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IsChinaaNorthern Partner to Mercosul ?

Abstract

We contrast Free Traal Areas nvolving Mercosul and the EU25, the US aml Ching
respedtively, using a new CGE mad and asociated database. Rougly, the China FTA lies
halfway the other two, a bis toward the USpattern behg suggesed When congilering China
a new Nothern pamer, proective dealsdon’'t seem dvisable. China’'s advantages should
prevail when facing # US or tie EU: its need of capital @ods, for insince, may open
profitable crossexchamges. Chinas emergence canbe apasitive facta, if placed in an enlaged
policy spacevhere, togeher with its Asian reighbouss, it counterbalanceshe US-EU polarity.
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1. Introduction

The tade and developert literature quite ofte sttes,in a senewha definitive way,
that Sauth-South agrements shoddn’t be pursied, given the limited welfare enfancing
possibilities they offer. North-South free trad area, on the contrary, are usgally haled
as the right option for a sothern bloc. In this paper we contrast three irtegration
schemes inwlving Mercosul, nanely FreeTrade Areas (FTAs) with the EWR5, theUS
and Clina.

Within the Sauth Americen cortext, Mercosul stands ashé main recent
integration initiative. The bloc is progressivelybecaning a major player, eger for
partrers that would atw a fuller developmert of its productioncamhiliti es. The two
first FTAs are cledy with aNorthemn partrer, but shownearly oppositeresults,neither
exadly desrable. The US one channelsMercosul's imports to the States, al other
partrers loosng market share in te blcc; the latter hasnearly the oposie effect,
Mercosul drasticallyre-orienting its exportsto the EU25, while increasingits import
demand in most other narkets.

It was exgcted that the third option —something that may perhapscome true
soonerthanimagined - would dharacterize a SoutheBthagreenen, given the staits of
both pamters. Nevertheless, tle Chinese ofion revealed,thoudh in less ntersity,
patternsclose toonesin the prevous agrenments, suggesting that ¢nEasternDragon
already shares,n the specific instances amalysed here, propertes akin to developed
econanies. Inspite ofa proviso on thequality of Chirese data, the results clealy signal
thatthe Asian giart is alreadyan inportant and seriousgptner, inducing a North-South
pattern in sah agreenent

Our findings may betaken asadding tothe uneasiress of those what presen
suffer from ‘fear of China’. The scace academic literature on theChina — South
America emnamic relations usually emphasses the threat they represen to the
delstable competitiverness of the later economies, Lall, Weiss and Oikawa (28) and
Moreira (2004). Wdook at them from a more encompassirg and sonewhat diferent
viewpoirt, and tryto go deepr into the rsuts, extacting additioral lessms on tle
potertial role of Chinaas a paner to Mercosul.

All the analgeswere conductedusing abrandnew static CGEmodel, AMIDA
— Analysing Mercosuls Integration Decisbnsand Agreements, towhich is aseciateda

notable database, patticularly in relation to the Americas We usethe CGE tod onre sep



ahead, inferring weakneses and dvantages presenwhether the bla faces the two
Northern or the (supposedlySouthen parner. The wayto do thisis to systematically
cross infomation along he threedifferent FTAs. By assuming the formation of ideal,
full FTAs and contrasting thenteesets of reuts we are able talraw a broader picture,
which goes bgond the usualgains & losse andysis of standard CGE applicatins.
Moreove, the pape is perhapghe first atempt to incorporae Chira asa serious ador
in CGE ewaluations mvolving Mercosul.

The struatire of the text is the following. Section 2 comains a few lines m
methodologcal aspcts relatedto the model and disaisses data sourkand decisions. It
alsopresets the setoral aggre@tion, the regions andthe <enarios.Bas year flovs are
surveyed in Section 3, where resub are also commented. Section 4tries to make a
deeper assesam of the findngs. Sedion 5 asseses th probableimpact of sane

missing model featuresand ttenconcludes.

2. Basic facts on the model and the database

2.1. Technical backgromnd

The model follows those desloped in Fléres (997, 2003), being static, coputable
gereral equilibrium (CGE) structirein which strategic interadion takes place m certain
sectors. Catrary to the common practice of introducingad hoc*“scale @ins’ in an
otherwise perfectompetition CGE', pefect and (explicitly) imperfect compeition
sectors co-exst in the model. This appoat was fashioned in Gasiorek, Smith and
Venalles (1992) — cawing on gpartial equilibrium formulation by Smith and Venales
(1988 -, who used it toevabliate the impacts of he Europe92initiative.

In gened, due tothe sale effeds — entanced in the larger markets creaed by
theregona integrdions -, welfare gains ae higher thanthoseproducel by the perfect
competition dternatives. However, in all FTAs examined hee, courtry markets renain

segmentedas what is d stale is not thecregtion of a canmon market. The resuts are

! For adiscission of this topic, and he (wsually) accanpanyng “dynamic elasticitie$ device,
see,anongothers,Fléres (200).
2 See, for instance, Baldwin ard Venables (1995.



driven by the joint effect of lowering tradg barrigs, production efficiercy in the
imperfect canpetition sectorsandthe intenal seach for equli brium. Thoughthe latter
is canmon to all CGE structures, tis overall combination may point to pattens unable
to be uneiled by other radels.

Handing the two kinds of corpetition in a sinde genedl equilibrium
framework poses theagtical problens rebted to the existence and uniquesss of
solutions, fully discussedfor instance, inChapter 11of Ginsburghand Keyzer (197).
In our particular case,the specificdions used guaratee he existerte of a unique
solution.

Fléres and Watanuk (2005) provide a dedled description of the model
equations, carefullydiscusang their role andpros and cons. Calilation anddata issues
arealso addessed indetail. Anyoneintereded in knowing in degh theworkings ofthe
model should resort tohis Manual; in the remaining of ths swb-secion, we briefly
outline sanekey points.

For eacheconamy, in thedemand side, ther isa represnttive consmer with a
Dixit-Stiglitz-Spence CES utiy function in an Armington-like tree gructure. In the
prodwction side, perfectcompetition sectors may work either umler CES or Cdob-
Douglas technologis, ard intermediateinputs ae treatel — in all sectors via a shaetcut
using the input-output (I-O) coefficients.

Firms in imperfed¢ compeition sctors are gmmadric andplay a Counot-Nash
strategyin each marketfegion. A keyparangter is the perceived elaficity of denandin
regioni, for produd j, manufacturedin regioni’, e(i’,i; j). If o(i;j) is the elasicity of
substitition, in region i, betveen goodsj from different orighs ands(i’,i ; j) is region’s

i" market share for productj, in regioni, it is defined bytheequation:

1e(,i; )) = Us(iyj) + (1-16() ) s@i; j) : 0L

Wagesare flexible, as labour is assuned mobile among sectors, buthe (sector
spedfic) capil allocaion is kept constant; inequilibrium, different closues (even
“disequiibrium” ones, lke trade suplusesor deficits) can be easily applied. Total

labour remains mnstant in ead ecoromy.



The stucture of the model — ty combining both standard and innovative
feaures® - allows portrajng distinct lewels of regional integration in a pogressie

scerario ewaluaion.
2.2. The data set

A notable Western Hhisphere Database cambining information from the UN,
Eurogat, CECD, TRAINS, US Trade Representative, CEPAL, the World Bank,
naional statigical inditutesandcertral banks, GTAP's latest databasandthe IDB wes
prodwced.

The base ga refers to 2001, hich seered adgpted to he regons and pdicular
featres of the model. We consieér this a fairly ideal cedsion, as 200and 2@3 were
not very repreenitive years for Brazl and, especidly, Argentira, and nuch
information for 2004 was stll unawilable. As for China, it was alreadyperceived as a
major player, as pagrslike Young(2002) tesfy.

