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EXECUTIVE SUMMARY

This policy brief examines the latest
developments in the EU-Mercosur
economic relationship and outlines
the existing non-economic relation-
ship in order to contextualise the
EU-Mercosur Association Agree-
ment and its potential for strength-
ening common bonds between both
regions.

Trade between the EU and Merco-
sur is significant, with both regions
holding an important place as large
markets for each other's exports.
Currently, trade between the two is
dominated by trade in machinery,
agriculture, and chemicals. As rele-
vant as these traditional sectors are,
their trade is also increasingly sup-
ported by trade in services, which
unlike trade in traditional agricul-
tural products such as soya, beef
and sugar that are either stable or
declining, is rapidly increasing.

In addition to trade, EU and Merco-
sur economic bonds are also sup-
ported by investments. EU member
states hold a large stock of invest-
ment in the Mercosur countries
while investment flows from Merco-
sur into the EU are also increasing.
This increase has been particu-

larly marked in high-tech sectors
like R&D and computer software,
emphasising again the changing
economic relationship between the
EU and Mercosur from traditional to
advanced sectors.

These trade and investment dynam-
ics are complemented by changes
in the EU-Mercosur supply chains.
Over the past ten years, the effects
one region has on the competitive-
ness of the other have increased
and will continue to do so into the
future. The EU is the largest contrib-
utor to Mercosur exports, meanwhile
Mercosur countries provide the big-
gest value-added to EU agricultural
products.

A primary underlying trend found
across all dimensions of the
EU-Mercosur economic relationship
has been the rise of China. In trade,
it takes two to tango, and since
2015, it has been China, rather than
the EU, that has risen to become
Mercosur's main trading partner.
Over the past nine years, the amount
of Chinese value-added embed-
ded in Mercosur exports has more
than tripled. Moreover, China has
ramped up its investment into Mer-

cosur countries, while also receiving
increased investments from Merco-
sur. So, although the EU-Mercosur
relationship is changing and bonds
have deepened, the EU faces con-
stant competition from China in its
relationship with Mercosur.

Despite these changes, the EU and
Mercosur share a long history of
close non-economic relationships.
Both have been at the receiving end
of large migration flows from each
other. This has led to the develop-
ment of kindred cultures, shared
languages, and strong non-eco-
nomic ties. These similarities have
long supported the establishment
of deep economic bonds through
meaningful collaborations in sci-
ence and technology, ease of doing
business, and provisions for work-
ing professionals through various
cooperation agreements. However,
with the rapidly changing nature of
their commercial relationship, these
cultural links might not be enough
to sustain the economic relationship
between the two. These ties need
to be complemented by the ratifica-
tion of the EU-Mercosur Association
Agreement to nurture their changing
relationship.
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1. INTRODUCTION

The economic relation between the EU and Mercosur (Argentina, Brazil, Paraguay, and
Uruguay) has the potential to become a lot stronger, if the rules for trade and investment
improve. For a while now, Europe’s trade with Mercosur has been taken for granted and
political leaders have invested far too little time and effort to nurture it. The EU-Mercosur
Association Agreement — although not yet ratified — could rectify many decades of neglect.
It addresses various areas of contention such as high tariffs and the lack of regulatory align-
ment in several industries such as in the automotive sector. The agreement could benefit
both sides — as well as firms of all sizes — and take the EU-Mercosur economic relation into

the twenty-first century.

The debate around the agreement continues prior to its ratification and the goal of this
policy brief is to inform this debate with facts and figures and to anchor it into the mod-
ern realities of the EU and Mercosur relationship. For years, EU and Mercosur trade
and investment has been misrepresented as one based on old colonial ties and trade in
commodities. Spain and Portugal are often presumed to be Mercosur’s primary trad-
ing partners, while agricultural products are seen as the most important traded goods.
This is wrong. In reality, all EU member states have developed economic links and com-
plementarities with the Mercosur countries, and these ties include all sectors that drive
technological change and economic modernisation. Mercosur firms working on engineer-
ing, finance, and IT have opened factories and offices in the EU. Some of the EU major
companies in chemicals, telecommunication, automotive, machinery, and banking are

also the leading ones in Mercosur.

Moreover, the connections between the EU and Mercosur go beyond trade and investment.
Several people in Mercosur hold an EU passport and many others are of European heritage.
The two regions share similar cultures, and their legal systems and institutions are cut from
the same cloth. These non-economic relationships often play a subtle yet important role
in enabling stronger economic ties. Family connections, common languages, and similar
institutions lower bilateral trading costs which are particularly relevant for the more than

30,000 European SMEs exporting to Mercosur.

