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ABSTRACT

The paper discusses the reasons why Uruguay slumwelop a new framework of trade
negotiations with the United States of America4). The initial argument starts with a critical
assessment of the economic integration performamabe Southern Cone during the past
decade. The South-South orientation for commonretraehotiations with third parties are not
aligned with the small countries interests in Merag this is particularly the case of Uruguay.
The second point is a description of thea administration trade negotiations strategies of
competitive liberalization. During the current ddeathis global stance justifies the sign of
many number of Free Trade Agreemerta) by USA government. This year the evolution of
the Congress composition and other political evehtsv a change in the trade policy that also
is characterized in the article. In the third ghdre is a specific story about the trade flow and
the evolution of trade policy between both econ@mla an eventual free trade area with the
North American market in the tradable sectors, Uayghas not a defensive position and on the
contrary it has many opportunities to exploit. Tdmnparatives advantages of this developing
small country are concentrated in the agricultugeta. In the industry sector Uruguay is
currently intensively open to its major neighbardercosur. Moreover, to open the Uruguayan
economy taUusA in tradable sectors could diminish the trade dewiacost associated with the
regional agreement. This benefit from the Uruguayearspective implies a small deterioration
of the Brazilian position. In relation to the sewiliberalization and the other complementary
trade rules of theTA the country must define what he want to obtairhwlite agreement. It is
possible to reserve some sectors and measurestfrengeneral rules of the liberalization
process. In all this beyond the borders issuesasschlly a domestic discussion to define the
orientation of the reform process associated with dgreement. TheTA gives the choice to
develop some economics reforms that could have dwerse political economy in a
conventional contractive adjustment.

Key words: Uruguay, United States, international relationshiMercosur, regional integration,
international agreements.
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1. INTRODUCTION

Three elements illustrate the complex situatiort thaiguay faces from the perspective of its
international insertion in general and its regianakrtion in particular.

1. In Uruguay, the dominant political perception isttintegration within Mercosur has
not performed well;

2. A clear bilateralism prevails between Argentina @rdzil over the framework and
institutions of the Mercosur agreement;

3. Bilateral relations with Argentina, Uruguay’'s clgse neighbor, have clearly
deteriorate

The bilateral conflict between Argentina and Urugua not independent of these two
phenomena but, to the contrary, is a manifestaifadhem. It is a conflict that brought to light
new information by revealing the preferences ofrtimst important national actors in Mercosur.

In this article, | will argue that the departuresni Mercosur norms have gone beyond small
and specific deviations whose cumulative effect ioaerode the agreement’s credibility.
Instead, they have become flagrant violations tiak into question the very basis of the
agreement. Uruguay’s vulnerability in the regiors lrecreased. | am not referring to a specific
situation that affects the short term conditionardue that the result of the current situation in
terms of relations with third countries would hareimpact that would condition Uruguay for a
longer period. For that reason, today’s decisiansela critical importance.

Within this context, Uruguay needs to revise itseinational insertion policy. It is
necessary to establish a more balanced set ofillibation channels that allow Uruguay, as a
small economy, to fit in a more stable manner i global movements of goods, services and
factors of production associated with the speddien that the globalization of the international
economy takes today. From the perspective of Unyiguaational interest, it is imperative that
Uruguay is able to negotiate other preferentiabagrents. Among them, an agreement with the
United States is very important. However, it is ortant to point out, this is not the only option
available in this respect.

It is also important to consider this situationnfrahe United States’ perspective. Taking
into consideration the new political configuratiof the US Congress and given that the
evolution of the Doha Development Round is facingoasible failure, it is foreseeable that a
new wave of preferential agreements will come ajalbeit along different lines.

This will not be about stepping away from Uruguaysighbors and from the regional
integration process that has slowly and laboriobslgn developed, but the contrary. It is about
building solid foundations for a better internafibninsertion. The excessive regional
dependency, in the current conditions of Mercogeopardizes the stability of Uruguay’s
growth, a necessary condition for the country’sadigpment.

In its uneven relationship with its neighbors itule not be a new strategy to use the
relationships with third parties to strengthen UWragjs bargaining power. Examples of this
strategy can be found in Uruguay’s history sineebirth as an independent nation, from its
relationship with the British Empire in the ninatée century to its relationship with the United
States in the first half of the twentieth centlRgsorting to agreements with powerful countries
to counterbalance regional conflicts has been astaoh characteristic of Uruguay's
international relations (see Oddone, 1990 and 2004)done (2004) specifically cites the

2 A phenomenon that is continuously expressed thgirdhe controversy over the location of the paper
pulp mills on the eastern shore of the Uruguay Ri¥ée conflict, however, can be interpreted from a
broader perspective that is not developed in thigle. Currently, the diplomatic effort seems te b
oriented to prevent the further escalation of thefléct.



agreement between the United States and Urdgoakie context of great political tension with
Argentina at the outset of the Second World Warewgithe conflicting alignments of Uruguay
and Argentina. This tense situation lasted for ntbem a decade and coincided with the period
when the commercial agreement with the United States in force.

This article consists of this introduction and faadditional sections. The next section
discusses the evolution of the state of Mercosdrfaouses on the extent to which the current
state is unfavorable for Uruguay. Understanding tkgional problems is part of the
construction of a long term strategic vision thadks for complementary alternatives that
compensate the shortcomings of the agreement asmd @llaborate to its solution. The third
section analyzes the perspective of the UnitedeStaind the evolution of the policy of
competitive liberalization. Uruguay has a very tieai capacity to influence the conditions of
reciprocal agreements. For that reason, it iscatito understand the evolution of the position of
its potential partners. In the fourth section, ég@nt a chronological summary of the recent
evolution of the relations between Uruguay andUWnged States since the negotiation of the
BIT (Bilateral Investment Agreement) to the evadatiof the recent meetings that took part with
the TIFA (Trade and Investment Framework Agreemiathework. The fifth and final section
highlights the most important conclusions of treper.