Producton and dermand structires receved caeful attention in the case b
Mercoaul. A key elamert relatesto the I-O matricesfor Brazil and Argertina: the 1996
and 2000 ersions, respectaly, were upagtedand inseted. Also, Amington elasticities
came from specialsources forthese two ountries. Cajial remuneration rateswere
improved vherever possible.

The US Mexican, AC, Jganese, Clese andEU econmic data were
reasombly checked Substituion elagicitieswere eiher pcked fram the literature — asa
best,edwated gess — or aae direcly from domestic sources.

Chinesedata are always a source of dbate, Yowng (2003),though we've relied
on knavledge producel by IADB (2004). Hory Kong dataare in a segrate regon’, and
we've usedthe classical FOB/ClFeonvention fo Chinesetrade flows, contraryto what
is advaaed, for instane, by the US-China BsinessCouncil. As we work with the
country as a whole, more serbus problens with intermal, domestic stdistics, as
discussedin Naughtm (1999) or Poncd (2003), @ae avoided. However, these
consideratons do not invatiate the proviso that gatisical data for Chiha ae probaby

amongthe least reliale anes in ourdatalase.

¥ See,as mentioned before, Flores driwatamki (2005) for complete details.
4 Actually, with othernine “tigers”, in the retpn calledAsial0(seefurther, in thetext).



Informationon thecomplete protection struate is always debatabe, even if ore
sticks tothe cag of tariffs. Preferertia tariffs — espeially those orignating from trade
agreenens —areusualy poaly depicted. Theyerethoroughy reviewed in casesike
Mercosul, the US and the EU Given tke importarce of the last tworegions,
improvaments on their praection strucure were made with the aid ofdaa from the
United Staes Interndgiona Trade Canmisson —USITC website andEUROSTAT and
Messerln (2001), respeoctely.

Data from INTAL, ALADI and recet studiesconducted byPEA in Brazil wee
also sefu complementary sources.At the lkvel of detail of the prese study, many
nuarcesand sometimes, important tariff peakseither disapea or aresmocthed ait
when aggregate to produce angle figure for the sector. Bvertheless,the fact that tle
protection struetre wascomputed bottom-up, easilyallows trandating any detailed (8-
digits) cortessionrestricion tothe aggregtion level of the nmodel.

Beyond tariffs, Fléres (1997,2003)and Gasiorek, Snith and Venables (199)
assaimed the existence d additiorel trade costswhich canbe asseiatedto avariety of
factors impairing o rasing the @st of trade beween ocourtries, like transportation,
bureawgragy, distributon margins, etc. RealFTAs zeo the tariffs andreduce, without
necessrily eliminating, the® latter cods. We esimated gross transpa margins with
the aid of COMTRADE, minimising discrepndes with official statstics. In most
bilateral flows they anmount to less thanl0 pr cent, though there are significant
differences at the setoral level, due b inconsstencies and misreporting. They were
thenreduced, baween the fartnersin each senario, by4 percentagpoints at most, as

trade faciltaton. No evaluation was mede of other trade costs.
2.3. Sectors andRegions
We amed at an as comprehensive as possble world regionaisation and sectaal

disaggregationThe ecanomies were decmposed io twenty-five setors dstributed

along six group, nanely®:

® For thesectors, names between bradkets areas theyappeain the tables, in the next sections.



I. Agriculture: Whed, corn and othr grains (Grains); Vegetales & fruits; Oilseals &
soybeans; Sugar; Coffee, rice& other cops (Coffee, rie & others); Aninal
products.

II. Agribusiness (ab): Bovineeat (#); Palltry meat(#); Dairy products; Begrages &
tobacos (Ber. & tobacco) (#); Vegetal® oils.

lll. Energy: Mineras; Energ products.

IV. Light Manufactures: Texiles & apparel (Text & apparel); Leather, wood & paper
(Leather, wood, papr); Other ight manufadures (Qher light manufac.).

V. Heary Manufactues: Chenical and platic products (Clemicals & plastts); Ferrous
metals Non-ferrous metals Motor vehicles (#); Other tansprt equipment (Other
transp.equp.) (#); Electricequipment; Machinery.

V1. Services: Utiliti es & constration; Trade and sendges.

The first five groups caonprise he 23 trade-in-goods setors that will be the main
focus of ouranalyses. Five out ofthem — those marked with a ‘# above— were
modelled urler inperfect competition (i.c.). These stratures ae beter portrayed in the
model regions rdated to Mercosul the US Japan anche EU25 (sedelow). Arguments
can beraisedon the twoice ofthei.c. sedors,dairy prodiuctsqualifying at least sawell
asbovine meatand electiic equpmentard machiney being other imortant candidates.
Notwithganding, data availability for properly characerisng these more complex
maketshad to bea key factor indirecting the presentchoice.

Dedsionson the regons fae a classi@l dilemmain CGE pradice: die atertion
to the areas of concen (andthose vhich affea them) togetter with care in not
fragmerting too much the model, what, anong other practical prdbms, may add
distortions taits construction and operaton. As our main objective lies in analsing the
different scenariosfrom a Mercosul perspectivewe divided te world into the

following ten regons:

0. Mermsul

1. Mexico

2. the Unted States

3. the Andean Community — AC (Bolivia, Colombia, Ecuedor, Peru and
Venezuda)



4. the Restof the Americas(or Western Hmisphere) -RoWH (comprising the
remaining 23 potential FTAA countries)

5. the EU2%ountries

6. Japa

7.China

8. the Asian 10 emergng econaies - Asial0 (Hong Kong, TaiwanSouth
Koreg Singapore, Brusi, Indonesia, Mabysia, Phillipines Thailand aml
Vietnam

9. theReg of the World- RoW.

Asregards the quidy of the dita adhpiation to these regpns,the kest ores sem,
asmentioned, those foMercosul,Mexico, the AC and tle US, as well aghe EU25and
Jgpan. The Rest ofthe Western dmisphee is naturdly a simplificaion, though it
includes, bewnd the whole Central Anerica, coutries like Canada and Che.
Equilibrium flows to te Rest of the World may also be obtaed by difference and
econanetric technques. In thislast region, are found courtries hat may berelevant for
certain sectos, like Australia and New Zeahd, orindia. All the (former) New Tigers,
beyond nev emerging Asian econamies, which ae becaning campetitive either in
spedfi ¢ agricultural goalds or in radtional sectos like texiles, arén AsialO.

Table 1 shows, for Mercosul, thevalues of the trace flows, for the twerty-three
merchandise sectors, plathe services group. It is assential tool for understanding the

smpe of themodel and the trie meaning of the esults discusskhee.

Insert Table 1 by tere

2.4. The scendps

Threescenarios, vhich will be cdled basic, were defined. Actually, their corresponding
integration options may be trarslated into marifold ways as well as combined in
multiple forms. However, n ther basicformulation they sut the objective of this
pager. Indeed, our exgiment consists in snulating three pdect FTAs:two will have a

“Northern charactérard the third, with China, is exactly the one we want to check



whether it presents feaures common to the ther two. The threeageenens to be
discussed ar

Scenario A.The first clearly North-South scemrio: Mercosul closes a full FTA
agreenren with the US.

Scenario B.The seond North-Sodwh ore, with the BJ25-Mercosul FTA fdly
implemented.

Scenario CThis <enario aralyses the mpaad of Mercosul'sfree tadewith China.

Asfull FTAs are mplemented in all cases, acleaer cross ewaluation of them can
be pursued.

3. Analysis

3.1. A dimpse m the gructure ofthe bag year

Table 2is a partid summary, for thethree regions at stake, of infomation wntained in
Tablel. Inspite of the laver volumes — and Mercosul’s 131t US$ only trade suplus
- one seeshat Chna rougHy follows the pdtern of he two other regons, notably as
regards a posite perfomancein Heavy Manufadurestrade, themain imprint of a
North-South reldabn. It is also the onl of the three topreseh a surplus in Light
Manufactures trade.