Any debate on the EU-Mercosur Association Agreement should start from an accurate
understanding of what binds the EU and Mercosur together. This policy brief offers a start-
ing point for this debate as it describes the modern realities behind the EU and Mercosur
relationship in trade and investment, as well as the non-economic bonds that connect the

two regions with each other.
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2. EU AND MERCOSUR TRADE

In 2019, the EU exported €62 billion worth of goods and services to Mercosur countries.
For their part, Mercosur sold goods and services to the EU for a value of €47 billion. This
bilateral trade made Mercosur the tenth most important destination for EU exports while
the EU was the second most important market for Mercosur exports.

Figure 1 shows the combined trade in goods of EU exports to Mercosur and Mercosur
exports to the EU broken down by economic sector in 2019. The total value of goods traded
between both regions was around €77 billion, with 53% exported from the EU and 47%
from Mercosur. Trade between the EU and Mercosur is dominated by machinery (25%),
agriculture' (18%), chemicals (17%), and crude materials (14%). The composition of this
trade has been relatively stable over time. However, while the exchange remains substan-
tially driven by trade in commercial vehicles and agricultural products, these two industries

have become less relevant for EU-Mercosur trade since 2007.

FIGURE 1: EU-MERCOSUR EXPORTS BY ECONOMIC SECTOR (2019, BILLION EUROS)
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! Agriculture refers to the Food and Live Animals specification of SITC Rev 1 trade classification.
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The agricultural sector deserves special attention, not just because of the significant role that
it plays in the Mercosur-EU trade, but also due to the sensitivities the sector raises for the rat-
ification of the Association Agreement. The EU is the largest buyer of Mercosur’s agricultural
exports: 18% of Mercosur’s total agricultural exports goes to the EU. Yet, trade in agricultural
goods between the EU and Mercosur becomes less relevant when put into the context of the
EU’s total imports. Mercosur exports in agricultural products to the EU represent just 3.5%
of EU total agricultural imports once trade in agricultural goods within the EU is taken into
account®. As a result of Mercosur’s lesser importance as a source of agricultural products for
Europe, any increase in Mercosur’s agricultural exports to the EU resulting from the trade deal

is likely to have a limited impact on EU’s agricultural production’.

BOX 1: BRAZIL'S GREEN REVOLUTION

In the mid-70s, Brazil’s agriculture production was not living up to its potential. Aware of the
necessity to improve domestic production, the country launched a so-called ‘Green Revolution’
where it focused on spurring innovation in agriculture and food production to increase produc-

tivity and yields.

At the time, Brazil’s natural conditions, particularly in the dry Savannah region called Cer-
rado, were ill-adapted to internationally available technologies to increase yields. The country
invested heavily in research and development particularly in soil health, crop management,
pest, disease and weed control, animal health and nutrition, genetics and meteorological instru-
ments. This public-private investment is considered a turning point for Brazilian agriculture
and livestock production. By 2019, Brazil produced 414% more agricultural products than in
1976, with a relatively low area expansion, and rose up to become the world’s fourth largest
agricultural exporter. Brazil’s innovation continues today with advancements in automation,
precision farming, robotics and the integration of big data to ensure more sustainable practices.

The success of Brazilian agriculture was also built upon by the EU and Brazil’s scientific and
educational links. Empraba, the Brazilian public research institute for agriculture, opened an
external laboratory in Europe and many of Europe’s most respectable research institutes have
laboratories across Brazil. This exchange of knowledge is crucial not only in meeting the climate
challenges of both regions but also in bringing digital solutions to farmers that support better
yields and environmental sustainability.

%It is important to highlight that the EU is not the main buyer of some Mercosur agricultural exports such as soya or beef. Even though the EU
was the second largest importer of soya beans from Mercosur after China, the difference between the share of the two regions was significant
with China claiming 75% of the soya bean exports from Mercosur and the EU only 6%. Similarly for exports of beef, China took the largest
share with 47% followed by the EU with 9%.

3 Mendez-Parra, M., et al (2020). Sustainability Impact Assessment in Support of the Association Agreement Negotiations between the Euro-
pean Union and Mercosur. Luxembourg. Publications Office of the European Union.



ECIPE POLICY BRIEF — I 5/2021

Trade between the EU and Mercosur is more than just trade in goods, as the commercial
relationship between both regions is increasingly supported by trade in services. In 2019, the
EU and Mercosur exchanged services for a value of €32 billion, with 66% exported from
the EU and 34% from Mercosur. To put this figure into context, Mercosur service exports
to the EU (€11 billion) were of similar value to Mercosur as the region’s total agricultural
exports to the EU (€13 billion). Or take the exports of soya, beef, and sugar — three goods
that occupy much of the attention in the EU debate. The combined value of Mercosur’s
exports in these three goods to the EU in 2019 was lower than Mercosur exports of business
services to the EU (€3 billion compared to €4.3 billion). Moreover, exports in these agricul-
tural products have either been stable or decreased since 2012, while Mercosur exports to

the EU of high-tech services experienced strong growth.