2. DISSATISFACTION WITH MERCOSUR

2.1 The Desired “Deep Integration”

Ideally, Mercosur would enable Uruguay to have gma&ftial access to a large and adjacent
market. Measured in terms of gross domestic proffBEtP), the regional market is 45 times
larger than Uruguay’s domestic market. In termgpa@pulation, Mercosur is 65 times larger.
This preferential access means that while goodginatied in countries outside the agreement
have to pay an import tariff, goods originated frdbruguay can be exported in free trade
conditions to the rest of Mercosur countries. Qfrse, the reciprocal is also true. Imports from
Mercosur member countries take place free of ariffis reasonable to presume that Uruguay’'s
neighbors, by virtue of size, have economies merécally integrated. Therefore, they will be
better equipped to exploit the economies of scatkvell be more efficient in the production of
goods and services for which these characteristadter.

From a conventional perspective, the beneficiab@ff for a small economy are
materialized when it substitutes domestic ineffitiproduction for more efficient production
from its regional partners (the so-called “tradeation” effect). In this case, the effect is simila
that resulting from unilateral trade liberalizatioh contrary and negative effect takes place
when imports from the region substitute more egfitiimports from the rest of the world (the
so-called “trade diversion” effect). This can tgkace by virtue of the tariff preference that is
granted to regional partners vis-a-vis provideosrftthe rest of the world.

A small economy also benefits when it obtains peefgal access to large and
neighboring markets, because it is possible toilliatter export prices, resulting in greater
demand. This demand, moreover, is protected itioaldo third countries by the tariff levied
on extra-zone products. In this case, the tradersiion effect benefits the small economy at the
expense of third countries. For example, if in bi@sket of agricultural products of temperate
climates, where Uruguay has a great comparativarddge, Mercosur has a preference for

¥ Commercial Agreement and Final Act between thetddhBtatus and Uruguay, celebrated in August,
1942 and ratified in December of the same year $&meetaria del Senado, 1995). This was a pre-GATT
commercial agreement where the parties agreedett #ach other under the most-favored nation
principle within a group of tariffs that are mutlyatonsolidated. The agreement ceased to be ir fiorc
1953.



greater protection, then domestic prices in theoregvill be high, so long as the quantities
exported by the small economy do not affect thewmep. As a consequence, the small economy
(Uruguay) would enjoy higher export prices. In thénse the small economy would capture part
of the tariff revenue previously collected by otmeember countries for imports originated in
third countries (who had no tariff preference).

In the world of modern manufactures characterizgceonomies of scale (in other
words, average costs descending as productionsleatelfirm or industry level increase),
countries with a greater market size have a greptgential to attract investments in
manufacturing. Being a large player in modern mactufring implies having an enhanced
capacity for the accelerated incorporation of técdinprogress. In addition, there are dynamic
aspects that may lead to even greater benefits.

Regional integration is a tool that enables memlier®vercome the fundamental
asymmetry between countries that exists as a restiaving different market sizes. In other
words, small economies can cease to be so wheratieegeeply integrated to a greater space.
This effect can be reinforced by the particularrabteristics of the small economy. In the
specific case of Uruguay, which is geographicatigated in the epicenter of the River Plate
basin (almost equidistant and close to the twodsggegional markets, San Pablo and Buenos
Aires), this argument has great importance.

Another argument to support the value that regidntdgration may have for an
economy like the Uruguayan highlights the remotation of the country and the region vis-a-
vis the large and most dynamic markets in the matéonal economy. In this sense, there is a
broad spectrum of goods and services whose tracteaigcterized by high transportation costs
and therefore whose trade occurs, essentially, grolmse neighbors.

All these arguments illustrate why Uruguay has erébsur a reasonable bet in terms of
its expectations of development. These expectattsts circle around the fact that, as a result
of Mercosur, Uruguay can become an attractive lopafor firms from third countries.
Uruguay’s capacity to become an attractive locafmmthird parties is directly linked to its
capacity to be fluently integrated to a larger @gnit space.

The characteristics of an ideal commercial agreeéfioera small economy like Uruguay
therefore are: (i) deep regional integration; t(@de liberalization with third parties (preferehti
or unilateral) to reduce the negative “trade dinerseffect; (iii) preservation, to the maximum
extent possible, of important margins of prefereimcgectors important to the country’s export
economy to increase the “trade diversion” effeqyaised on third countries. This is a unilateral
and mercantilist perspective. It is clear thathe search for a negotiated cooperative agreement
as economic integration must ultimately be undexstoall these objectives based on an
exclusively national preference will not be achivEuriously, the current status quo represents
the opposite scenario, with an unbalanced distohudf the “trade diversion” effects that favor
the largest economy in the block.

“Deep integration” is the process where countrigmsipate tariffs and establish the free
flow of goods in the integrated space, harmonizittgnestic policies, which enables the
construction of a leveled playing field for all tleonomic actors in the block. Such an
agreement, moreover, would not only entail therbeation of trade in goods but also extends
to the areas of services and a series of complemepblicies (in the so called “new trade
issues”) such as: investment policy for within-tdoand outside-block actors; competition
policies to discipline both private and public secactors, with the objective of maintaining
competitive markets; government procurement pdjcaad intellectual property policies.



2.2 The Real Integration

Regional integration also presents important tisréfat need to be considered. In addition to
the conventional problems associated with “tradeemion”, it is possible that in the
intermediate stages of regional integration agglatien forces in the larger markets prevail,
producing de-industrialization in peripheral maskeind regions. This phenomenon will be
more intense in the manufacturing sector, whereialzation is determined by the size of the
market. On the other hand, this effect will be dfigal if there is an asymmetric movement of
factors of production, and if the capacity to acalate physical capital in the industrial sector
deteriorates. In sum, the effects of integrationsimall and peripheral economies are different
depending on the degree to which integration igexhion. “Little” integration de-industrializes
and “lots” of integration contribute to small ecomies ceasing to be so, in the sense that they
start to be included in industrial location deasi@as they are inserted in larger markets. There
Is evidence that agglomeration effects have takenepin the countries of Mercosur. The
preferred option in terms of commercial policy lBvimus: the “deep integration” agenda is the
agenda that theoretically best corresponds to nterests of small countries in integration
processes.

Being integrated with economies that have histliyicchad high levels of
macroeconomic instability also generates a potemtigative effect for small economies, which
are frequently subjected to the macroeconomic gaatkes of their neighbors. It is true,
however, that in the last decade the largest ecgnorthe region (Brazil) achieved more solid
levels of macroeconomic stability that in the past.