Insert Table 2 by tere

It is interestingto ndice the modest surplses Mercosul enjoys in the
Agribusiness groujpeither with China or tie US relatively to the EU25. Bble 3, whee
the Elative exports andmports profiles of tethree regons are displged, enhaoes ths
perception.Both in exports and inports — if ane aggregates tb two manufactues
groups — the Chinese figuresaren’t much far from the EU ones. As exgded, the

biggestdenandeur — inrelative terms - of Merosul's Energ exports iSChina.



Insert Table 3 by tere

3.2. The Norh-Saith FTAs

We concetrate initially on the impacts in the tracge flows, dsplaying reallts as
percentag changes fromTable 1 enties, onthe Mercosl trade fbws. All figures
should be bsically evaluated in relation teach other, withn and betveen tabls, and
not teken separately as a presie single value for the changes. The importance of this
sub-sectionis to identify situaions — or rather secbrs andregions — where adeeper
insight on the consguencesof the FTAs can be obtained.Detailed quantification of
profits or Issses shoulthe made at a greate level of detail, ultimately with the aid of
partial equilbrium models.

Tables 4 ard 5 fiow the regonal distribution of the increags accordirg to the
five groups of sectofs Both agreenerts preent territorial exernalities with however
cetain nuances The USone sams to induce ether advantages orefficiercy gains n
light and keavy manufactuessectors, where Mercosul is able to increaseits exportsto
all other areas inthe warld. In thelatter gioup, sensile increasesake place n the three
Asgiatic regons— Jgan,Chinaand AsialO -,the EU25and the RWV. Newvertheless, th
imports @ttern islargely dominated by a veryhigh pertration of the USflows, with,
but for agriculturd sectors, decrases in the other sourcesThough theg may be small,
for the manufactures’ goups figures aragain more significant, particularly for Heavy
Manufactures, exadly in the same five regions dready mentioned. Very clearly, the
agreerernt will provdke tradgk deviation, inthese setors, fromAsiaandthe EU25 to US
suppliers. Asimilar pattern, eaonably significant, also takes pace vith the erergy
group

Increags inexports to the partrer are usuallymore modestin scerario A than n
B. This very oftencorrespads tolower absolde values. Manufactung groups IV and
V sell, to the US, underscerario A, etra valuesof 1,98 bn US$ ad 3,30 bn USS,
respetively, while the much higher Europen perceneges under gerario B amourt to
2,83 m US$ and 3,55 bnUSS, respectiely: a sizeable ifference in the frst case.

® Both canbe conplemened by other tables,showing the same information at the secbr level.
Thes, as vell as anymore detaled table, canbe obtaned from the authors.



Insert Tables 4 and 5 biere

The EU25 FTApattern in Tables is nearlyoppcsiteto the one depcted in Téle
4. The consderable rise in exports to the EU takesplace & the exgnseof genealised
decreaesin all other regions, for ewy sector group butHeavy Manufactureswhere
only the Mexican andUS flows — two neighbouring EUcompetitors - decrease.
Imports, havever,increase almst everywhere, exceptions teing the Asianregions and
Mexico in Light Manuéctues, and all destinations in HeavyManufactres, wherethere
is aclear trale deviatimm in favour of the partner’'s exports. The USTA forces a
decreae in all Mercosul's mports, Agriculture excepted though exports rise
everywhere, but agin in Agriculture.

Table 6 describes in detail the changesin trade flows under the two cenarios.
Four out of the five highestincreases forexports, in the EU25 casgB), are in
commodities (2) and agribusiness (2cbrs, the othr beingtexiles & apparel. In the
US case, two heavymanufadures sectorsappear, begnd onein the agribushess—
thankslargely to orange juice - anvo traditional ones,texiles (again) included.

In a rough overalpicture the EU25 HA favours denand for more traditonal
Mercosul's exports, while the US ore pranotes sane higher value-adad exports.Even
so, thee are sendile increass in Mercosul's exports ofhon-ferrous metas and
mechinery to the EU, fo instarce

Insert Table 6 by tere

The protectionist Europen CAP - Common Agriculturd Policy shows itsef
indirectly in the sigrfi cant increa®s in bovwne and poliry meat; USfigures in the
agribusiress sectors being more modes. However, the BJ25 remains competitive in
this area aml, dther due o this, or to compenste the demand surgein the EU or boh,
changesn Mercosul’s inports of ayricultural commodities and agribusiassare, but br
two exceptions @rains ard bovine meat, consideraty higher in the EU25 HA. Indeed,



this is also valid formost of the renaining sectors,only exceptons béng other
transport egipmentandelectric equpment.

At the bdtom of the Table, the vdue of the corelationcoefficients letween each
two oorresponding vectors is displayed (not including services). Given the verhigh
increase in bovire meat exportsin Scerario B, the coefficierts, for exports, were
computed with and withou this sector. Therés no (linear) relationbetween the two
exports piterns, while tre imports anes showa certan degree of conmon betaviour.

The canbination of all resuts suggests a few things. First, both FTAs with a
Northern bloc will entance Mercasul’'s competitiveness in Heavy Manufacturesyery
likely atthe costof inducing acondderale (though needd) readustment in this group
of sectors.Seond, regondly induced pattens may vary signficantly: while Sceario A
transfoms the US into themajor Mercosul suplier, in spte of probaby alsoturningthe
Southern Cone into amore competitive bloc, Scenario B strongly channels Mercaul
exports tahe EU, in such a wayhat itis impelled to denand more goods fram all other
regions.Clearly, this signalsto the more distating EU protection structu, butalso
warns on thehigher USdependercy the sde completion of Scenad A may entail. Bdh
situationssean, in principle, undesirable.

3.3. The Mercosl#China FTA

Following the same caweds inthe beginning of the previous sibsection, we nolook at
the Mercosul-China FTA. Table 7, displaying, by sectorgroups, theregionalchanges
induced, isa canpanion to Tables 4and 5.Table 8 gves more detailed information on
thetotal and Chinese flows, and pas with Talde 6

Comparing Table 7 with Table5, we seethat, qualtatively, its patern is very
similar to tre ore generated bythe Mercoall-EU25 FTA The apprent difference in
exports,lies in group V The well acknowedged Chinesevoracity for capital goods
reveds itsdf in the enormous five times increag in Mercosul's exports, leavng no
room to satsfy the neadpy demands. Exportsnow suffera deviationin the two Asian
and RoW rgions, keing not dfectedin the remaining of the globe. But Jgpan ard
Asial0 are — lik Mexico and tle US in the EU25 FTA — two “neighbourimg”
competitors of China, for Meramsul's goup V exports. This suggpts that closer
associatins with the Middle Empire should be joinyl pursuedwith others invdving

econanies in these twaompeting regions, Wweresignificart intrarindudrial trade with



China tales place Ahearneet al. (2003). Sich a stategywould probaby reducelikely
trade deviations, openingnovel, sonetimes compensatory opgortunities.

In the cae of imports,the similarity is a little less, all egions, as regrds group
IV, benhg mow affected.China regps traditional source of light manufacures in the
Wesern Hamisplere —the US, the Andean Community andthe Rest of the WH — that
the EU25 wasunable to eiminate. But the more surprising issue lies in Heavy
Manufactures where, tlough thedeviations are reléively modest, Cina becones the
sole Mercosul supplie to consderably increaseits exports,exactly as happens ithe
FTAswith the EU and the US

Insert Table 7 by here

If, in the regionallyinduced paern, affinities took place with scerio B, then
the opposte is epectked to manifest with the US. Inded, in exports, asseen, the US
doesn’texclude other destnations (but m Agriculture), while in imports, t wipes out
competitors in amuch morepervasve way than Chimm does.

Table 8 shovs thd, in gereral, thaugh thefigures for the ‘China flas’ are
usually high to veryhigh, the impacton the total flows is snall. As regards exportsthe
latter don’t ehibit either the spectaculasurges inthe EU25 caseor — with two
excepions teXiles & apparel andmobr vehicles- the nore modest but even so steady

US incresses.