The significant amount of trade in business services and in other service sectors such as tele-
communications highlights the importance of trade in high value-added activities between
the two regions. It symbolises a movement away from trade in traditional sectors such as
agriculture towards trade in more complex products such as engineering, research, and digi-
tal services. For instance, the exports of business services from Mercosur to the EU doubled
between 2010 and 2019. Moreover, within business services, Mercosur exports of R&D
services to the EU in 2019 grew by 56% from €271 million in 2010 to €424 million in
2019. For their part, EU firms exported close to €1.7 billion of information and telecommu-
nication services to Mercosur in 2019. This bilateral trade in digital services will certainly
increase in the near future as new links between the EU and Mercosur become operational
(See Box 2: EllaLink). Only the announcement of the Association Agreement between the
EU and Mercosur led to a 10% increase of cross-border Internet visits to e-commerce web-

sites among the EU and Mercosur countries®.

4 Latorre, M. C. (2021). El impacto econémico del acuerdo Unién Europea-Mercosur en Espaiia (Doctoral dissertation, Escuela de Economia,
Universidad Nacional de Costa Rica).
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BOX 2: ELLALINK — THE NEW EU AND MERCOSUR DIGITAL BRIDGE

From the rising exchange of information services to the growing use of sensors and digital tech-
nologies in agriculture and machinery, trade in digital services between the EU and Mercosur
is bound to increase. To support this growth in digital exchange, the EU — together with Brazil
and other private and public investors — built EllaLink.

EllaLink, which became operational in April 2021, is a 72 terabyte, direct, high-speed, and
secure submarine cable connecting the EU and Mercosur via Portugal and Brazil. This trans-
atlantic link provides businesses and individuals with an essential facility required for the
development of the data economy. Direct and secure access between the EU and Latin America
is another important advantage brought by the EllaLink cable. Before the operationalisation of
the link, subsea routes between Europe and Latin America depended on connections via North
America. The EllaLink facility bypasses the United States, providing significantly less conges-

tion, lower delays, and improved security in data transmission.

EllaLink will pave the way for an increase in trade in telecommunication, business services,
and data transfers across companies and consumers. Trade in digital services between both
regions is also expected to benefit from Argentina and Uruguay confirmed data adequacy and
the implementation in Brazil of a data privacy law which mirrors the EU’s General Data Pro-
tection Regulation (GDPR). The growing connectivity brought by EllaLink will also benefit
the research community. Larger and faster data transfer facilitates the exchange of knowledge
among EU and Mercosur researchers and educational networks, and collaborations are already

planned in earth observation services as well as marine research.

Trade between the EU and Mercosur is also more geographically diverse than what is com-
monly understood. Figure 2 shows that EU exports to Mercosur were led by Germany,
France, Italy, and Spain — they account for 63% of the EU’s total exports to Mercosur.
However, other countries like the Netherlands, Belgium, Sweden, Ireland, and Austria also
export substantial amounts to Mercosur whilst Denmark, Portugal, and Greece are signifi-
cant exporters to Mercosur on a per capita basis. For Mercosur, the majority of its exports to
the EU — in goods and services — were exported from Brazil (74%), followed by Argentina
(20%), Uruguay (4.5%), and Paraguay (1.5%).
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FIGURE 2: EU EXPORTS OF GOODS AND SERVICES TO MERCOSUR BY EU MEMBER STATES IN
2019 (EURO, BILLION)
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Source: Eurostat. Authors’ Calculations.

Yet, despite these strong commercial ties, each region has gradually declined in relevance to
one another in terms of trade. Between 2000 and 2020, EU-Mercosur trade grew at an aver-
age annual rate of 3%, which is less than the growth rate of each region’s trade with the rest
of the world (8.2% for Mercosur and 3.6% for the EU). The fall in their relevance to each
other has been exacerbated by the rise of China. The EU used to be the premier destination
for Mercosur exports, but in 2015 China surpassed Europe to claim this position. Between
2009 and 2019, Mercosur’s exports to China increased by over €38 billion while Mercosur’s
exports to the EU grew by just €0.48 billion. In spite of these changes, the EU has managed
to maintain its position as the leading market for Mercosur’s agricultural and industrial
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exports. In 2019, EU trade in these sectors with Mercosur was €6 billion more than China’s
trade with Mercosur in the same sectors. The resilience of EU-Mercosur trade is built upon a
strong cross-regional integration of EU and Mercosur supply chains and substantial bilateral

investments that are explained next.

