, how-
ever, it is difficult to reconcile this statement with the
fact that the EC has been one of the main obstacles to
the timely and fruitful completion of the Uruguay
Round of GATT, which would indeed bring about a
considerable improvement in the operation of the
multilateral trading system.

Weakening of trade relations between
Latin America and the EC °

The European Community is the biggest trading bloc
in the world, not only in terms of its total trade but
also of its merchandise transactions with the rest of
the world. 1° Since 1975, however, it has ceased to
be the principal market for Latin American merchan-
dise exports. In 1970 the EC received over 33% of all
Latin America’s exports, surpassing even the United
States, which accounted for only 28%, but this order
was reversed in the mid-1970s when the United
States became the number one recipient of exports
from the region, and the trend later became even
more marked. Thus, in 1990 the EC bought only 24%
of Latin America’s exports, whereas the United

6 Such protectionism might even be backed up by discriminatory,
non-transparent application of new technical standards in EC
trade: an issue which will be analysed in the last section of this

paper.

T'This view coincides with that of Emmerij (1990, pp. 248-249),
who says: “To sum up on the question of trade diversion versus
trade creation, my understanding is that the dangers for the de-
veloping countries are greater than the opportunities™.

8 The remaining share corresponds to trade with Central and
Eastern Europe, according to data from the United Nations
Monthly Bulletin of Statisiics, New York, various issues.

States received 36% of the total.!! The Community
has also become less important as a supplier of Latin
American imports. In 1970, over a quarter of the re-
gion’s purchases from abroad were from the EC, but
in 1990 the figure stood at only 19%.

This situation becomes even clearer when the
trends in Latin America’s share in EC trade are taken
into consideration. In 1965, the region received 6.1%
of the Community’s exports to the rest of the world,
while it supplied 9% of the Twelve’s imports from
abroad. By 1990, however, these shares had fallen to
3.4% and 5.2%, respectively. There has thus been a
structural weakening of trade relations between the

% The statistical data on trade between Latin America and the EC
whose source is not explicitly stated were prepared by the author
on the basis of figures provided by ECLAC.

101 1990, the EC accounted for almost 38% of all world trade in
goods, and even if only its merchandise transactions with coun-
tries outside the Community are taken into account, its share still
came to 20% (ECLAC, 1992a).

" 1t is worth noting that whenever Latin America is taken as a
whole, this obscures the big differences between the individual
countries of the region,Thus, for example, Ecvador is the Latin
American country for which the EC market is the least important
{10%), but the opposite is true of Chile (37%), where the weight
of EC trade is greater than that of the United States (17%).

EUROPEAN INTEGRATION AND LATIN AMERICAN TRADE * MIGUEL 1ZAM
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two regions, reflected in Latin America’s virtual mar-
ginalization from the circuit of European merchan-
dise transactions,

It is important to note that trade is not the only
area in which economic relations between the EC and
Latin America have lost ground in the past few de-
cades. A similar process has taken place in the finan-
cial sphere, especially in foreign direct investment,
At the same time, the amounts of official develop-
ment assistance which Latin America receives are not
very significant as a proportion of total EC contribu-
tions to the developing world (Izam, 1991). All this
stands in curious contrast with the notable tightening
of political ties between Latin America and the EC
{ECLAC, 1990b).

The responsibility for the structural economic
distancing being witnessed between Latin America
and the EC cannot be solely attributed to either of the
two trading partners. In fact, over the past 20 years
Latin America has been going through a process of
virtual marginalization from world trade flows as a
whole in terms of both exports and imports of
goods. '* This phenomenon is largely due to the fact
that the region’s export structure has not evolved in
line with the dynamic changes that have taken place
in international demand. ©?

Thus, even though the share of manufactures in
Latin American exports stands at 34% (a notably
high coefficient in comparison with the 9% recorded
in 1970), the region’s economies are still preponde-
rantly primary-commodity exporters, although ap-
preciable differences exist among them.'* The
countries of Latin America need to confront this re-
ality and gear their economies to a change in produc-
tion patterns based on the deliberate and systematic
absorption of technological progress in order to gain
a greater competitive edge in the international market
{ECLAC, 1990c and 1992¢).