Insert Table 8 by tere

In terms of the oerall induced expotts pdtern, the Chineseeffectis now closer
to the US one, giving rise to a mybe “more naurd” Hecksher-Ohlin effet, less
distorted bythe huge incresses in Agriculture andAgribusness sectors tha are
triggered by the ELR5 FTA Whetherthis comparaive-advartage-bagd pattern will be
a growth indicing one, or will evolve into a vertcal intra-industry relationship, with the

upper gods caming from the East, is sanething to beclosely checked. Whatlooks



perhapsworryingis that, in the Cima FTA, many indicaftons of contractionappearfor
totd exports n exactly the very same two groups. This suggestsa stronger than
expected rearragemert of Mercosul's econmy cause by the around 13 per centotal

increase in its trace rdationswith China.

4. A broader view

4.1. Labour,output andwvelfare

Changes in tragk flows hawe not a clear, unidrectional relatbon with whathappens to
labour, otput and, most importantly, welfare. We first concentrateon a sytheic
evaluation of the tree scenarios frotthese stadpoints.

We remind that labour $ keptconstant in each econmy/region, sectoravalues
being realocakd ineach scendo. Given this, and the logc of the model, in general,
changesinduced on lalour andoutput hae the sane direction. As a consguence,
dividing the resgdive changes by sector, inorder to ealuate the variations in gross
labour praluctivity for eachagreenent, results not veryinformative. The congan total
labour cbaure entances the absoluteale o the related changs, so that neary
uniformly, productivity decreases for a secbr whereoutpu expands, aul increasedor
those that suffer a contraction. Though thiscan make sense, he fact that it is a
conseguence of the mechanics of the model makes the productvity aralysis les
realstic.

Table 9 $ows the different correlation coefficients between e 23 (sedoral)
changespoth in manufadures' labour andoutput, for eachpar of scerarios,aswell as
simple aummary datistics. In the case oflabour, the China-EU25figure is sanewhat
close to he US-EU25 me; the same happering, in a ckaer way, with output, hough
now in absolute valies. Thismakes for nixed evidence on how ¢ose the Chinese
impactsare to the otrer two ses. Reninding the canparatvely low values btainedin
Table 6’ for the dhanges due to the US and EBJ scemrios the wrrelation appro@h
becames ewen lessconclusve.

It is worth noticing the much greate dispersian of output changes,though its

averags are onsiderably lower thanthaose for labour;samething due, again, to the fact

" With regectto thos in Table 8.



that the former aren’t constrained. If the ccefficient of variation istaken asa rough
measure bthe anourt of adjustment implied bythe FTA, the US onerankstop, with a
26,7 ceefficient, whle China las the more modest value, equal to 7,6.

Insert Table 9 by here

Table 10 tris toshed nore light on the previous resultdy showng the full set
of output clanges. The Mercosu-EU25 agreenent induces a more worrying contractio
on the heaw manufaduring sectos motor véiicles other transport equipnent and
meachinery, what, forthe two last mes, afo happens witlthe US agreenert, though
with lessintensity. This might be due tothe mgjor unleashirg of agrbusinessexports to
the EUdistorting sanewhat the resilts. Moreover, given the more traditional $des @
the European ecomoy, thereis less scope forMercosul manufacures in that market,

the everse taking pace.

Insert Table 10 by kere

Notable increases, in the cae of the EU25, ra the expected one: bovine and
poultry neat; the remaining ones ge modest, never surpassingt percent what apgfies
uniformly for the US A natable contractiontakes pacein other light nanufacturesfor
China, a the sane time that a surg takes placein motorvehicles

Anothe single figure ofmerit is provided byTable 11 which ranksthe options
with reped to two welfare meaaures. In tems of real GDP variation, China surpass
the US, thoud still far from the EWR5 resultsif the firer, equivalat vanation (EV) is
used, thoudh still a compditive option, it movesto the lowest posdtion. This means hat
China, if on one hand semss  induce, via its FTA with Mercosul, aradeflows patten
similar to thet creded by the EU250ne, on theothe hand,in welfaregains, it is aready
competing with a USMercosul FTA; an aserion that will be better qualified in the

next subsdion.



Welfare resuls — both in plain real GDP vaation andin equivdent vaiation
(EV) — arehowever surprisigly low, for amodd including imperfect competition. The
explaretion probably lies on the fact tht a sistantial part of the gais, in al three
agreerents, denie from the perfectcompetition seabrs, thosein strategic nteradion

many times suffering a contraction.

Insert Tdle 11 by tere

4.2. Is China a Nathern partner ?

Consicring the signs b the clanges, ax additional way d assessindgiow close the
China profilein Table 10° is to the aher Wwo is to court the rumber of full coinciderces
and @positons, plus thatwhen China matches only one of them. There are 11
coinciderces ad 8 opposdiions, meaning that the US and EU25 chareg move in the
sane direction (“as China”) in 19sectorsin 3 out of tle 4 remaining secbrs, thesign d
the Chines changemathes that of the US. Overall, for 14sectors, te Chinaimpact is
qualitatively equal to the US one, the samoccurring for 12 ones, inthe caseof the
EU25

Neglecing variationsless han 1 @ cent, a ceeper insight can ke obtained. Qnly
four figures rerain for China, while four pais related tothe other FTAs disappear
Thes four renaining sectors are Elling. Intextiles and app&l Chinais respondile for
theonly sizeabk outpu incresse. Increasesare also presnt inmotor vehioks andother
transport guipment, where now it acts as a agarpoint to significant(specally in the
EU25 case)decreaes in the other two FTAs. On the other tand, in other light
manufadures the contractionis much more sweepig thanthoseprovoked by the US
and tre EU.

Summing W, a FTA wih China desn’'t nterfere inthe fate of 11 sctors that
could ke definedaswinning (postive changes, higherthan 1 pe cent),nor in that of
five losers(negative changes, higler than 1 per cent) wha consdering the Northern

agreenents. It does “sawe” two Heaw Manufactues seairsand providedotha ketter

8 Only for manufactures
° It doesn’t interfere either in three other secbrs, where changes weae thoroughly negligible.



and an even worse fate toother two, in the Light Manufactures group. Thiexplans
both the low correlationwith the US and tle negative ore with the EU25 in Table 8.

Mercosul, inthe Northern integrabns, sufferscontractiors in beveages and
tobaccoserergy prodets chemicds and plasts non-ferrous metas, motor vehicles,
other transprt equipmentmachiney and other light manufectures with China, only in
the las onea contection takes place The rewrse is that no actiontakes phce inthe
other winning seors, asmentioned above. Tis must however be qualified, asx out
of these ectorsown their claséfication to oy one FTAreallt. Indeed, all are in the
Agriculture and Agribusness group, andthe FTA is the BJ25 me, which presents
perhapsamore peuliar result, drienby the opening of th€AP-protectedmarket™.

Despite tle proviso thatthe aggre@tion lewel of the setoral division bluis a mix
of positive and negtive situations, the aboe synthesislooks quite reasonable terms
of framing mote cleaty therole of Chirg, asof in 200L. Even coredirg tha suwch base
yearplays in favour ofMercosul,asregarddradewith China,the pictue just descrbed
undenially placesthe Asin giantas aninteresting alternatie —or rather complement -,
with a Nothern towch, tothetwo developed pertners the blac usually consders

Unfortunately, it also lays bare a key deficiency of the bloc, which is really
competitive in a fev classcd manufactues sectors and sekced ggments of the
agribusiress (plus sugar): lower value-add activities. All its non-conpditive aeas
comprise key industrid sectors.

Table 12, showing he patern inducedon Mercosul flows by the Chima FTA,
complements the aalysis. The striking featurereveala by the Table is that the induced
profiles — loth for exports and imports - move closer 1 those dispgayed in Table 3 by
the US. This is adent for the twvo manufactures groupsa bit less forhe three other
groups, due to th still considesble weight of the agriculture-agribuaiess conplex.