BOX 3: EU — MERCOSUR TRADE DURING COVID-19

The Covid-19 pandemic caused an unprecedented disruption in global trade. World trade in
the first half of 2020 saw a decline of almost 13%'. The effects of the pandemic were also felt
in the bilateral trade between the EU and Mercosur. The EU’s exports to Mercosur fell by
14% between 2020 and 2019, which was in line with the fall in the EU’s total exports while
Mercosur exports to the EU dropped by 8%. This difference can be explained by the sectoral
composition of their trade. Trade in machinery took the largest hit across sectors, falling by €4
billion, but the agricultural sector only saw a decrease in trade flows by €870 million.

Figure 3 shows EU and Mercosur bilateral trade in 2019 and 2020 for each month of the year.
The figure clearly shows that trade in 2020 was lower than in 2019, although this was the case
even before the lockdown came into effect (January and February 2020). The only month
where trade in 2020 was higher than in 2019 was in March 2020. Trade volumes fell in April,
and more drastically in May 2020. Since then, EU-Mercosur trade slowly recovered but did not
reach the levels of 2019.

FIGURE 3: EU-MERCOSUR EXPORTS (2019-2020, BILLION EUROS)
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! COVID-19 and international trade: Issues and actions. (2020). OECD.
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3. EU AND MERCOSUR SUPPLY CHAIN INTEGRATION

Trade in parts and components which are used as inputs for production, and later consumed
domestically or exported abroad, is a crucial part of the EU-Mercosur trade dynamic. The
contribution of one country’s domestic production to another country’s exports can be

measured in the value that a trading partner adds to the other partner’s exports.

For Mercosur countries, EU businesses are the largest foreign contributors to Mercosur
(Brazil and Argentina) exports. In 2015, EU value-added in Mercosur exports reached €8
billion. Over the past nine years, starting from 2007, EU value-added in Mercosur exports
almost doubled (see Figure 4). To put this value in context, while 90% of the value of
Mercosur exports comes from Mercosur’s own domestic production, EU value-added in
Mercosur’s export represents one of every four euros contributed by non-Mercosur compa-
nies to Mercosur’s exports. At the same time, Chinese value added into Mercosur exports

tripled over the same period.

FIGURE 4: VALUE-ADDED IN MERCOSUR EXPORTS FROM OTHER REGIONS

40

30

20

13

Value Added (Euroe, billions)

10

3 4 4

2007 2009 2011 2013 2015
CHN ®USA ®EU27 ROW

Source: OECD. Authors’ Calculations.

10



ECIPE POLICY BRIEF — I 5/2021

As a result of the EU-Mercosur supply chain integration, companies on both sides of the
Atlantic contribute to each other’s competitiveness. EU businesses play a part in the success
of several Mercosur export industries such as chemicals, manufacturing, and automotive.
The German company BASF is the largest chemical company not only in Europe but also in
Brazil’. BASF Europe and Brazil subsidiaries undertake a substantial amount of intra-firm
trade which constitutes an example of how cross-regional EU-Mercosur supply chains are
forged. Other EU companies like Fiat and Scania have built several manufacturing plants
in Mercosur (see Section 4 on EU and Mercosur bilateral investment) which are supplied by

Mercosur and EU companies alike as part of their supply chains.

Mercosur countries also contribute to EU exports. Mercosur producers were the largest
contributors to EU agricultural exports. An example of this is soya — currently entering the
EU market tariff free — which is a critical ingredient for EU’s competitiveness in agricul-
ture as it is used by European farmers to feed their livestock. Another relevant example is
Brazilian leather, which represents 10% of Italian total leather imports and is used by the
Italian clothing industry to produce high-end and world-renowned products such as shoes
and bags. Other EU industries, like the food sector, also benefit greatly from Mercosur agri-

cultural imports such as oilseeds, biofuels, cereals, and coffee.
4. PROFILING EU AND MERCOSUR INVESTMENT

Investment flows between EU and Mercosur are another critical component of the EU-Mer-
cosur economic relationship. In 2019 alone, EU companies invested €379 billion in Mercosur,
making it the fifth largest destination of EU Foreign Direct Investment (FDI). Between 2013
and 2019, the stock of EU’s FDI into Mercosur exceeded a total of €2.6 trillion. This signif-
icant amount of investment comes as a result of strong economic integration. However, it is
also a consequence of Mercosur’s high import tariffs — higher than 10% on all import goods
— which historically has incentivised EU businesses to jump over Mercosur high tariff wall by
investing in new production capacities in Mercosur. It might sound surprising, but the stock
of EU FDI in Brazil is higher than the EU FDI stock in China and approximately six times
larger than the EU FDI stock in India®. Yet, given the increasing importance of supply chains,
using import tariffs as a leverage to attract FDI is no longer as effective as before. In addition,
the Mercosur economy — particularly Brazil — has not performed as well as expected which has

been reflected into Europe’s falling appetite for further investments in the region (Figure 5).