As a reflection of this situation, the structure of
Latin American exports to the EC has been highly
concentrated in commodities. In 1970, 61% of this
trade flow was composed of agricultural commodities

2 export coefficient has fallen from 4% to 3.2%, while that of
imports has dropped from 3.8% to 2,7%.

13 Another very important reason has to do with the difficulties
experienced by the region in gaining access to international mar-
kets for its exports,

YEor example, manufactures tepresent over 50% of Brazil's
total exports, whereas in Ecvador they account for less than 2%.

and foodstuffs, and exports of non-manufactured
goods as a whole represented 95% of the total. By
1990, the share of the latter had dropped to 77%,
while the proportion of agricultural products had fal-
len to 42%. Even so, however, this means that over
two-fifths of Latin American merchandise exports to
the EC still face problems in gaining access to this
market as a result primarily, but not exclusively, of
the Community’s Common Agricultural Policy (CAP).

In the past 20 years manufactures have increased
from 5% to 23% of Latin American merchandise ex-
ports to the EC. This figure must be qualified, how-
ever. In 1980, the share of manufactures in Latin
American exports to the Community was similar to
that of manufactures exported to the United States,
ie., about 12%. In 1990, however, while manufac-
tures represented 35% of Latin American exports to
the United States, '* in the case of Europe they bare-
ly amounted to 23%, which was a good deal less than
the share of manufactures in total Latin American
exports to the rest of the world (34%) in that same
year. Hence, the EC has lost importance as a market
for Latin American exports of manufactures, with its
share falling from 17% to 14% between 1970 and
1990,

The size of this decline cannot be explained
merely by stating that the export performance of -
Latin American manufactures is lagging behind that
of the newly industrializing countries of Asia, or by
pointing out that the manufactures which Latin
America exports to the BC are suffering waning de-
mand in that market. The fact is that a significant
proportion of these exports are subject to various pro-
tectionist measures that make it difficult for them to
enter the Community. In short, as will be analysed
below, Latin America’s commodity exports and its
sales of manufactures are both confronted with tariff
and non-tariff barriers that hinder their access to the
EC market.

1. Tariff barriers to EC imports

The average tariff rate applied by the EC to imports
from GATT member countries is only about 5%.
However, this apparently low figure masks the tariff
barriers which the EC applies to production activities

15 Note also that the figures for exports from Latin America to
the United States do not inciude transactions related to in-bond
assembly industries.

EUROPEAN INTEGRATION AND LATIN AMERICAN TRADE + MIGUEL {ZAM
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that have a higher value-added component. This
practice penalizes certain Latin American exports,
especially manufactures, by impeding their access to
the EC market through the application of duties that
rise in direct proportion to the product’s degree of
processing. One illustration of the Community’s es-
calating tariffs is the case of Chilean tomato exports
to the EC market: fresh tomatoes are subject to a 3%
tariff, but the rate for tomato paste is 18% (Séiez,
1992),

it should be noted that the EC applies tariff es-
calation schemes to a very substantial proportion of
its imports of manufactures. What is more, in a num-
ber of economic sectors, this type of protectionism
is more restrictive in the EC market than in the
United States and Japan. It applies, inter alia, to the
production chains for beef, vegetables, vegetable
oils, paper, lead, zinc and petroleum, all of which
are vitally important categories in Latin America’s
exports to the Twelve (Butelmann and Campero,
1992). The EC tariff structure thus distorts the com-
petitiveness of the more highly processed Latin
American products exported to this market, not only
hampering their access to it but also, in many cases,
actually preventing it.