The dissatisfaction with Mercosur is based on #u fhat the agreement that has been
built has a configuration opposed to one that wdaddeneficial for economy like Uruguay. In
fact, the national policies of the larger countides not negotiated and remain unchanged, even
when they contradict what has been agreed in Marcdsis stance is not compatible with an
economic integration agreement such ambitious asdgar, which implies sharing sovereignty
in a wide range of public policies.

Up to now, what has been achieved has been arfade tarea (with some sectoral
exceptions in the sugar and automotive sectorajlgition to a series of policy harmonizations
in very isolated fields. The free trade area iadilition affected by a high level of uncertainty.
The proliferation of non-tariff barriers shows thaw level of adherence to commercial
disciplines. This phenomenon acts like an effedbreak to productive specialization and to the
development of intra-regional trade.

But Mercosur adopted the format of a Customs Uiidld) as its economic integration
structure. In comparative terms, considering thddgragreements currently in place, the CU is a
modality rarely used in the international econdnfhis modality is associated with a greater
level of commitment between member countries, b&eati requires the development of
common policies and institutions. The choice o$ tmodality was consistent with the original
ambitious objectives of the original treaties suitbgd between countries in the Southern Cone.

In terms of the construction of the Customs Unionl994 a Common External Tariff
(CET) was established, as well as a path of comvery of the national commercial policies
toward a common commercial policy for Mercosur.sTbonvergence was based on two tools.
First, on the sectoral lists (Capital Goods listd anformation Technology and
Telecommunication list) where the preferences dffsawith third countries were different
between countries and a path to convergence tother€CET was agreed. Secondly, national

4 Of the 215 Regional Trade Agreements (RTA) in elag 2003, only 14 have been notified to the WTO
as Customs Unions, of which only some fully funot@s such (see OMC, 2003). By the end of 2007,
RTAs would reach four hundred, involving little $ethan 200 countries.



lists existed, including the products where mentwemtries could deviate from the CEThe
process of convergence to the CET, however, didatlow the deadline established originally
(2006) and continues to be subject to successistopoements.

More than a decade after the CET was agreed oretpee of compliance of national
trade policies with the common trade policy is Ié\8.a consequence, the aspired universal free
circulation that should characterize a Customs blhias not been achieved, and the circulation
rules are instead those of a free trade area. tharigh progress was made in establishing the
principle of free movement rule, this has had a vestricted scope of application, because in
fact a common trade policy is lackfh@eyond the unconcluded convergence process, #nere
other aspects of the common trade policy thatarérdém being harmonized. Among them, the
intense usage of special commercial regimes bymamber countries stands out, which
amounts to another source of non compliance. Orotier hand, the preferential agreements
reached with third countries “outside” Mercosur &av been harmonized and the new
“common” agreements have maintained a bilateralcland are an additional source of
divergence.

In effect, we observe that in Mercosur negotiatiovith third countries have been
taking place with great intensity in the last tezass (Vaillant, 2006). The results obtained,
however, are worst than what was expected and géveom the broad “open regionalism”
approach. An account of the agreements reachddgeent, as it reveals that what was carried
on was an inconsequential strategy of preferemegotiation of South-South agreements
(between developing economies), restricted to gaous with a format more bilateral than
regional. The incentives for negotiation with thpdrties have been markedly different for the
different partners. In the largest economy (Braailjnore defensive vision prevailed which
found support in the current Argentinean vision tedde policy issues. The bilateralism
observed in the South-South negotiations was alanifasted in the negotiations with the
industrialized economies or economies with greptgential markets. This bilateralism hasn’t
yet materialized in specific trade agreements,idutot inconsequential. Brazil is the country
that leads this mode of negotiation, having takewpdrtant actions and obtained some
significant achievements in this are@his bilateralism is a fact and is even justifiadthe
different capacities and interests, as well adifferent situations, of each member. However,
it contradicts the will to build a Customs Uniondathe common disciplines that such a project
entails. As | will explain bellow, there is a gaptlween what countries agree to and declare and
what they finally do. It is what we refer to as “Mesur syndrome”.

® The definition of products is established in them@non Nomenclature of Mercosur (CNM) and
compromises around 10,000 items.

® Articles 9 and 10 of the Treaty of Rome estabtighthe European Economic Community (EEf@jine

a general free movement ruleibre pratiquein French,libre practicaor libre circulaciénin Spanish).
Pursuant to Article 10, Paragraph 1 of the EEC fire@roducts coming from a third country shall be
considered to be in free movement in a member #téte import formalities have been complied with
and any customs duties or charges having equivaléatt which are payable have been levied in that
member state, and if they have not benefited frawtal or partial drawback of such duties or charge
This stipulates that goods move freely from thioditries where import formalities have been conaplie
with and all customs duties or charges with anajent effect have been levied in a member sthtbei
goods have not benefited from a total or partiawdrack of duties or charges. Freely moving goods ar
treated like goods originating in the region.

" In November of 2004 Brazil granted China markeiremmy status, which has consequences for the
definition of some trade remedy instruments thatuth be subject, theoretically, to common practices
with the other Mercosur members. In March of 2086 United States and Brazil signed a biofuel
cooperation agreement that may have consequendas @ommercial policy of access to the US market,
which currently levies this product with a specifariff. In July of 2007 the European Union granted
Brazil the status of strategic partner, status thatEU grants very rarely, generally to those wiould
become new members. Brazil has observer stathe @ECD and is seriously considering the possgbilit
of becoming a full member, as Chile is in the paitibecoming. In addition, already in 2002 Brazitlan
Mexico had signed a very relevant agreement (ACE8)an the automotive sector.



In the last three years a series of bilateral frade agreements have been reached
between the United States and individual countaies groups of countries in the region (Chile,
Peru, and Colombia, among others.) This phenomanocantuates the isolation of the Mercosur
countries in the sense that they will access irditmms of unfavorable discrimination both the
US market as well as the markets of many of itsroencial partners. This is the case because
the depth of the agreements signed by these cesmith the US is much greater than that of
the agreements which the Mercosur signed with thEns phenomenon, in addition to the
Mercosur's own uncertainties, drove Uruguay, onethaf small economies in Mercosur, to
initiate a process of bilateral negotiation witke tBS.