5> Carmo, A. S., & Bittencourt, M. V. (2011). O comércio intra-industrial entre Brasil e os paises da OCDE: decomposi¢ao e andlise de seus
determinantes. IPEA.

6 Orth, C. E, Santos, C. d., Celeste, 1. I, Melo, R. G., & Gusman, T. P. (2017). Bilateral Investments Map: Brazil — European Union.
APEX-Brasil.

II
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As with EU trade with Mercosur, EU FDI into Mercosur is comprised by investments
from numerous EU member states. Between 2013 and 2019, companies based in 22 EU
member states made investments in the Mercosur countries. The top EU member states
investing in Mercosur were Netherlands (€1.3 trillion), Spain (€0.5 trillion), Luxembourg
(€0.4 trillion), France (€0.2 trillion), and Germany (€0.1 trillion)”. As can be seen in
Figure 5, EU member states — other than Spain, France, Germany, and Italy — represent
60% of the €2.6 trillion that the EU invested in Mercosur between 2013 and 2019. This
demonstrates that EU FDI into Mercosur involves companies from across the EU and not

just from the larger economies.
FIGURE 5: EU INVESTMENT IN MERCOSUR (BILLION EUROS)
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A deeper dive into sector-wise data shows that Mercosur’s manufacturing sector was the
largest recipient of EU FDI with a stock of €546 billion euros between 2013 and 2018.
These investments were made by companies like Fiat, which invested €8.8 billion in Brazil
between 2006 and 2015 to build cars for the Brazilian and regional market, and Scania,

7 The large amounts of investment coming from the Netherlands and Luxembourg could be partly explained by the role of these two countries
as investment platforms.

12
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which in 2017 launched an investment programme of €800 million that included product

development and the modernisation of several of its Brazilian plants®.

Other prominent sectors of EU investment in Mercosur are finance, insurance and tele-
communications services which together accounted for €547 billion of EU investments
in Mercosur between 2013 and 2018. These investments were carried out by companies
like SAP — a German IT company — which brought its technology to Brazil and built a
new R&D centre there. Extractive activities such as mining and quarrying also received
significant EU investments (€403 billion), through companies like ThyssenKrupp (Ger-
many) and ArcelorMittal (Luxembourg) that invested €6.3 billion and €5.4 billion in
Brazil between 2006 and 2015°.

At the same time, Mercosur companies have also invested significant amounts in the EU.
Brazilian companies invested €5 billion between 2013 and 2020 in EU member states like
the Netherlands (€ 3 billion), France (€ 0.8 billion), Germany (€ 0.5 billion), Portugal (€
0.25 billion), and Spain (€ 0.16 billion)". These investments were not just mergers and
acquisitions but also greenfield investments that led to the creation of new subsidiaries
from the ground up. Germany and France, for example, profited from 28 and 24 green-
field investment projects done by Brazilian businesses during this period. In terms of the
sectoral breakdown, FDI from the Mercosur countries into the EU went to sectors such as
agriculture and the food industry. Other sectors like crude petroleum have also received
significant investments from Mercosur. In 2020, Brazilian Petrobras invested €1 billion in
the relocation of its oil exploration services to the Netherlands to serve the European mar-
ket". Mercosur investments into the EU were also made in high-tech sectors like financial
technology and engineering. Brazilian companies like Nubank — the largest digital bank
outside Asia — invested €125 million in Germany to open a data centre in Berlin®, the
Argentinian computer software BSF opened its European headquarters in Barcelona with
a €57 million investment®, while long-established Mercosur companies within the EU
like the Brazilian electrical company WEG expanded their presence to Austria, Germany,

Portugal, and Spain™.

8 Scania celebrates 60 years in Brazil. (2017, April 26). Retrieved from Scania: https://www.scania.com/group/en/home/newsroom/news/2017/
scania-celebrates-60-years-in-brazil.html

% Orth, C. E, Santos, C. d., Celeste, I. I., Melo, R. G., & Gusman, T. B (2017). Bilateral Investments Map: Brazil — European Union.
APEX-Brasil.

19 Orbis Cross Border Investment. Retrieved from Bureau Van Dijk: https://www.bvdinfo.com/en-gb/our-products/data/economic-and-ma/
orbis-crossborder-investment

! Orbis Crossborder Investments. ‘Petrobras to relocate oil exploration services office to Rotterdam, Netherlands’.