2. Non-tariff barriers to EC imports 16

In the agricultural sector, most non-tariff barriers
(NTBs) are appliecd through the CaPp, affecting tem-
perate-zone crops —including sugar— which make up
nearly three-quarters of the value of the Com-
munity’s agricultural imports. "’ These measures are
applied not only to unprocessed agricultural com-
modities such as fruits, vegetables, seeds, fish and
beef, but also to certain more highly processed goods
such as wine. Besides the CAP limits, quantitative re-
strictions are also applied to exports of some tropical
products such as bananas, as a means of reserving
preferential access for exports from Caribbean and
African countries. In the final analysis, over a quarter
(in terms of value) of the foodstuffs exported by
Latin America to the EC is subject to NTBs.

18 Statistical data on non-tariff barriers were taken from ECLAC,
1992b. Note that the coverage coefficients cited in the text mean
that at least one non-tariff barrier is applied to Latin American
exports in their target markel.

17 The most frequently used measures are variable duties, refer-
ence prices and voluntary export restraints.

Manufactures are also liable to various types of
non-tariff barriers to access to the EC market. '* Ex-
cluding chemicals, 26% of the total value of Latin
American manufactures exported to the EC is subject
to NTBs. Textiles, clothing and footwear —which
face barriers equivalent to 90%, 55% and 99% of
their respective values— are among the most seriously
affected goods.

Apart from the above-mentioned sectors, NTBs
have a strong impact on two other categories of Latin
American exports to the Twelve, namely, fuels and
iron and steel, whose exposure to protectionist
measures amounts to 44% and 92%, respectively.
In sum, 22% of the total value of Latin Ameri-
ca’s merchandise exports to the Community is liable
to non-tariff barriers, which have a relatively greater
effect on manufactures than on foodstuffs and agri-
cultural products.

In its use of non-tariff barriers, Europe is a much
more protectionist market with regard to Latin
American exports than are the United States and
Japanese markets, since NTBs are applied to only
13% of Latin American merchandise exports to each
of the latter markets. The Community’s non-tariff
protectionism  is also systematically higher than
that of both the United States and Japan for Latin
American exports of fuels, iron and steel, and manu-
factures other than chemicals. In foodstuffs, Japan’s
non-tariff barriers exceed those of the Community,
which in turn are higher than those imposed by the
United States.

Because of the great heterogeneity of the Latin
American countries, the implications of the Com-
munity’s non-tariff barriers are very different, in
terms of magnitude, for each individual country.
These effects depend on the composition and total
value of the various products which the countries
export to the EC'® and on the sectoral distribution
of NTBs in that market. Thus, in terms of the propor-
tion of total exports from each of the countries to

' The most frequently used instruments are quantitative limits.
supervision measures, licenses, quotas, voluntary export re-
straints, anti-dumping measures, countervailing duties and safe-
guard clauses.

1 Nearly 80% of Latin American exports to the EC come from
Just four countries, namely Brazil (38%), Argentina (14%),
Mexico (13%) and Chile (12%). The concentration as regards
exports of manufactures is even greater, with three countries
—Brazil, Argentina and Mexico- accounting for almost 85% of
total Latin American exports of such goods to the EC.

EUROPEAN INTEGRATION AND LATIN AMERICAN TRADE «

MIGUEL IZAM



156 CEPAL REVIEW

51 » DECEMBER

1993

the EC that is subject to non-tariff barriers, those
which suffer most are Mexico (52%), Uruguay
(47%), Ecuador (29%), Argentina (28%), Costa
Rica (20%) and Honduras (20%).%° In contrast, the
consequences are practically nil for Nicaragua
(2.4%), Bolivia (0.1%) and El Salvador (0.1%).
These figures indicate that the effects on Latin
America of the completion of the Single European
Market are likely to be highly differentiated in the
various countries that make up the region.

In conclusion, EC protectionism is responsible,
on the one hand, for much of the gradual weakening
of the Community’s trade with Latin America in both
commodities and industrial goods and, on the other,
for the fact that the share of manufactures in Latin
American exports to the EC market is still very small
and, in fact, is even well below the share of these
products in Latin America’s total exports. All this
seems to suggest that the Community assigns rela-
tively low priority to its trade with Latin America.