China will certaily continue to be an importantcustomer of Mercoslis
agriculturd commodties and a slective importer in Agribusiness and iergy.
However, action — uncer free trade — will move to hgher valie-adled products.
Mercoaul gill runs a modesttrade surplus but the canbined deficit in manufactues
increases by 16,9 percent. If the iternal fragnentationidenified by Poncé (2005),

coupled o impending macroeconmic and systenic financial crises, des not progress

10 As mentioned in sction 3.2 .



in a negative direction, the patterns here obtained are then likely to dispby a more

radical ‘dominatng supgier’ relation as tle ore in Scermrio A, with theUS.

5. Conclusions.

Our stud/ focussedmainly on market acces$or goods.The d/namics d othercrucial
corcessions 4ike, for instance, those regrding foreigndirectinvesment — may grealy
affectthe results hee discussed. M@over,beter treagment of the services ®ctor ems
mandatory.

Anothe missing isse is rules of origin (RoQ. Sinceat least Hhekman (1993),
speddlists hawe been enphadzing the rde played by RoO in concessions and
preferetial agreements, like the Generalied Systan of Preferenes or the North
America Fre Trace Agreement (NAFTA). Neverthekss,adejuatetreatment ofRoOin
the CGE famework is only beginning,and infairly debatake ways. The IADB has
been making effortsto develop a system that may allow an eaer and more systematic
way of treaing these gedions, samething to be incorporakd n later versions ofthe
model**. Protably not for Chira, bu for the otter two FTAs this may have animpact on
the results.

Finally, in tems of isstes not coered, the WTO dimenson will certainly add
further distubance. In secors where Mesoaul will undowbtedly reap gais in almost
any scenaid, like leather, wood, paper or ewen agriculture in general, multil ateral
liberalisation will have animpact on these ery gains, byenhancing the market acces
of other competitors, not ony underdeeloped ones, butthe likes of India or other
Asiatic courtries, nat forgetting tke US and, of course,China itself. We congdure that
thiswill enhance tte precbminance of nanufacturesin all post-FTA flows.

In qualitative terms, being a lesscompetitive econany, Mercosu, when facing
FTA’s with the US or the EU, vas alle to accrue profitsin its performing traditional
sectors, where to its competitive adwantages, must be added le richness of reted
natual endovments. Inthe more moden secors the duation was not very clear.In
gereral, a contaction will take pace, mports will raise and,rather than fran a

competitivenes effect — which would st the sedor in better shapefor surviving in the

1 See Buét etal. (2003) for one approachvithin the CGE cortext, aml Garayand @rnejo
(2002), asoneof the documents reladd to the 1ADB efforts.



world arera— welfare gains in the imperfed competition sectorsseen mostly due tothe
sheer rediction in tariffs. This pattm is reasnably seious in sceario A, but alsoarises
when the US is discarded for the EU25.

The broad finding abavre-energes,evenif in more modest tams, when aFTA
is formed with Chima. Such agreeraent puts the rdationship betweenthe two regons
roughy halfway those Mecosul enertained with the two Northerneconanies, abias
towards he US patern keing suggested. On ¢#tone hand, given that the Middle Empire
is still a reasoable importer of ayricultural goals — though notuch, at leasyet, of
agribusiressones — the rajional rearrangements it producesre closer b those effected
by the EU25 ratler thanthe US. On theother hand, ta inducel trade paterns mowe
closer tothe ones ith the US, gindling that a fully advarced industrial paer is on
the rise. With a difference however: it is also threatenng in traditional, light
manufactures.

The signs b Chinagetting closer to th&JS and he EU25 - intemrms of “after
FTA” effeds— only addto the cetainty of its importancen the very rear future, even
in Souh America.

It is high time for Mercosul d takebold steps inits integration project andrade
policy. As for the latter,it must decide whether, moved primarily by its interral forces,
it will streantine and ypgrade its exports pfile, or let it at the mercy of distinct
integration shaks.

We hope tle first option will be pursied. I doing this, it must take into accour
China, asa newNorthern @rtner. This may havesewral implications. Protetve deak
to (tenporarily) searre posiions in light manufactures sectors as Central American
econanies did with the US lirough the recen CAFTA, don’'t seemmuch advisble.
Raher, Chird' s advariages shouldbe evaluated @& whenfacing the USor the EU lts
need of capitagoods, for instance, may open opportnoities of proftabe cross
exchangs in heavy manufactures.

Stratedc, ratherthan protective assodcations, should ato be seathed in an
enlarged padlicy space wereto the US - EU polarity China,together with its dynamic
Asian neigbours would be counter-posedContraryto the usualf pessinistic views,
China’'semergence caibe aposiive challenge to theSouthern Cone.
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Table 1: Mercosul: Trade flows — &ports (fob) andrinports €if), 2001 -, ly regions

(10° US$).
1.A: Exports (to) [conh]
SECTORS RECIONS
Mexico us AC RoWH EU25
Grains 19,0 3,0 191,6 155% 301,4
Vegetaltes & fruits 210,7 2,7 18,2 54,7 797,0
Oilseeds & sybeans 26,1 44.4 116,4 52,6 2.3129
Sugar 105,6 - 6,0 1077 244
Coffee, rice& others 464,6 37,6 47,0 1129 1.4413
Animal products 838,0 53,0 207,5 2717 1.9767
Bovine meat (ab) 39,5 2,6 14,7 2157 547.8
Poultry meat(ab) 186,7 - 53 18,9 828,8
Dairy produds (ab) 33,9 94,7 55,0 29,9 0,5
Bev. & tobacco (ab) 62,0 9,8 15,6 36,9 91,2
Vegetdle oils (ab) 39,0 1,3 256,6 2216 3.6537
Minerals 556,7 72,9 87,4 2282 1.8578
Enegy prodicts 639,1 1,4 61,0 2.104,2 226,9
Text & apparel 357,0 49,8 158,8 1526 329,2
Leaher, wood, pagr | 3.3062 1882 215,3 5123 2.4389
Otherlight manufac. 115,9 11,4 27,1 24,7 48,8
Chemicals& plastics | 1.0339 204,6 745,4 732% 954,0
Ferrousmetals 1.3823 1549 303,6 2738 695,5
Non-ferrots metals 861,4 70,7 134,5 2067 837,7
Motor vehicles 1.3560 1.142,6 593,8 445%) 931,1
Other trasp. equip. 2.4304 9,7 25,1 44,1 707,2
Electric equipmert 1.4176 1047 131,3 138 213,9
Machinery 1.3872 2832 578,3 5193 793,2
(Services) 2.1664 1395 85,5 5154 5.8394
TOTAL 19.035%4 2.682,9 4.0810 7.175,7 | 27.8492




1.A: Exports (to) [enH

SECTORS REGIONS TOTAL
Japan Chia Asial0 Row
Grains 134,6 2,5 207,1 1.112,2 2.1270
Vegetales &fruits 1,4 - 10,2 88,7 1.1836
Oilseeds & sybeans 171,3 1.496,7 286,5 3086 4.8154
Sugar 0,2 25,1 106,1 1.639,2 2.0143
Coffee, rice& others 194,0 88,3 84,4 4231 2.8931
Animal products 299,2 56,3 179,6 5266 4.4087
Bovine meat (ab) 7,4 1,0 103,1 3241 1.2539
Poultry meat(ab) 177,8 6,2 206,5 7311 2.1612
Dairy produds (ab) 19 - 4.4 40,2 260,6
Bev. & tobacco (ab) 43,9 0,4 9,6 28,6 298,0
Vegetdle oils (ab) 31,1 21,5 638,9 2.285,3 7.1490
Minerals 716,9 6684 336,0 6682 5.1924
Enegy products - 27,3 - 1688 3.2286
Text & apperel 40,6 1262 17,8 66,2 1.2982
Leaher, wood, pagr 240,3 387,0 580,2 3711 8.2396
Other light manufac. 16,6 1.4 7,8 20,7 274,4
Chemicals & plastics 107,4 78,4 159,3 3574 4.3732
Ferrous retals 113,2 1163 429,8 3855 3.8571
Non-ferrots metals 385,3 24,3 52,5 3797 2.9528
Motor vehicles 9,3 1300 31,7 3324 4.9720
Other trasp. equip. 0,8 60,9 18,9 2561 3.5532
Electric equipment 19,1 25,6 40,2 36,0 2.1252
Machinery 36,6 1019 94,6 3546 4.1489
(Services) 837,2 2056 1.5525 2.159,8 | 13.5013
TOTAL 3.5860 3.651,3 5.1579 13.064,5 | 86.2838