In other areas, the “Mercosur syndrome” has led teegotiation on all the new trade
issues and to have protocols signed in each oéthosas. However, none of those protocols is
fully in force and has an adequate level of comrmaittn The four most important new issues
that should have common disciplines are: compatifiolicy; intellectual property policy;
investment policy; and government procurement golic

It is in these new trade issues where the “Mercegndrome” of approving norms that
never come into force is more acute. Countries ggts they don't agree with or which face
severe restrictions to be incorporated in their elstic legal systems. A perverse dynamic is
generated where an issue is registered as discaswmbchegotiated, but with no practical
implications. After a period without results ana tblear evidence of failure, new norms are
approved in an attempt to refocus the negotiatygmerally norms that do not require to be
incorporated through domestic law. In some cages;ific groups are created to reestablish the
negotiation process. As a result of this procegscan argue that Mercosur has recognized the
importance of new trade issues but, nonetheless,thmade any relevant progress in achieving
a common regime for any of them.

A very relevant issue linked to the creation of [pugoods resulting from integration is
the preservation of the environment. This issueduaent relevance given that is linked to the
conflict between Argentina and Uruguay. If the adistration of joint resources is not an issue
in the integration agenda, it is hard to think whissue is. The comparative experience and the
accumulated regional norms were sufficiently righthe outset of the conflict, to deal with the
controversy and turn it into an opportunity to sghen the block. That was not, however, the
chosen path. To the contrary, the conflict wasucirscribed to the bilateral relation between
Argentina and Uruguay and it was taken for dismdtlement to the International Court of
Justice. This way, problems were not reduced buyiliied and are now patently present in
Mercosur's current gridlock.

All the characteristics outlined about the poorf@enance of real integration in
Mercosur are linked to the gap between what is, selitht is agreed, and what is effectively
applied by countries in their domestic legal systeRart of the confusion that currently exists is
precisely due to this phenomenon. This is natgigén that this is intrinsic to the dynamic of a
process under intense transformation. However gtpe between what is agreed and what is
applied is worrisome because it illustrates therele@f compliance and commitment (or lack
thereof) to integration rules that countries adyulbve. The fact that this gap is wide and
growing erodes the credibility of these agreemamts has consequences for production and
trade decisions.

Integration is a process that is associated wehdisign of an institutional framework
that constitutes the tools that countries have dbiexe the commitments achieved. This
institutional design has to bear some relationgliip the objectives established originally. It is
precisely there, in the institutions that are @dathe resources assigned and the powers that are
granted where countries manifest, in concrete tetimslevel of commitment they have with the
integration process they seek to establish.

Mercosur needs new institutional mechanisms thiasatb the existing challenges. It is
required that countries behave more sincerely ati@udisciplines they effectively apply and
start to rebuild the process on more solid fourdati Mercosur developed all its overloaded



structure based purely on an intergovernmental mmidgovernance. This method hasn't
simplified the functioning, is not economical fraime point of view of the resources that are
assigned to it, and is not efficient in generatimg level of political commitment that the design
of these institutions intended to promote.

The history of Mercosur reveals that countries eysttically deviated from the cornerstone
premise that should promote the cooperation betwsemembers. This premise has a double
formulation: believing in what is agreed upon aedahed agreements that are based on what is
genuinely believed. In the first sense, it is algiving value to the commitments once they are
reached: what has stemmed from a complex and costjptiating process, expressed in a
group of norms, must be complied with. Then, ingbeond sense, the agreements must include
norms whose implementation is feasible and desrfdsl each of the actors involved. In order
to be able to fulfill with this norm it is necesgan recognize which of existing norms fulfill
this credibility test.

3. NEW BILATERALISM IN THE US: THE POLICY OF COMPET ITIVE
LIBERALIZATION

In the present decade, the United States develapedtive strategy of preferential agreements
with several countries based on a common formatveyer, this format has evolved. The first
of these free trade agreements (FTAs) was witlelg¢see Table A3). The new TLC agreements
have followed the NAFTA format, which in turn waaded on the US-Canada FTA signed at
the end of the 1980s.

Evenett and Meier (2006) have characterized thikcypas one of “competitive
liberalization®. The United States induces competition for likesgion between countries by
offering them preferential access to its markesdatially in a basket of sensitive protected
goods) and as a counterpart seeks to achieve fagaranditions in terms of the objectives that
it tried, unsuccessfully, to promote at the muiéfal level. These objectives relate to the
commitments over the new trade issues that tradsties standard trade issues relating to
border measures (tariffs and custom harmonizatibhis is why FTAs establish commitments
on the liberalization of services (internationabysion, investment, telecommunications and
financial services) as well as on a series of cemphtary issues (government procurement,
intellectual property rights, labor and environnanprotection, etc.) Another important
characteristic relates to the intention to linkd&sagreements with broader foreign policy and
security objectives, looking to promote what in 48 jargon are called “American values”
(Evenett and Meier, 2006).

In addition to the development of this policy amga has taken place in the relationship
within the US Congress and with the Executive binario effect, the power of Congress in
terms of trade policy has been decentralized atstmme time when its power has been
enhanced, both developments well received by tivatprsector. This has intensified the action
of interests groups in several arenas.

Bilateral agreements currently in force in the’W&present 37% of its foreign trade. If
the agreements currently being negotiated or upafification are included, this figure reaches
40% (Schott, 2004). This numbers have given grotimdse argument that the US’ diversified
agenda of bilateral negotiations is of marginal sw@rcial significance. In fact, the US has not
focused on negotiating with larger markets, as phigate sector in the US has requested
(Schott, 2004).

® This policy was carried on by Robert Zoellick, whas in front of the USTR starting in the first Gge
W. Bush administration in 2001.
® There are ten FTAs (Table 1). An comprehensivédiprovided in the Annex (see Table A3).