3. The European Community’s scale of pref-
erences

The Community’s first aim is to strengthen its ties
with the member countries of EFTA {Delors, 1991).
At the same time, as a result of the political and
economic reforms being undertaken in Central and
Eastern Europe, the EC is having to redefine its rela-
tions with these countries, both for economic and so-
cial reasons and from a geo-political standpoint, In
fact, there is currently a spate of trade negotiations
between the Community and practically all these na-
tions, a number of which already enjoy trade pref-
erences under association agreements or under the
Generalized System of Preferences (GSP).

As for the Community’s position regarding the
developing world, the countries with the highest
priority are those of Africa, the Caribbean and the
Pacific (ACP) which are signatories to the Lomé
Convention. They are former colonies of European
countries to which the EC offers trade preferences,
institutional advantages and development assistance.

20The sectors affected in the various countries are as follows:
Mexico, mainly petrcleum; Uruguay, foodstuffs and textiles;
Ecuador, foodstuffs and clothing; Brazil, foodstuffs, iron and
steel, and footwear; and Argentina and Chile, foodstuffs.
Tropical products, particularly bananas, are seriously affected
in such Central American countries as Costa Rica, Honduras
and Guatemala, as well as in Colombia and Ecuador,

The trade preferences include free access for
industrial goods and most tropical agricultural com-
modities, even though some of them compete with
the Community’s own products, as in the case of
sugar.

The second line of Community preferences is
extended to the Mediterranean countries which have
signed agreements with the EC on trade cooperation
and development aid. These agreements provide for
duty-free entry of industrial goods other than textiles.
Agricultural products that compete with Community
products protected by the CAP are subject to quotas,
in connection with which they receive partial exemp-
tion from customs duties. It should be noted that a
number of these countries have applied for member-
ship in the B¢,

The EC has also shown considerable interest in
the Arab countries of the Persian Gulf region, essen-
tially because of the Community’s energy depend-
ency on that part of the world. Specifically, the EC
has sought to expand existing trade agreements to
include matters concerning trade cooperation, tech-
nology transfer, investment incentives, agricultural
development and other areas related to development
assistance.

The Asian and Latin American countries come
last in terms of priority, since they only enjoy the
advantages to which they are entitled under the
GSP. 22 Moreover, it is important to note that, in the
case of Latin America, the GSP has not afforded the
anticipated benefits, even though the advantages it
does provide have increased considerably during the
past decade. In 1980, 10% of Latin American exports
to the EC entered under the Gsp, and by 1988, this
coverage had risen to 20% (IRELA, 1992). Because of
certain features of the Generalized System, the Latin
American countries with the most highly diversified
structures of production and well-established trade
networks are the ones that have gained the most
from it (e.g., Brazil, and to a lesser extent, Argentina
and Chile).

4 Namely Cyprus, Malta, Morocco and Turkey.

22 Apart from the GSP which the EC grants to the entire Latin
American region on an equal basis, some nations are accorded
special treatment whereby they receive greater benefits than
those afforded by the common system. However, these preferen-
ces are temporary in nature, and the advantages they provide are
not comparable with those received by the ACP countries. For
example, the Andean countries are granted such benefits as a
way of encouraging them to produce crops other than coca.
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There are a number of reasons for Latin Ameri-
ca’s limited benefits from the Community’s GSP.
First, the great majority of agricultural products are
excluded from the System, because since their entry
would affect the economy of the Twelve, they are
therefore considered “sensitive” products. In effect,
this means that a large proportion of Latin American
exports to the EC are simply denied the advantages of
the Community’s system of preferences. Second, in
Latin American trade circles the GSP is accused of
suffering from a notable lack of transparency and co-
herence, which severely hinders its effective use and
leads to difficulties in its application; in particular,
countries must apply for concessions in order to re-
ceive them, and the System thus tends to favour
countries that possess more export experience and
dynamism, such as certain Asian nations,

It is hoped that in the future the BC will reformu-
late the GSP by giving it greater stability and easing

I

the rules of origin, as well as opening up the possi-
bility of granting a cumulative form of treatment at
the regional or subregional level, which would facili-
tate access to the EC for Latin American exports and
also provide a further incentive for the economic in-
tegration of Latin America (SELA, 1992). However,
“the possibilities are remote that the GSP will have a
significant impact on the current situation in the com-
ing years” (IRELA, 1992, p. 28).