12 Ol4, Berlim: Nubank abre seu primeiro escritério internacional. (2021, August 2). Retrieved from Nubank: https://blog.nubank.com.br/
nubank-escritorio-berlim/

13 Orbis Crossborder Investments. ‘BSF opens a regional headquarters in Barcelona, Spain’.

4 WEG Operations. Retrieved from WEG: https:/ /www.weg.net/institutional/US/en/weg-operations

13
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However, the EU-Mercosur investment relationship has been overshadowed by the rise of
China as both a big investor into Mercosur and a destination for Mercosur investment.
As Mercosur and China benefit from mutual exchanges, their economies have become
increasingly interconnected, and investments have naturally followed on the heels of the
trade growth (See Box 4: Mercosur Public Procurement). Chinese investment in Mercosur
includes infrastructure projects such as rail networks connecting Brazil’s mining heartland
with the Barcarena port in the State of Pard in Brazil to facilitate the exports of iron and
other natural resources®. Meanwhile, Brazilian investment in China has also been on the
rise: outside of the Americas, China is the only country to receive more than €1 billion in
investment between 2015 and 2020 from Brazil's. This includes companies like Embraer, a
Brazilian plane manufacturing company, which is exploring an expansion into the Chinese

market to meet the rising regional demand”.

15 United Nations ECLAC. (2020). La Inversion Extranjera Directa en América Latina y el Caribe 2020
16 Wavteq based on fDI Markets

17 Obe, M. (2021). Brazil’s jet maker Embraer eyes home turf of China’s COMAC . Nikkei Asia. https://asia.nikkei.com/Editor-s-Picks/Inter-
view/Brazil-s-jet-maker-Embraer-eyes-home-turf-of-China-s-COMAC
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BOX 4: MERCOSUR PUBLIC PROCUREMENT

EU companies have traditionally won public contracts in Mercosur, implementing projects of
considerable size. In Brazil alone, the government procurement market is estimated to be worth
€211 billion a year'. Recently, however, EU companies have faced stiff competition from Chi-
nese firms which have won a growing number of public contracts. An interesting example is the
construction of a new port in the Brazilian northern state of Maranhao?, whose contract was
given to the second biggest energy transmission company in the Brazil (CPFL)’, and three other
Chinese companies that hold a stake of around 10% of the total energy production in Brazil®.

The Mercosur countries are not members of the plurilateral Government Procurement Agree-
ment (GPA), although Brazil has formalised its intention to join. That means that EU companies
have no guaranteed access to Mercosur public procurement markets; nor do they have certainty
that the rules which apply to Mercosur’s public contracts will be non-discriminatory. In this
context, the EU-Mercosur Association Agreement compensates for Mercosur’s absence in the
GPA, and will provide EU companies with a fair, non-discriminatory, and transparent access to
Mercosur public procurement markets which will help EU businesses in their biddings to win
public contracts in the region.

! Yanovich, A., Kho, S., Kirwin, S. B., & Chase, C. (2020). Brazil: Brazil Initiates Process To Join The WTO Government Procure-
ment Agreement. Akin Gump Strauss Hauer & Feld LLP.

2 Reuters. (2019, November 14). China anunciard investimento biliondrio em Porto de Sio Luis, o maior investimento chinés no
Brasil. Retrieved from Noticias Agricolas: https://www.noticiasagricolas.com.br/noticias/politica-economia/246857-china-anuncia-
ra-investimento-bilionario-em-porto-de-sao-luis-o-maior-investimento-chines-no-brasil. html#. YMyNsDYzZWN

3> CPFL Energia. Retrieved from https://www.cpfl.com.br/institucional/quem-somos/nossa-historia/Paginas/default.aspx

4 Polito, R. (2018, October 10). Alvo de Bolsonaro, chineses tém 10% da geragdo de energia no Brasil Este trecho ¢ parte de con-
teido que pode ser compartilhado utilizando o link https://valor.globo.com/empresas/noticia/2018/10/10/alvo-de-bolsonaro-chine-
ses-tem-10-da-geracao-de-energia. Retrieved from Valor: https://valor.globo.com/empresas/noticia/2018/10/10/alvo-de-bolsonaro-
chineses-tem-10-da-geracao-de-energia-no-brasil.ghtml
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5. EU AND MERCOSUR INTEGRATION: MORE THAN TRADE AND INVESTMENT

The bonds that connect the EU and Mercosur span beyond economics. Historically, the
Mercosur countries have received large flows of European migration — not just Spaniards,
Italians and Portuguese but thousands of Germans, Poles, and other European nationali-
ties fleeing Europe because of war, persecution, and bleak economic prospects. Overall, it
is estimated that between 9 and 13 million Europeans moved to Latin America between
1870 and 1950%. As a result of this historical migration, many citizens in Mercosur have
European ancestry, family links, or an EU passport. When Spain passed a law allowing
the relatives of those who were persecuted and fled Spain during the Spanish Civil War to
apply for Spanish nationality, almost half a million Argentinians requested it, and most of
them received it®. It is not by chance that the largest population of Italians outside Italy is
in Argentina®, with 30 million Argentines — in a population of 46 million — claiming some
degree of Italian descent. Moreover, three million Brazilians speak German which is the

same number of people in the country who claim to have Polish heritage>'.