In 2002, the US Congress granted the Executivechrdmade Promotion Authority

(TPA) to negotiate trade agreements until the &5, The TPA was subsequently renewed
until June of 2007. The Executive branch needsotdynCongress -90 days in advance- of its
intention to start negotiations towards and FTAJ has to notify the Legislative again 90 days
before the agreement is sent to Congress foraatiifin. Currently, the US government does not
have TPA. However, in several forums activities st taking place, particularly in relation to
processes that were already in motion. At the iatdtial level, for example, it is understood
that if the conditions to achieve an agreement weaehed, this would precipitate the political
process necessary for the US Congress to granExbeutive branch negotiation authority.
However, other restrictions may arise from theteled calendar in the US.

As it is shown in Table 1, there has been a pregrasn terms of the kind of bilateral
agreement that the US has sought to negotiatet fies focus was placed on bilateral
investment treaties (BITs), which were very relévanthe past decade (30 of the 40 BITs the
US has signed were subscribed in the 1990s). Suesdy, in the first five years of this decade
almost two-thirds of the Trade and Investment Fraiotk Agreements (TIFA) were signed.
Finally, in the last two and a half years, haltleé ten FTAs entered into force.

Table 1
Evolution of US bilateral trade agreements (BITs, TFAs y FTAS)
BIT TIFA FTA
2005-2007 | 2 8 5
2000-2004 | 8 18 3
1995-1999 | 9 3
1989-1994 | 21 4 2
Total 40 33 10

Source Author’s elaboration based on Tables Al, A2 y A3.

The BIT agreements involve greater commitment, mitleat they establish reciprocal
disciplines in terms of investment. TIFAs can be #iep taken before starting negotiations
towards FTAs. However, there are many countrieh witich TIFAs have not evolved in this
direction (see Tables A2 and A3). In the bilatesafjuence specific to each country no clear
pattern of first BIT, then TIFA and finally FTA emges. To this moment, only one case follows
this path, and this is the case of a country inAte peninsula (see Table A3).

However, if any of these agreements (BIT or TIFALonsidered as the precedent of an
FTA, then it is indeed possible to establish amweission. Half of the current FTAs in force was
conducted with a country with which either a BIT amwd FTA was signed before (see Table
A3). In the case of agreements that have beendiguehaven’t yet entered into force, in two
out of five cases some agreement existed befoeeT@ele A3). In the case of agreements being
negotiated, this relationship jumps to 4 out of 5.

Globally, in half of the twenty cases being conside(where an agreement has either
been reached or is being negotiated), previouseagrets existed. If the cases of NAFTA and
Israel are included —which were longer processesnhere previous agreements existed- we
can safely conclude that in most cases signingTadBla TIFA is a necessary condition to sign
an FTA.

The countries that have a BIT and a TIFA and thainat being considered in the list of
countries that are negotiating an FTA are five: figKazakhstan, Kyrgyzstan, Tunisia and



Uruguay. In this sense, they can be consideredotenfial candidates to negotiate a more
ambitious agreement in the future.

Some of the processes to reach an FTA have beby leg®y. This has been the case,
for example, with Chile, with a negotiation thatparded for 5 years and consisted of 14
negotiating rounds. Other cases have been realtyda it was the experience with Jordan and
Bahrain, where in a year or less and few negogatunds an agreement was reached. After the
period of negotiation with the Executive brancle thsult is presented to the US Congress for
consideration. In many cases, this stage gavdaiamendments that had to be reconsidered. In
other words, the TPA does not inhibit the influenafeCongress in the final stage of the
agreement.

The US parliamentary elections of 2006 brought alaonew configuration in the US
Congress characterized by a higher share of Dentiobegislators in both Houses of Congress.
The first assessment conducted (Evenett and M2@06 b) characterized the change in
Congress pointing to the fact that the new membars a lower level of preference for free
trade policies and a critical position vis-a-vig tiecent performance of the Executive branch on
this issue. In this sense, a great level of unggytaegarding the existing trade negotiations
emerged, both at the multilateral and bilateralA}Evels.

A more detailed analysis shows that in the Commitspecialized in trade policy
matters in the House of Representatives, most Deatioanembers could not be characterized
as free trade skeptics, but in favor of trade agexds that give greater emphasis to some
specific issues, most importantly labor standaiss{ler, 2007). The first months of 2007 were
very dynamic and the necessity to achieve a bisartagreement on trade policy matters was
established. Four highly advanced processes of R@gotiation (Panama, Peru, Colombia and
Korea) needed an answer from the United Statesraatl cases Legislative intervention was
required.

On May ", 2007, after a long and arduous negotiating pocesler the leadership of
the Chairman of the Ways and Means Commiittg¢he committee in the House of
Representatives that is in charge of trade isswedjipartisan agreement was reached. The
agreement also involved the agency in the Executraach specialized in trade negotiations,
the Office of the United States Trade RepresedtdSTR). The agreement was titled “A New
Commercial Policy for America” and it contains amghasis on labor and environmental
standards. It incorporates language about cooperatind capacity-building, and some
directives are established to reduce the stringemdirements in terms of intellectual property.
The agreement began to be operative for the PetuPanama FTAs. In the case of Colombia
concerns about the violation of human rights remaird in the case of Korea the remaining
problems relate to disagreements around issuesidetnaccess.

Up to this moment, this new agreement hasn’'t hh@rotonsequences beyond those
already mentioned. In any case, it illustratesféee that in light of the new power configuration
in the US Congress, future trade negotiations woeddire bipartisan support to move forward.
In June of 2007 the TPA expired. According to th8 Qonstitution, trade policy is in the
domain of the Legislative branch, which can in tdetegate that authority to the Executive. In
the absence of this delegation of power, it isltbgislative branch which has jurisdiction over
trade matters. This is the current situation.