The foregoing lends weight to the view ex-
pressed by a President of the European Parliament,
who said: “to put it bluntly, Europe has never set its
sights on Latin America” (Barén, 1991, p. 95). It is
therefore probable that the EC will continue to show
little economic interest in Latin America, although
some advances may still be made through the various
forums that exist for dialogue between the Twelve
and Latin America. 2

Effects of the Single European Market

on Latin America’s trade

1. General effects

As we have seen from the foregoing, all in all the
impact of the Single Market on Latin American trade
will be more negative than for the rest of the world.
This is mainly a consequence of the historical pro-
cess of weakening economic relations between Latin
America and the EC ~a phenomenon for which both
sides are responsible, although not necessarily to the
same degree— and of the fact that the Twelve have
shown little interest in this region of the developing
world. The trade costs to Latin America cannot be
precisely measured, for they will basically depend,
first, on these developing countries’ capacity to react
ina way that will increase their exports’ access to
the EC market and, second, on the economic dyna-
mics generated by the Single Market within the EC
and the possible further heightening of Community
protectionism,

In institutional terms, EC protectionism is sche-
duled to undergo a fundamental change in 1993, The
Single Market presupposes a common trade policy,

and the countries will therefore not be able, on an
individual basis, to impose national restrictions on
certain direct imports from third countries or on pro-
ducts which have passed in transit through other
Community countries.?* In the past, these national
barriers have been utilized, in particular, to protect
“sensitive” sectors such as textiles, clothing, foot-
wear, agriculture and steel, all of which, as noted
earlier, are a vital part of Latin America’s export
trade with the EC. It is not clear, however, whether
the benefits afforded by the establishment of homo-
geneous Community measures to take the place of
national restrictions will outweigh the potential
costs.

23 One example would be consideration of the feasibility of ex-
panding the operations of the European Investment Bank to in-
clude the financing of Latin American projects.

4 Consequently, article 115 of the Treaty of Rome (the Treaty
establishing the European Economic Community) will no longer
be valid.
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The types of restrictions most frequently applied
to these sectors are quotas, the use of “basic import
prices”, which can be used to impose anti-dumping
measures, and voluntary export restraints. The EC
may be tempted to utilize these types of protection
more intensively after the establishment of the Single
Market (Koopmann and Scharrer, 1989).

These measures are on the very borderline of
legality under GATT, since they contravene the spirit
if not the letter of the General Agreement. They are
therefore known as “grey-area measures” and are the
subject of negotiation in the Uruguay Round under
the heading of safeguards. Other instruments of
major concern are local-content rules, reciprocity
agreements and the possible abuse of what is known
as the “new trade policy instrument”, 25 Should the
Uruguay Round fail, this would encourage the build-
up of trade mega-blocs, In this scenario, the EC (but
not only the EC) might close its borders by erecting
extraordinarily high protectionist barriers.

Community protectionism could also increase
under the Single Market even if the Uruguay Round
reaches a successful conclusion, however. As already
noted, the number of firms in the Community as a
whole would decline in practically all production
sectors (Smith and Venables, 1988). Moreover, it is a
fact that the less developed countries within the
Community will, as a result of the Single Market,
face a very critical situation in certain economic sec-
tors which are in direct competition with Latin
American exports. Thus, a recent EC study found that
the hardest-hit categories of exports from Greece and
Portugal will be textiles and knitwear, the food in-
dustry and metal products (Instituto de Estudios
Econémicos, 1991). All these are traditional labour-
intensive sectors, and their importance is illustrated
by the fact that the textile industry, which provides
9% of all jobs in the manufacturing sector at the
Community level, accounts for over 23% of such
jobs in Greece and Portugal (ECLAC, 1992a). It would
be no surprise, then, if these nations try to secure
protection against third countries when the Single
Market comes into effect.