More recently, the flow of migration has been reversed and Europe has become the recipient
of Latin American migration, including from the four Mercosur countries. Figure 6 below
shows the number of migrants living in the opposite region between 1990 and 2019. The
data shows that the number of Mercosur citizens living in the EU increased while the num-
ber of EU citizens living in Mercosur fell as compared to the levels reached in the 1990s.
In the last ten years, the total number of Mercosur nationals who have migrated to the EU
has stabilised at around 1 million while the number of EU migrants in Mercosur is above
650,000 people. Despite the fall in the number of European migrants in Mercosur, EU
citizens still represent 20% of the total number of migrants in Mercosur. Migration from
Mercosur to the EU makes for more than a quarter of all Mercosur migration and is larger

than Mercosur migration to the US*.

18 Pardo, E (2017). Challenging the Paradoxes of Integration Policies: Latin Americans in the European City (Vol. 2). Springer.
19 Rebossio, A (2012, January 2). Unos 446.000 descendientes de espafioles han solicitado la nacionalidad. El Pais, Retrieve from hetps:/elpais.com/

20 RIM 2020. Allegati Socio-Statistici. Popolazione residente. Retrieved from: https://www.migrantes.it/wp-content/uploads/sites/50/2020/10/
RIM-2020_allegatistatistici.pdf

21 Wojciech, T., / Krzysztof, S. (2009). The official report on the situation of Poles and Polonia abroad. Ministry of Foreign Affairs of Poland.

22 1t is important to note that UN data on migration underestimates the number of EU and Mercosur nationals living in each other’s region.
This is because Figure 6 counts the number of migrants while some of the EU and Mercosur citizens have lived in the other region for a
long time, holding double-nationality or are registered as permanent residents. For example, Italian statistics counted 869 thousand Italians
living in Argentina while the Spanish electoral register includes more than 430 thousand Spaniards registered to cast their vote in Spanish
election from Argentina.
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FIGURE 6: EU AND MERCOSUR MIGRANTS LIVING IN THE OTHER REGION
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The two regions also share friendly diplomatic relations which are exemplified by the Bra-
zilian and Portugal cooperation agreement, signed in 2000. The agreement recognises most
academic qualifications and allows for professionals to work and live in the other’s region
for a number of years without visa requirements or residency fees. This agreement came in
handy during the Great Recession (2007-2009), when many Portuguese decided to relo-
cate to Brazil to take new employment opportunities. More recently, Brazilians have taken

advantage of the agreement to move to Portugal.

The European influence in Mercosur is strong in education and culture too. There are 24
German schools in Argentina, five Jycée fran¢ais in Brazil, three French schools in Paraguay,
and one Italian school in Uruguay. Compared to the number of international schools in
India and China, these are substantial. For instance, there are only four French schools® and

three German schools? in India, while China has four German?® and five French schools.

3 Category: French international schools in India. Retrived from Wikipedia:
https://en.wikipedia.org/wiki/Category:French_international_schools_in_India

24 Category: German international schools in India. Retrieved from Wikipedia:
hetps://en.wikipedia.org/wiki/Category:German_international_schools_in_India

% Category: German international schools in China. Retrieved from Wikipedia:
https://en.wikipedia.org/wiki/Category: German_international_schools_in_China

26 Category: French international schools in China. Retrieved from Wikipedia:
https://en.wikipedia.org/wiki/Category:French_international_schools_in_China
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Moreover, the investments that EU governments make to promote their culture in Merco-
sur is evident in the number of EU cultural institutions based in these countries. Danish,
French, German, Italian, Portuguese, and Spanish cultural institutes have a physical pres-
ence in Mercosur countries and many EU cultural institutes organise regular activities in
Mercosur to promote their culture. The cultural links between both regions also appear in
the trade data. The EU exported €406 million in audiovisual services to Mercosur in 2019,
being the fifth largest destination of this type of service for European firms.