According to Destler (2007), renowned specialisttba issue, there are three options
regarding what can happen with the TPA in the fitur

a. An extension, for a long period of time and witlod coverage in terms of negotiating
arenas, similarly to the one granted to the cumentinistration in 2002;

2 The Chairman is Charles Rangel, who is considargitberal” left-leaning politician within the US
political spectrum (see Special Report: 2006 Vatrigs”, National Journal cited by Drestler, 2007).
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b. An extension granted exclusively for negotiationghe multilateral level. There is a
precedent for such an approach, in case of thelasuBound,;

c. A third option is an extension that not only conpdates the Doha Development Round
but also the conclusion of existing FTA negotiasion

The first option is judged to be unlikely and uneesary given the current situation.
Between the second and third the differences ligherextension of the agenda that is covered
and the timeframe required to do so, as well andegel to further establish the objectives of the
negotiation and the demands for further consuhatiavith the Legislative. Nowadays the
engine of trade negotiations is the Doha Roundergithat it establishes concrete costs and
benefits of having the TPA. However, it is possithlat some other option may open. We can
speculate that the Bush Administration will workvayds expanding the mandate with an
authorization that goes beyond Doha. The biparigmaement reached in May is a precedent in
this direction. However, it is clear that a defimit on this issue should take place by the end of
the first session of the 11@S Congress (December, 2007).

4. STORY OF A RECENT RELATIONSHIP

4.1 Trade and Investment

In the last decade, it became clear that the UrStates and the rest of the NAFTA countries
had become an increasingly relevant market for Uyt exports. In this decade, they reached
a similar level of magnitude that Mercosur partnérgart, this was due to a process of market
substitution as a result of the regional crised ttarted at the end of the 1990s. The most
important export product to the United States isit® meat, which accounted for half of
exports in 2006.
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Structure and recent evolution of Uruguayan Tradeyear 2006 and 2004-2006 period

Table 2

(thousands of dollars and %)

a) Exports
Origin/Sector Agriculture |Manufactures | Total Change
2004-2006
MERCOSUR 334 609 942 11
EE.UU. 323 197 520 -5
Rest of NAFTA | 94 84 178 -10
UE 423 247 671 7
Rest of World 1.043 598 1.641 45
Total 2.218 1.735 3.952 16
b) Imports
Destiny/Sector | Agriculture |Manufactures | Total Change
2004-2006
MERCOSUR 330 1.853 2.182 26
EE.UU. 6 321 326 22
Rest of NAFTA |5 74 79 38
UE 31 455 486 14
Rest of World 44 1.657 1.702 24
Total 416 4.359 4.775 24

Source author’s elaboration based on data from the @eBank of Uruguay

Exports to the United States and the NAFTA coustriEpresented less than a third of
total exports in 2004 and did not reach a fiftl2D06. On the other hand, Mercosur also lost
important as a destiny for exports, representiag tean a fourth in 2006, when it had surpassed
this level in 2004. Between 2004 and 2006 expartthé European Union grew as exports to
the US were reduced. The process of recent revatuat the Euro vis-a-vis the dollar explains
to some extent this phenomenon of market substitutvithin industrialized countries. As
figures in Table 2 show, the recent dynamism ofduay’s exports was essentially oriented to
other markets in the world, showing a process dfilateralization of export destinies.

There is consensus among the few studies that et conducted about the fact that
the basket of Uruguayan offensive products in tnaith the United States is concentrated in
some agricultural products (meat, dairy, rice) anfdw manufactured products in the garment
and textile sector (mainly based on wool and ledthérThe pattern of Uruguay’s comparative
advantage coincides to a great extent with theymtsdahat are considered “sensitive” in the US
import basket. Being sensitive products, they anmeegally highly protected products. For this
reason, achieving preferential access to the U%ehavould be very important in changing
market access conditions for these sectors.

Improving market access conditions in these praductuld enable Uruguay to obtain
important advantages that would very likely be esped as an improvement in export prices
for this basket of goods, promoting investment éimel subsequent expansion of exporting

' See Blanco and Zabludovsky (2001), Vaillant and (2005).
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capacity in these sectdfs The processes of expansion of the export supjillyonly be
triggered based on these long term signals (secredss to a large market). This dynamic
perspective of access, investment, and expansiexprt supply and employment makes the
effects of preferential access relevant and definittractive®.

In terms of imports, the countries of Mercosur gadticularly Brazil have become a
dynamic source. In 2006 little less than half otigiray’s imports (46%) were originated in
Mercosur countries, and this regional orientatioboves a growing trend. The excessive regional
dependency on imports increases the likelihood dhade diversion effect is taking place in
response to the Common External Tariff and thatndé reflective of Uruguay’s trade
preferences. In terms of trade in goods, Uruguassdd have noticeable sensitivities in trade
with the United States, and lowering trade barnigith an industrialized country would enable
to foster competition with regional providers, imping the quality and price of the products
purchased.

In terms of trade in services sufficient data iskiag, but it is presupposed that in a
series of new activities linked to trans-boundawgdé (information technology, professional
services) the United States is a relevant desling. necessary to study these sectors in depth
given that they present novel characteristics irgab export dynamism and the labor market,
because they are intensive in skilled labor, amdfoster the creation of high quality jobs.

There is consensus in the literature that the tondi established in the intellectual
property chapters of free trade agreements are beoeficial for developing countries,
particularly for the pharmaceutical sector. Someliminary studies, not yet published, show
that this is also the case for Uruguay.

Table 3

Structure and Evolution of Recent Uruguay IncomingFDI, 2004-2006 Period Thousands
of US$ and %)

FDI Origin/Year  [2004 2005 e
MERCOSUR 42 .4 131,0 209%
European Union 84,5 268,8 218%
United States 1,6 35,4 2166%
Rest of the World 203,9 4121 102%
Total 332,4 847,4 155%

Source author’s elaboration based on data from the @eBank of Uruguay

Another relevant dimension relates to foreign dineeestment (FDI). Although the US
hasn’t been a relevant source of FDI in recentsjats importance has been growing. There is
also evidence that the US influence may be undeedalSome regional investments have been
made by companies with a majority of US capital. pesuppose that the positive effects that a

12 Given the existing asymmetry between Uruguay’psupapacity and the US’ demand for imports, it
is assumed that Uruguayan exports that benefit fsceferential access to the US market would enjoy
amplified protection, that is, Uruguayan exporteoaild receive the high domestic price existinghe t
protected market (Vaillant and Ons, 2005). On ttewohand, US exports to Uruguay would enter under
a regime of reduced protection, obtaining the @ésaffect of reducing the trade diversion cost of
Mercosur.

31n order to have an idea of the magnitude of Wtential improvements in access to the US marlet, s
in Table A4 the tariff paid and the share of US émip that Uruguay represents for each product.