It is important to add that an increase in protec-
tionism is to be expected not only in “sensitive”

25 This instrument allows private EC entrepreneurs to apply di-
rectly to the Commission for protective measures against imports
that allegedly use “unfair trading practices”.

traditional sectors, but also in others that may emerge
in the event of an economic adjustment, which, as
stated earlier, is quite likely. This raises serious
doubts about the accuracy of estimates regarding the
benefits that would accrue to Latin America and the
rest of the developing countries as a result of the
Single Market, when those estimates are based on
methodologies which assume that the degree of EC
protection will remain stable. 2

Another cause of concem is the new common
provisions which will enter into effect following the
elimination of the national technical borders that
have prevented the free circulation of goods within
the Community. These provisions mainly deal with
production, labeling and packaging standards; brand-
name registration and quality certification proce-
dures; safety and consumer protection standards; and
environmental and plant and animal health regula-
tions. ¥ According to the United Nations Conference
on Trade and Development (UNCTAD), most of these
measures are considered to be tantamount to non-
tariff barriers to trade.

There is no question but that it will be easier and
less costly and uncertain to deal with each of the EC
countries on the basis of a single system of standards
and of commercial and economic requirements, in-
stead of negotiating individually with each of the
twelve nations that make up this integration scheme,
However, it is more than likely that these provisions
will be harmonized on the basis of the strictest na-
tional laws, and this will make it more difficult, in
the short term, for some Latin American products to
gain access to the market. The EC would do well,
therefore, to give the Latin American countries
enough time to adapt to the new standards, with the
actual amount of time depending on their level of
development. This extension could also be com-
plemented with meaningful, integrated support in the
form of dissemination of the relevant information
among the economic agents. 28

26 For an example of this type of estimate, see Page, 1990.

7 As of 1993 the EC countries were to be required to recognize
as equivalent the standards of the other countries, with the
temporary exception of regulations concerning public health and
safety.

28 This support could be provided through the joint programme
currently being designed by the Permanent Secretariat of SELA
and the Commission of the European Communities for evalua-
ting the impact of the harmonization of EC technical standards
on Latin American exports.
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It is a fact that European consumers are leaning
more and more towards higher-quality products,
since their standard of living, basically reflected in a
high and ever-increasing level of disposable income,
is such as to allow them to turn their attention to
health-related and environmental matters. One ex-
pression of this phenomenon is the tightening of
Community environmental regulations, which is ex-
pected to cause some EC smokestack industries, espe-
cially mineral-processing plants that pollute the
environment, to relocate to Latin America (Grandi,
1991). % As IRELA put it, “Latin America will thus
be in a position to benefit not only from an increase
in its exports of minerals to the EC but also from sales
having a higher value-added component” (IRELA,
1991, p. 38).

This point of view, which appraises only the
short-term benefits for Latin America, takes into ac-
count neither the need for ecologically sustainable
development in the countries of the region nor the
fact that environmental protection is the whole
world’s responsibility. Moreover, the supposed gains
for Latin America of serving as a “garbage dump”
might not even be realized, since the EC plans to
maintain its tariff escalation system, and Community
ecological standards will also be extended to imports,
as for example in the case of Latin American tropical
timber (Grabendorff, 1992, p. 230).

In any event, Latin America will have to meet
the challenge of responding to these new interna-
tional demand requirements by diversifying its export
structure with the help of more aggressive commer-
cial policies and by making the necessary invest-
ments to increase the competitiveness and quality of
its products through the application of socially and
environmentally sustainable economic models. It is
vital, however, that these standards should operate
transparently and on a non-protectionist basis. Unfor-
tunately, there is no guarantee that the EC will apply
these measures in an unbiased manner. This concern
has led one United States Assistant Secretary of State
for Economic and Business Affairs to affirm that his
country’s “bottom line” in this critical area is trans-
parency” (McAllister, 1989, p. 20}.