These cultural links not only lead to business opportunities but also to cross-border exchanges
in higher education and science that will be given further impetus by projects like EllaLink
(See Box 2: EllaLink). Many young professionals from Mercosur move to the EU search-
ing for the next step in their professional ladder or to enhance their academic pursuits. For
instance, the IE and IESE Business schools — which rank at the top of several world rankings
for business schools — have 20% and 59%? of their respective foreign students coming from
Latin America. The research exchanges between Mercosur and the EU are intense especially
in terms of collaborations on science, technology, and innovation. Since 2004, EU and Brazil
have been signees to the Science and Technology cooperation agreement which focuses on
priority areas such as ICT, health, and renewable energy**. Under the EU’s Horizon 2020 ini-
tiative, EU has funded 291 projects involving Brazil, 199 with Argentina, and 35 in Uruguay®.
There also exists strong collaboration between several EU member states and the Mercosur
countries on agricultural innovation and research to monitor and promote scientific advances

of interest to agricultural businesses (See Box 1: Brazil’s Green Revolution).

Underpinning these exchanges in knowledge, culture, and people, lies a common history
which has led to similar legal systems and institutional structures across both regions. All
EU (with the exception of Ireland) and Mercosur countries follow civil law, a system of law
that took root in Europe after the Napoleonic Wars, a European conflict that ignited Latin
America’s independence movement and led to the Mercosur countries becoming sovereign
nations. Moreover, the institutional set-up based on rule of law, separation of power, par-
liamentary democracy, and representation of labour and businesses broadly based on trade

unions and business organisations is shared among both regions.

27 Statistics of Internationalisation (2020). Ministry of Universities. Spanish Government. Figures for IESE correspond to the University of
Navarra where the IESE Business school belongs.

28 ‘Mapping of collaborative activities on Science, Technology and Innovation between Brazil and the European Union, Member States &
Associated Countries’ 2020, EU delegation to Brazil?

2 Cordis EU Research Results. (2021). Retrieved from European Commission: https://cordis.europa.eu/search?q=contenttype%3D%27proj-
ect%27%20AND%20(programme%2Fcode%3D%27H2020%27)%20AND%20(%27brazil%27) &p=18&num=10&srt=Relevance:decreasing

30 OECD (2019), Innovation, Productivity and Sustainability in Food and Agriculture: Main Findings from Country Reviews and Policy
Lessons, OECD Food and Agricultural Reviews, OECD Publishing, Paris, https://doi.org/10.1787/c9c4ecld-en
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These legal and institutional similarities, as well as the strong economic links, have led to
Mercosur countries adopting EU legislation and standards by their own accord. The Brus-
sels Effect — as popularised by Anu Bradford®' — can be seen in the regulation of the beef
industry in Brazil, which includes a system of animal traceability that enables Brazilian’s
exporters to provide the necessary sanitary and phytosanitary certification required by the
EU, as well as in the data protection legislation developed in Brazil, Argentina, and Uruguay
out of which Argentina and Uruguay already received EU data adequacy, while the Brazil-
ian legislation is very similar to the EU GDPR* (See Box 2: EllaLink).

6. CONCLUSION

EU and Mercosur countries enjoy long-established bonds; from trade and investment to a
shared history and culture. These bonds have, over time, changed and become more com-
plex and nuanced. For instance, one of the key features that distinguishes the EU-Mercosur
relationship in the twenty-first century is that trade and investment in industrial goods and
services are much larger and much more important than in agriculture. Another area that
often is misrepresented is which member states are assumed to dominate EU-Mercosur
trade. Instead of being restricted to traditional partners such as Spain and Portugal, the data

shows that all EU countries participate in EU-Mercosur trade and investment flows.

A more recent defining feature that characterises EU-Mercosur relationship in the twen-
ty-first century is the role of China as EU’s economic competitor in the region. Since 2015,
China became Mercosur’s main trading partner and Mercosur-China trade combined was
€33 billion larger than the EU-Mercosur trade in 2019. As Mercosur and China benefit
from this mutual exchange, their economic integration is a reality that will continue to grow
in the future. So far, the EU has had a certain advantage in terms of the rich non-economic
and cultural relationship that complements the economic relationship between the two
regions. However, the changing reality of business, commercial opportunities, and politics

cannot be sustained by past relationships alone.

It is against this background of an ever-evolving EU and Mercosur landscape that poli-
cy-makers and the public should judge the opportunities and risks arising from the agreed
EU-Mercosur Association Agreement. At the same time, the agreement also presents the space
for the two to build newer and stronger bonds based not just on the economy but a common

history, similar institutions, and a continuous exchange of people, knowledge, and ideas.

31 Bradford, A. (2020). The Brussels effect: How the European Union rules the world. Oxford University Press, USA.

32 European Commission. Adequacy decisions. Access on the 28 May 20201. Retrieved from https://ec.curopa.cu/info/law/law-topic/data-pro-
tection/international-dimension-data-protection/adequacy-decisions_en#: - :text=The%20European%20Commission%20has%20so,Uru-
guay%20as%20providing%20adequate%20protection.
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