1.B: Imports(from) [cont]

SECTORS REGIONS
Mexico us AC RoWH EU25
Grains 17,6 - 0,1 15,0 0,2
Vegetales & fruits 9,7 3,3 79,1 1145 32,5
Oilseeds & sybeans 1,8 0,7 0,1 2,0 11
Sugar - - - - -
Coffee, rice& others 38,4 0,7 13,3 13,6 48,7
Animal products 2242 29,5 110,9 1801 310,5
Bovine meat (ab) 49 - - 2,3 3,7
Poultry meat(ab) 3,5 - 0,6 8,2 21,0
Dairy produds (ab) 11,0 0,2 - 4,2 41,1
Bev. & tobacco (ab) 26,4 5,0 1,2 60,5 272,3
Vegetdle oils (ab) 8,6 0,1 2,4 0,2 81,9
Minerals 166,9 21,1 105,3 298 381,5
Enegy products 337,8 - 773,5 1003 79,4
Text & apperel 163,7 32,5 31,3 60,5 357,7
Leaher, wood, pagr 446,7 14,6 40,9 4643 894,7
Other light manufac. 109,8 4,9 6,8 15,5 177,8
Chamicals & plastics | 4.9509 4702 252,1 4851 5.3895
Ferrous matals 105,3 13,4 59 20,2 438,1
Non-ferrots metals 545,4 16,2 172,3 4233 964,1
Motor vehicles 537,4 2328 9,8 69,6 2.5161
Other trasp. equip. 2.0754 0,7 - 92,1 951,9
Electric equipment 3.6335 2003 0,7 2540 1.7846
Machnery 5.2113 1478 58,3 2928 7.3679
(Service) 4.129 2090 98,8 1.002,9 | 9.65Q02
TOTAL 22.7593 1.403,1 1.7632 3.979,9 | 31.7665




1.B: Imports (fom) [end]

SECTORS REGIONS TOTAL
Japan Chia Asial0 Row
Grains - - - 0,7 33,4
Vegetales &fruits - 10,5 3,3 28,2 281,2
Oilseeds & sybeans - 0,1 - 11 6,9
Sugar - - - - -
Coffee, rice& others 4,5 4,6 27,7 68,6 219,9
Animal products 5,8 21,4 53,2 2573 1.1929
Bovine meat (ab) - - 0,3 2,8 14,0
Poultry meat(ab) 0,2 - - 0,4 33,8
Dairy produds (@b) - - - 21,0 77,5
Bev. & tobacco (ab) 0,4 0,1 0,8 42,7 409,3
Vegetdle oils (ab) 0,1 - 33,4 11,8 138,4
Minerals 47,8 54,8 38,6 1430 1.2575
Enegy products 42,6 1856 27,4 2.399,6 3.9461
Text & apyerel 18,4 3027 597,2 3680 1.9320
Leaher, wood, pagr 23,6 1770 149,3 1174 2.3285
Otherlight manufac. 33,6 2957 100,5 37,2 781,9
Chamicals & plastics 532,5 5504 805,6 2.582,7 | 16.0189
Ferrous retals 68,6 23,0 59,4 1865 920,4
Non-ferrots metals 143,8 117,0 1115 2630 2.7566
Motor vehicles 847,5 8,2 301,7 3077 4.8308
Other trasp. equip. 135,3 87,5 70,2 90,5 3.5037
Electric equipment 807,1 6448 2.1105 7359 10.1715
Machinery 1.4962 8306 1.0530 1.156,7 | 17.6145
(Services) 699,7 2974 2.6142 2.948,1 | 21.6495
TOTAL 4.9076 3.611,4 8.1578 11.770,8 | 90.1196




Table 2: Mercosul's traa flows with the US theEU25 and China afew sunmary
statisticstrade lalance (X-M), by groups and tal, andtotal trade volume (X+M), in

million USS.
REGIONS
GROUPS
us EU25 Chira
Agriculture 1.372,3 6.460,7 1.632,3
Agribusiness 306,7 4.7@,0 29,0

Energy 691,1 1.623,8 465,3

Light Manufactures 3.088,9 1.38%,7 -260,8
Heary Manufactures -7.190,4 -14.279,6 -1.724,1

TOTAL BALAN CE -1.76L,3 -106,4 131,7
TRADE VOLUME 35.498,9 44.126,2 6.759,7

Table 3: Mercosul’s traé flows with the US the EU25 and China— exports and
imports prdil es, bygrous (in per cent

REGIONS
GROUWPS us EU25 China

X M X M X M

Agriculture 9,9 1,6 31,1 1,8 484 11
Agribusiness 2,1 0,3 23,3 1,9 0.8 0,0
Energy 7,1 2,7 9,5 2,1 20,2 7,3
Light Manufactres | 22,4 3.9 12,8 6,5 14,9 23,4
HeavyManufactures 58,5 91,6 23,3 87,8 15,6 68,2




Table 4: Mercosul’'s H A with theUS (Scerario A): Tradeflows changs by Regions
and Groups of Sectors.

4A. Exports.
REGIONS CROUPS
[ Il Il v \%

usS 56.92 60.67 21.24 52.44 33.39

Mexico -1.67 0.50 0.62 0.57 7.16

Andean -0.26 0.48 1.00 1.04 5.27

RowWH -0.51 0.85 0.42 0.75 6.35

EU25 -1.64 0.71 2.18 1.32 8.96

Japan -1.57 1.46 2.36 1.89 8.96
China -0.93 1.01 2.46 2.39 10.77

Asial0 -0.57 0.88 2.33 1.00 781

Row -0.30 0.79 2.27 1.89 9.20

4B. Imports.
REGIONS GROUPS
I Il 1l v \%

usS 175.50 192.49 54.44 141.28 64.45

Mexico -0.56 -1.73 -2.74 -3.17 -9.06

Andean 0.39 -1.34 -1.58 -2.28 -755

RoWH 0.01 -1.76 -2.39 -0.95 -9.37
EU25 0.31 -1.59 -2.43 -2.23 -12.01
Japan 2.94 -1.69 -1.41 -5.21 -12.09
China 0.67 -1.30 -1.73 -5.06 -10.94

Asialo 2.02 -1.12 -1.54 -3.59 -9.26

RoW 0.90 -1.57 -1.52 -3.16 -9.20
Key tothe Growps [(number of secti®)]: | — agrculture ), Il — agribusiress(5), Il — energy

(2), IV — light manufacures (3, V — heaw manufactures (7).




Table5: Mercosul's HA with the ELWR5 (Sceario B): Trade flows changs by Regions
and Groups of Sectors.