2 However, the relocation of polluting enterprises from de-
veloped to developing countries is a phenomenon which is not
yet borne out by sufficient empirical evidence (Dean, 1992).

All the above factors indicate that the EC’s non-
tariff protectionism will probably increase as the
Single Market enters into operation, Against this
backdrop, the cost of a “Fortress Europe” —whether
partly or fully realized— would be higher for Latin
America than for the rest of the world, However, as
discussed in Section I of this article, the impact on
both areas would be less under the “European castle”
hypothesis, i.e., in a scenario in which protectionism
does not get worse. Even in this case, however, for
the same reasons mentioned earlier, the cost for the
Latin American countries would still be comparative-
ly greater than for the rest of the world.

2. Effects on specific sectors

The demand for most agricultural products shows
little price or income elasticity, so that neither the
lower prices nor higher incomes which are antici-
pated outcomes of the SEM will lead to significant
increases in the Community’s demand for imports.
Such increases are even less likely if an appreciable
proportion of Latin American merchandise exports to
this market must compete directly with European
preducts or with the output of the African, Caribbean
and Pacific countries, which are protected by the CAP
and by the Lomé Convention, respectively.

The products that could be affected the most se-
verely include bananas, tropical woods, sugar, cocoa
and temperate-zone agricultural products such as
grains, soya and products thereof. This would hurt
practically afl the Latin American countries in va-
rying degrees. On the other hand, one product on
which the impact may be positive is coffee, but even
50 this would benefit the Central American countries
more than, say, Brazil or Colombia, since Com-
munity consumer preferences will probably be for
the higher-quality coffee blends from Central Ameri-
ca (Grabendorff, 1992, p. 229).

The demand for minerals and metals is also quite
inelastic with respect to price and income, and Com-
munity imports of these goods are therefore unlikely
to increase significantly. Moreover, as one of the
main purposes of the Single Market is to enable Eu-
ropean firms to absorb technological innovations and
thus reach higher levels of efficiency, the introduc-
tion of new production processes may be expected to
lead to a decline in the Community’s consumption of
minerals and metals.

Indeed, the Community’s technology policy
points in this direction, since its objectives include
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promoting the replacement of traditional materials by
less costly ones (e.g., fibre optics) and the recycling
of waste. Thus, “products that may run up against
problems or sustain negative impacts include iron
ore and concentrates and undressed ores of such non-
ferrous metals as copper and bauxite” (Grandi, 1991,
p- 100). At the same time, since the EC is expected
to maintain its tariff escalation system, the prospects
for more highly processed goods are not very bright
either. The Latin American countries whose mineral
and metal exports to the EC may be the most severe-
ly affected are Bolivia, Brazil, Chile, Peru and
Venezuela.

The outlook for oil exports is even bleaker.
IRELA reports that representatives of the Member
States of the Conference on Security and Cooper-
ation in Europe, of the Republics of the former So-
viet Union and of Australia met on 17 December
1991 in the context of the Hague Conference on the
European Energy Charter, “whose ultimate purpose
is to create an energy market in Europe based on the
rich petroleum and gas reserves of the former USSR.
The combination of supplies from the East and in-
vestments from the West could eventually lead to
European self-sufficiency in the energy sector,
which would cause Latin American fuel exports to
lose a large portion of their European market”
(IRELA, 1991, pp. 36-37). Morcover, the EC's energy
policy involves using energy-saving technologies or
petroleum substitutes. Thus, the impact on Ecuador,
Mexico and Venezuela would be significant.

In contrast, the demand for manufactures is
highly income- and price-elastic. Consumption of
manufactured goods may therefore be expected to
rise, but this will not necessarily increase imports of
such products from non-EC countries, since the
Single Market will make the Community’s own pro-
duction more competitive, especially in this sector.
Hence, even if Community protectionism does not
increase, the outlook is bleak for Latin America. The
tariff escalation system and the existing non-tariff
barriers are quite enough, just as they have been in
the past, to form a tough barrier to Latin American
manufactures seeking access to the EC.