13



free trade agreement may have over FDI are linkddrtiguay’s capacity to maintain existing
conditions in the process of regional integration.

4.2 Agreements

Generalized System of Preferences (GSP)

Uruguay enjoys benefits with preferential accessh® US market under the Generalized
System of Preferences (GSP) framework. The GSBbledted in 1971, is an exception to the
principle of non discrimination (most favored nati@lause), based on the “special and
differential treatment” granted to developing caigs Through this mechanism, developed
countries grant developing countries preferentigeas with the aim of promoting the latter’s

economic growth. This is a liberalization schemattls non-reciprocal and therefore it is

subject to the discretion of the country grantihg preference. In the United States, the GDP
was incorporated in the judicial system, for a year period in the 1974 Trade Act that came
into force on January, 1976. However, the prograas been periodically renewed, most

recently in December of 2006 and is currently ircéountil December of 2068

The US grants important tariff preferences undesrghogram (around 100%) in a list of
products, if those products are originated in aetling country. If those products are subject
to a quota, then the 100% preference applies anllgd in-quota imports. Out of quota exports
pay the regular MFN tariff. Therefore, for meat atairy —which is further discussed bellow-
Uruguay pays 0% of tariff for in-quota imports witlthe GSP frameworknd pays the MFN
tariff for its out-of-quota exports.

In 2006, a little more than 11% of Uruguay’'s expdd the US took place within the
GSP framework (see Table A4). The basket of pradtizt enjoys GSP benefits is diversified
and includes a wide variety of manufactured prosluct

Treaty for the Encouragement and Reciprocal Pradecdf Investment

In February of 2002 the United States and Urugusgibdished a Joint Commission on Trade
and (JCTI). According to USTR press releases, dmUgey 1%', 2002, Uruguay President Jorge
Batlle and Ambassador Robert Zoellik (US Trade Reentative) analyzed how to promote
trade between the two countries. They also comstdrameworks for trade liberalization
complementary to the multilateral negotiations (WT& the plurilateral level in the continent
(FTAA) and in the context of a possible bilatenalisvith Mercosur (the so-called “4+1”
mechanismy. In this occasion, they announced the creatioth@fJCT| as a means to enhance
coordination among countries in issues of trade iamdstment of mutual interest. The first
meeting was scheduled for March of 2002.

At the 8" FTAA Ministerial Meeting in Miami in November of 23, Uruguay and the
US announced their intention to negotiate a bigtavestment treaty. This was one of the
results of the work of the JCTI.

1* See USTR (http://www.ustr.gov/Trade_Developmertihence Programs/Section_Index.html).

> In June of 1991 the United States and the fourchb&ir member countries signed a framework
agreement called “Agreement on Investment and TAablésing”. The agreement is known as the “Rose
Garden Agreement” and has a 4+1 format. The obatias to create a framework to discuss ways of
deepening the bilateral relation. The agreementhdsa very erratic life since its inception, amdyca

few meetings under this umbrella have taken place.

16 According the USTR Press Releases (2003) Zoedlill that:“Foreign Minister Opertti and | are
pleased at the accomplishments of the Joint Cononisgs®etween Uruguay and the United States. The
Commission has worked to resolve bilateral tradeiés and to achieve joint objectives in the WTO and
FTAA.....Today, we are pleased to announce that sksmos in the Joint Commission have led to an
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Later, in May of 2004, negotiations towards a B&gbrt’. This negotiations concluded
in September, 2004. The agreement was signed oob&c®2%', 2004. During the Fourth
Summit of the Americas (Mar del Plata, Argentina)ovember %, 2005, Uruguay and the
US signed a new Bilateral Investment Treaty thadiffex the one previously negotiated. It is
important to highlight that in March of 2005 a ngavernment came into office in Uruguay. A
coalition of left-wing parties managed to win thevgrnment after more than 30 years in its
pursuit. The new government reaffirmed its willsign the BIT but under the condition that
some changes were malleThe United States accepted the modifications.D@oember of
2005 the Uruguayan Parliament approved the agrdeamehthe US Congress followed suit
almost a year later, in August 2006. The treatyecaro force on November, 2006.

The BIT consists of the standard elements of threstment chapters of the free trade
agreements negotiated and signed by the Unite@sSthHtis important to highlight that it is
similar to Chapter 10 of the text of the Trade Rston Agreement (TPA, a free trade
agreement) that the United States signed with'RéFbe BIT consists of three sections. Section
A has 22 Article®. In this section the fundamental rules regardingomal treatment, most
favored nation treatment, transparency and othezseaumerated. The three annexes that
contain the standard negative lists of each parhe next to last Article (20) deals with
financial services, a subject that is not usuadigldwith on the investment chapter of free trade
agreements. This chapter, in the case of the UsuBli, is a combination of the content of
Financial Services chapters in FFAand includes general exceptions to the applicaifathe
established rules, as well as a special disputierseint procedures for investments in financial

agreement to initiate negotiation of a US-Urugudlatral Investment Treaty. We have also instructed
the Joint Commission to explore additional posgibas for sectoral bilateral agreements that wéhld to

a further deepening of the US-Uruguay trade relasioip through increased market access. Uruguay has
been a good partner with us in seeking to open etarik both the FTAA and the WTO”

7 By that time, the US had 36 BITs with other coigsr It hadn’t negotiated any BIT in the last Srgea
The decision to involve Uruguay in the first negtitin showed US interest in its relationship with
Uruguay.

'8 The text of Article 17 was modified as was theqgedure for the selection of arbitrators for dispute
settlement tribunals. In addition, Uruguay anneredeclaration that clarifies the extent of the Most
Favored Nation clause included in the treaty.