5A. Exports.
REGIONS GROUPS
I Il 1l \% \%
usS -17.08 -6.49 -3.51 -4.05 -2.09
México -18.51 -2.75 -3.15 -2.84 -2.39
Andean -21.89 -8.28 -5.45 -0.96 102
RoWH -17.26 -5.71 -2.15 -3.05 152
EU25 79.72 144.99 54.04 100.41 69.21
Japan -26.65 -5.72 -11.30 -7.99 3.36
China -17.32 -16.08 -11.35 -8.14 3.75
Asialo -21.28 -11.20 -11.89 -7.79 346
RowW -17.19 -8.89 -11.71 -7.68 240
5B. Imports.
REGIONS GROUPS
I Il Il v Vv
usS 57.04 10.19 5.02 0.28 -9.82
México 51.61 8.11 4.38 -0.34 -7.38
Andean 43.52 16.76 5.08 0.16 -6.89
RoWH 44.76 6.66 452 151 -8.04
EU25 312.61 201.38 86.58 117.17 7311
Japan 66.33 9.35 2.18 -2.11 -10.72
China 49.09 8.21 5.12 -2.04 -8.97
Asialo 62.53 26.85 2.51 -0.78 -6.89
RowW 58.03 10.22 5.49 -0.41 -7.73
Key tothe Growps [(number of secti®)]: | — agrculture ), Il — agribusiress(5), Il — energy

(2), IV — light manufadures (3, V — heaw manufactures (7).




Table 6: Mercosul's FTAs withlie US and theEU25: Total trae flows clanges
(exports ad imports) umler each scenario.

SECTORS The US FTA The EU25 FTA
Exports mports Exports mports
Grains 1.09 66.74 11.86 59.48
Vegetdles & fruits 3.70 5.69 28.67 46.25
Oil sedals & soybeans 0.39 34.8 -5.26 62.06
Sugar 6.01 - 7.59 -
Coffee rice & others 7.95 3.2 41.61 135.55
Animal products 7.81 33.57 40.8 123.91
Bovine meat (&) 3.76 34.L2 26902 2599
Poultry meat (ab) 4.36 6.70 81.% 60.92
Dairy prodicts @b) 13.02 32.66 0.33 114.67
Bev. & tobaco (ab) 25.71 10.67 10.3 118.95
Vegetble oils (&) 0.70 13.& 24.2 198.44
Minerals 5.89 12.87 14.33 3353
Energyproduds 2.04 0.80 -0.08 5.72
Text. & apperel 25.09 14.44 42.36 31.80
Leather, wood, paper 20.87 12.0 23.9 23.88
Otherlight manufac 6.21 42.Q 9.34 6256
Chanmicals & plastics 15.08 7.89 12.37 8.44
Ferrous matals 13.52 7.63 15.5 26.12
Non-ferros metals 12.83 9.38 24.8 15.86
Motor vehicles 19.11 22.7 9.95 100.34
Other ransp equp. 26.05 41.2 4.42 25.21
Electric eyuipmert 20.73 5.61 8.91 371
Machinery 16.35 114 18.% 1576
(Servies) 0.97 -1.10 -2.67 3.29
TOTAL 9.51 9.09 19.2 18.57

Correlation ketween he two @tterns: i) Exports -0.08 (without bovine meat),-0.21 (with

bovine meat)ji) Imports, 0.27.




Table 7: The Mercosul-China FTA: Trade fows changes byRegions aad Groups ©

Sectors.
7A. Exports.
GROUPS Total
REGIONS
| Il " v \%

usS -143 -106 -0.19 -0.83 0.93 0.18
Mexico -149 -054 -0.10 -0.53 1.57 1.06
Andean -1.09 -060 -0.54 -0.01 0.40 0.02
RoWH -121 -Q72 -0.26 -0.56 0.22 -0.27

EU25 -1.75 -066 -0.81 -1.64 0.20 -0.94
Jgan -207 -123 -0.80 -1.50 -1.48 -1.45
China 3120 117.26 10.29 311.57 490.03 141.13
Asial0 -154 -085 -0.75 -1.90 -1.30 -1.29
RoW -1.71 -073 -0.97 -1.49 -0.05 -1.02
7B. Imports.
GROUPS Total
REGIONS
I Il 1l A\ \%

U 232 1.35 0.44 -2.75 -0.86 -0.84
Mexico 181 145 -0.05 -2.75 -1.41 -1.34
Andean 1.31 115 0.63 -2.03 -0.15 -0.37
RowWH 129 148 0.22 -0.44 -0.49 -0.14

EU25 228 1.39 0.20 -2.29 -1.51 -1.40
Jgpan 395 143 0.06 -7.40 -1.97 -2.01
China 19671 339.17 35.77 286.55 103.92 142.74
Asial0 335 0.99 0.05 -3.21 -1.18 -1.40
RowW 266 147 0.73 -2.50 -0.76 -0.27
Key tothe Growps [(number of secti®)]: | — agrculture ), Il — agribusiress(5), Il — energy

(2), IV — light manufacures (3, V — heaw manufactures (7).



Table 8: The Mercosul-China FTA: Totaland Chinese #&de flows changs (exportsand

imports).
SECTORS Total flows MercosutChina flows
Exports mports Exports mports
Grans 0,46 0.63 10,46 -
Vegetdles & fruits 0,01 556 - 154,81
Oil seals & soybeans 0,05 1,73 0,40 88,76
Sugar 3.23 8.80 42789 -
Coffee rice & others 361 6,00 26423 14,81
Animal products 2.29 063 30842 22,70
Bovine meat (&) 0,67 1,39 514,65 000
Poultry meat (ab) 0,94 1,41 122,58 00
Dairy prodicts @b) 0,82 1,61 0,00 0,00
Bev. & tobaco (ab) 0.84 1,58 19263 33,17
Vegetable oil s (ab) 0,18 001 95,2 0,00
Minerals 0.72 573 9,99 130,07
Energyproduds 0,26 1,08 17,8 791
Text. & appael 83.24 42.5 863,2 281,98
Leather, wood,paper 473 580 12930 7266
Other Ight manufac 9.92 148.1 97099 419,25
Chanmicals & plastics 2.20 2.00 15852 5293
Ferrous mtds 1,10 3.04 87,&% 100,15
Non-ferrows metals 0.28 454 16561 9567
Motor vehicles 43,81 3,47 1.551,86 48,18
Other ransp equp. 3.05 12.8 110,77 41,27
Electric equipment 3.27 1,62 23341 3533
Machinery 6,19 450 21807 1%,30
(Servies) -1,12 1,40 -1,64 162
TOTAL 5,04 4,84 13309 131,12

Correlation ketween he two gtterns: i) Exports0.62 (without motor vehicles, 0.69 (with
motor vehicles);ii) Imports, 0.46.




Table 9: Sectoal changesin labour andbutpu in the threescenarios — corglations
between the scerariosand summarystaistics (figuresin itaic refer to output

changes.
Corrdation with Averagge Standard
REGONS o
us EU25 Chira Chang Deviation
us 1 0,65 0,20 0,27 | 0,07 | 0,84 | 1,82
EU25 0,44 1 0,46 0,31 | 0,76 | 0,88 | 8,46
China 0,14 -0,39 1 1,16 | 0,37 | 3,67 | 2,84

Table 10: Total outpt changes (percerdge from base alues) for the threecenarios.

SECTORS Base Senaios
values A B C
Grairs 7,9 0,11 2,50 -0,13
Vegetables andrruits 53 0,28 1,65 -0,17
Oilseeds& Soybheans 125 0,24 0,90 -0,10
Sugar 9,6 1,54 1,28 0,78
Coffee, Rice &Others 124 0,47 2,19 0,23
Animal Prodicts 63,6 0,08 2,12 0,03
Bovine Meat 16,8 0,61 20,63 -0,01
Paultry Meat 7,0 1,67 23,06 -0,39
Dairy Praducts 16,3 0,10 -0,88 0,4
Bever. and ©baccos 130 0,37 -4,28 -0,04
Vegetable Oib 151 0,26 8,56 -0,13
Minerals 258 0,21 0,39 -0,10
Energy Prodicts 355 -0,03 -1,60 -0,23
Textiles & Apparel 26,2 0,64 0,02 1,52
Leather, Woad, Paper 452 3,81 3,31 0,55
Other Light Manufac. 158 -1,80 -2,71 -6,74
Chemical & Plastics 600 -1,14 -1,9% -0,10
Ferrous matals 20,8 2,32 -0,71 0,63
Non-ferous Metals 27,0 -0,92 -2,11 -0,4




Motor Vehicles 236 0,60 -16,34 11,14
Other Trarsp. Equip. 157 -4,37 -13,81 2,58
Electric Eguipment 13,6 1,08 0,60 0,16
Machinery 310 -4,56 -5,28 -0,92
Utilities & Construction 124,2 -0,8 -0,25 0,15
Trade andSenices 641,9 0,10 -0,27 -0,06
Total 1286,0 -0, -0,24 0,17
* in billion US$

Table 11: A few figures of merit: Welfare changes and total trade flowsvariatons
(percetage from base \alues(in US$ )), for the thiee serarios.