As a matter of fact, just three categories of
manufactured products —footwear, textiles and
leather goods— account for over 5% of Latin Ameri-
ca’s total exports of tangible goods to the EC, and in
all three, Latin America has gradually been losing
ground in terms of its share of Community im-
ports, while stronger East European competition may

further accentuate this decline in coming years
(Grabendorff, 1992).

Latin America’s trade in services will not readily
benefit from European liberalization either, since it is
not yet sufficiently competitive in international mar-
kets in this sector. One of the few exceptions to this
rule is tourism: an activity that could eventually bring
some benefits to Latin America owing to the higher
incomes of EC citizens.

In conclusion, all the indications are that the
repercussions of the Single Market on Latin Ameri-
ca’s trade will, at least in the short and medium term,
be negative. This applies not only to the Com-
munity’s own territory but to the rest of the world as
well, since the EC will also improve its own competi-
tive position in international markets, including that
of Latin America. *® Thus, the Latin American region
has no choice but to face the challenge of making the
necessary structural transformations in order to
become more fully integrated into the world econ-
omy while also broadening its trade options so as to
diversify its export products and markets as much as
possible. Even so, the need to build stronger econ-
ontic ties with the EC should not be neglected. To this
end, Latin America will have to strengthen its bar-
gaining power both by making a greater effort to
work towards regional integration and by making
better use of existing forums for political and econ-
omic dialogue with the EC,

3. Other considerations

It should be borne in mind that the above conclusions
are based on an approach that focuses on the Single
Market’s short- and medium-term effects. In the long
run, a mote optimistic scenario could be envisioned,
for three reasons. The first would be the EC market’s
eventual success in dealing with the vicissitudes of
economic adjustment within the framework of more
coherent macroeconomic policies. It is quite probable

0 A drop in the prices of Latin American imports coming from
the EC is therefore likely. However, this benefit may be offset,
first, by the costs associated with a decline in the competitive-
ness of Latin American expotts vis-d-vis Community exports in
external markets and, second, by the possible deterioration of the
terms of trade for Latin America’s principal exports as a conse-
quence of the greater international supply resulting from the ex-
portation of Buropean products that compete with those of Latin
America (¢specially temperate-zone farm products).
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that the Single Market, as it matures, will move to-
wards a dynamic restructuring of comparative ad-
vantages among its member countries and will attain
high enough levels of productive efficiency to make
its products more competitive in the international
market. Under such conditions, EC protectionism
on a scale comparable to present levels or those fore-
seeable over the medium term would no longer be
Justified. Furthermore, in the long run the dynamic
benefits of deepening the European integration pro-
cess should manifest themselves, with the resulting
external economies for the rest of the world.

The second reason would be the assumption
that the multilateral trading system will evolve in

3L All this would be in a context of European political and econ-
omic reorganization involving not only the successful resolution
of certain political conflicts within the EC and the strengthening
of its free trade agreement with EFTA, but also the attainment of
a more integrated and virtually continental-scale European econ-
omic scheme.

the direction of greater openness and competitive-
ness, with international trade regulations being
geared to the achievement of greater transparency in
international trade, not only in goods but also in ser-
vices and financial flows. An obvious precondition
for this outcome is the satisfactory conclusion of the
Uruguay Round within a reasonable space of time.

Finally, with regard to the possible benefits for
Latin America, it will be crucial for the countries of the
region to continue making headway in their efforts to
restructure production within the framework of an open
economy and political and economic stability so that
they may develop the dynamic comparative advantages
they need to fill the available niches in international
markets. This means that the Latin American export
structure will have to evolve in a dynamic manner in
line with the changing conditions of world demand,
which will require the application of a technically,
economically, socially and environmentally sustainable
long-term development model.

(Original: Spanish)
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