Base
us BJ25 | China
Values
Red GDP 438,1| 0,189| 0,788 0.298
Welfare (EV) 757 | 0,377| 0,482 0.257
Exports * 728 | 11,09| 23,52| 6,8
Imports* 685 | 12,31| 23,40| 5,3

* only merchandse trade

Table 12: Mercosu’s trade flows indced bythe Chirm FTA — exportand imports
profiles (inper centand tradébalance (imillion US$), by groups.

GROLPS China(induwced) | TradeBalance
X M X-M
Agriculture 26,4 14 2.081,0
Agribusiness 0,8 0,0 62,8
Energy 9,2 4,1 440,9
Light Manufactres | 25,5 37,3 -879,4
HeavyManufactures 38,2 57,3 -1.440,9
TOTAL 100 100 264,4




Ultimos Ensaios Ecdimicos da EPGE

[593] Luiz Renato Regis de Oliveira Lima e Raquel Menezes Bezerra Samifiago.
Asymmetric Behavior of the U.S. Public DelEnsaios Ecaobmicos da EPGE
593, EPGE-FGV, Jul 2005.

[594] Pedro Cavalcanti Gomes Ferreira, Roberto ée<Ellery Junior, e Victor Go-
mes.Produtividade Agregada Brasileira (1970-2000): deab robusto e fraca
recupera@o. Ensaios Ecodmicos da EPGE 594, EPGE-FGV, Jul 2005.

[595] Carlos Eug@nio Ellery Lustosa da Costa e Lucawdr Maestri. The Interac-
tion Between Unemployment Insurance and Human Capital Palid#gsaios
Ecorbmicos da EPGE 595, EPGE-FGV, Jul 2005.

[596] Carlos Euénio Ellery Lustosa da CostaYet Another Reason to Tax Goods
Ensaios Ecobmicos da EPGE 596, EPGE-FGV, Jul 2005.

[597] Marco Antonio Cesar Bonomo e Maria Cristina Trindade Te3peecial Interests
and Political Business Cycle&nsaios Ecobmicos da EPGE 597, EPGE-FGV,
Ago 2005.

[598] Renato Gal@o Fbres Junior. Investimento Direto Estrangeiro no Mercosul:
Uma Visio Geral Ensaios Ecodmicos da EPGE 598, EPGE-FGV, Ago 2005.

[599] Aloisio Pessoa de Atgo e Bruno FunchalPast and Future of the Bankruptcy
Law in Brazil and Latin AmericaEnsaios Ecodbmicos da EPGE 599, EPGE-
FGV, Ago 2005.

[600] Marco Antonio Cesar Bonomo e Carlos Carvallrmperfectly Credible Disin-
flation under Endogenous Time—Dependent Pricifgnsaios Ecobmicos da
EPGE 600, EPGE-FGV, Ago 2005.

[601] Pedro Cavalcanti Gomes Ferreir&obre a Inexistente Relag entre Pditica
Industrial e Conércio Exterior Ensaios Ecobmicos da EPGE 601, EPGE—
FGV, Set 2005.

[602] Luiz Renato Regis de Oliveira Lima, Raquel Sampaio, e Wagner Gaglianone.
Limite de Endividamento e Sustentabilidade Fiscal no Brasil: Uma abordagem
via modelo Quanlico Auto—Regressivo (QARENsaios Ecodmicos da EPGE
602, EPGE-FGV, Out 2005.

[603] Ricardo de Oliveira Cavalcanti e Ed Nos8bme Benefits of Cyclical Monetary
Policy. Ensaios Ecobmicos da EPGE 603, EPGE-FGV, Out 2005.

[604] Pedro Cavalcanti Gomes Ferreira e Leandro Goncalves do Nasciriiéaitare
and Growth Effects of Alternative Fiscal Rules for Infrastructure Investment in
Brazil. Ensaios Ecobmicos da EPGE 604, EPGE-FGV, Nov 2005.



[605] Jcao Victor Issler, Afonso Arinos de Mello Franco, e Osmani Teixeira de Carva-
Iho Guillen. The Welfare Cost of Macroeconomic Uncertainty in the Post—War
Period Ensaios Ecodmicos da EPGE 605, EPGE-FGV, Dez 2005.

[606] Marcelo Grtes Neri, Luisa Carvalhaes, e Alessandra Pierbrdlusio Digital
e Redistribuiéo Privada Ensaios Ecodmicos da EPGE 606, EPGE-FGV, Dez
2005.

[607] Marcelo Grtes Neri e Rodrigo Leandro de Mourd.a institucionalidad del
salario ninimo en Brasil Ensaios Ecobmicos da EPGE 607, EPGE-FGV, Dez
2005.

[608] Marcelo (rtes Neri e Ande Luiz Medrado. Experimentando Micro&dito:
Uma Arélise do Impacto do CrediAMIGO sobre Acesso @&dito. Ensaios
Ecorbmicos da EPGE 608, EPGE-FGV, Dez 2005.

[609] Samuel de Abreu Pdss. Perspectivas de Crescimento no Longo Prazo para o
Brasil: Quesbes em AbertoEnsaios Ecobmicos da EPGE 609, EPGE-FGYV,
Jan 2006.

[610] Renato Gal&o Fbres Junior e Masakazu Watanukintegration Options for
Mercosul — An Investigation Using the AMIDA Modé&nsaios Ecodmicos da
EPGE 610, EPGE-FGV, Jan 2006.

[611] Rubens Penha Cysnécome Inequality in a Job—Search Model With Hetero-
geneous Discount Factors (Revised Version, Forthcoming 2006, Revista Econo-
mia). Ensaios Ecaobmicos da EPGE 611, EPGE-FGV, Jan 2006.

[612] Rubens Penha Cysnén Intra—Household Approach to the Welfare Costs of
Inflation (Revised Version, Forthcoming 2006, Estudos Baouoos) Ensaios
Ecorbmicos da EPGE 612, EPGE-FGV, Jan 2006.

[613] Pedro Cavalcanti Gomes Ferreira e Carlos Hamilton VasconceldgoAr@n
the Economic and Fiscal Effects of Infrastructure Investment in Br&ribaios
Ecordbmicos da EPGE 613, EPGE-FGV, Mar 2006.

[614] Aloisio Pessoa de Atdo, Mario R. Fascoa, e Juan Pablo Torres-Maetz. Bub-
bles, Collateral and Monetary EquilibriunEnsaios Ecodmicos da EPGE 614,
EPGE-FGV, Abr 2006.

[615] Aloisio Pessoa de Atgo e Bruno FunchalHow much debtors’ punishment?
Ensaios Ecodmicos da EPGE 615, EPGE-FGV, Mai 2006.

[616] Paulo Klinger Monteiro.First—Price Auction Symmetric Equilibria with a Ge-
neral Distribution Ensaios Ecobmicos da EPGE 616, EPGE-FGV, Mai 2006.

[617] Renato Gal&o Fbres Junior e Masakazu WatanukiChina a Northern Partner
to Mercosul? Ensaios Ecobmicos da EPGE 617, EPGE-FGV, Jun 2006.