9 This agreement is still under consideration byhbparliaments, in light of the recent amendments
made.

2 Article 1 is about definitions. Article 2 aboutettscope and coverage, and it is worth noting that
financial services investments are not exempteticlar3 is the standard text regarding nationadtireent

for investors and their investments. Article 4 isoat most favored nation treatment, where non
discrimination vis-a-vis third parties is estabéigh Article 5 deals with the so-called “Minimunasdard

of treatment”. Article 6 about expropriation andrgmensation. Article 7 guarantees transfers regultin
from investments. Article 8 relates to the prohdritof performance requirements to the other psirtie
investments and the conditions under which thetgrhsome advantage may be conditioned to a reduced
set of investment practices by the other partyickrt9 is about senior management and boards of
directors and establishes that no restrictions beaynposed that undermine the control of investmbmgt
any party. Articles 10 and 11 relate to the transpey in the publication of norms and rules, ad asl
administrative procedures. Articles 12 and 13 aatil environmental and labor standards, respegtivel
Article 12 of the Uruguay BIT is more developedtti@Zhapter 10 of the US-Peru TPA. Article 13
referring to labor law is not included in the Chapi0O (Investment) of the US-Peru TPA. Article 14
contains the text relating to non-conforming measuthat are listed in the three annexes to the
agreement, using the procedure of negative listScl@ 15 is about special formalities and inforimat
requirements. Article 16 establishes different prhaes under which the agreement cannot be detbgate
Article 17 relates to the denial of benefits whentain investor requisites are not fulfilled, imrtes of its
relationship with the country party to the agreemdticles 18 and 19 deal with essential secuaityl
disclosure of information. Article 20 is about fiv@al services. Article 21 is about taxation Thstla
Article (22) is about entry into force, the durati(l0 years) and the termination of the agreement.

2l |n particular see, in the US-Peru TPA, articlepuibexceptions (Article 10) and over disputes
regarding financial services (Article 19) in the&icial Services Chapter (Chapter 12).
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services. Sections B and C of the BIT deal with domsultation, arbitration, and dispute
settlement procedures regarding the agreementsaamhent.

On Table A5 we present a summary of Uruguay's negdist in the BIT with the
United States affecting the services sector. In dhmup of non-conforming measures and
exceptions that are listed in the annexes, eachtgois allowed to subject itself to national
treatment rules stipulated in the agreement. Tlgathe list approach is common in FTA-type
agreements and is the technique used to agree mmitments. In some sectors (health
services, education, environmental services amp@tation services) Uruguay established a
high number of exceptions (74% of these activittes)he national treatment rules of the BIT
(see Table A5). In the rest of the sectors, thelle? commitment was much higher (less than
20% of activities were exempted).

TIFA

Within the framework of the 6th meeting of the JCWhich took place in Montevideo on

October of 2006, the United States and Uruguayeajte start negotiations of a framework
agreement to strengthen bilateral trade and invagtnelations. On January 25th, 2007, a TIFA
(Trade and Investment Framework Agreement) wasesign Montevideo. The agreement
establishes the United States-Uruguay Council ad&and Investment and sets up an agenda.

The first meeting of the Council took place in Wasftion in April, 2007. The US
delegation was led by Deputy U.S. Trade Repregseatalohn Veroneau and Uruguay’'s
delegation by Secretary of the Presidency Dr. Gorzernandez.

In the agreement an agenda was set aimed at s$tesig of deepening bilateral trade
and investment relations. The areas included iTtRA agenda are wide and involve almost all
the issues involved in an FTA, with the exceptibpreferential treatment of goddsThe next
meeting was scheduled for the end of 2007.

For Uruguay, following this work agenda will entaibig effort on the part of the public
sector. This process may allow the constructiora apecialized team fully oriented to give
content to the agenda. The only previous experi¢hat Uruguay has on the broad agenda
characteristic of FTA-type agreements (includingwntrade issues”) relates to the agreement
with Mexico. This agreement, in the services arean the stage of defining the list of non-
conforming measures (negative lists). It is a newd lof negotiating exercise, similar to the one
that would be undertaken if Uruguay decided to tiaggand FTA with the US.

The facts seems to confirm that both parties haveeal that, given the uncertainties
that characterize the multilateral scenario (extensf the multilateral round of negotiations)
and the domestic scenarios (political restrictionsboth sides, though manifested differently),
the current stage must be considered as a trangiginod towards a future negotiation. On this
stage, a knowledge accumulation would happen basetle mutual sharing of information. It
is a possibility that specific negotiations on &ddcilitation and technical barriers to trade may
be improved on the TIFA stage.

22 According to the information available in the wedige of Uruguay’s Presidency the issues involved
are: facilitation and liberalization of bilaterahtie and investment (including agricultural isspes)
cooperation in terms of sanitary and phytosanitaeasures; technical obstacles to trade; intelléctua
property rights; information technology and comnuations, e-commerce, commercial and technical
capacity building; trade in services; governmewicprement and other issues that the Council may
decide. In particular, the council agreed to ineludthe agenda issues relative to environmenthl an
labor norms, biofuels and innovation.
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5. CONCLUSIONS

The starting point of this analysis is an evaluatmf the performance of Mercosur. It is
necessary to understand the limitations that ifrooms and the time needed to solve each one
of these limitations. The positive and negativeeatp mentioned above happen simultaneously
and to different degrees. It is the specific assess of a given historical reality that enables a
value judgment on the virtues or shortcomings efglocess. In sum, this result depends on the
trajectory and the pace with which progress is nadach area.

It is clear that, in the current regional contexipst domestic policy challenges in
Mercosur member countries take absolute priority Hrere are no common disciplines that
would help to address them. In addition, for thestimportant economy in Mercosur (Brazil)
the bilateral relationship with Argentina is onetloé most important variables that determines
its behavior vis-a-vis Mercosur.

The facts clearly show that the current Braziliameynment has no rush to improve and
to achieve a full functioning of Mercosur. It prefea gradual trial and error approach, were the
conditions of integration are incrementally andldatively changed while domestic norms are
adopted without adding too much pressures to daenesjuilibriums and without adding
tension, particularly, to the relationship with &rgina, which is seen as having greater priority.
The Mercosustatus quowhich is unlikely to change in the upcoming ye#&sot favorable to
the interests of Uruguay. Looking for more flextyilin the negotiation with third parties,
starting from a sincere recognition of the curretdte of Mercosur, does not weaken but
strengthen the process, by making it more realnané game of appearances. Moreover, it is an
effective and serious way of dealing with the issfiemsymmetries in market size for small
countries.

It has been pointed out that a technical objeatixiats in the fact that a Customs Union
necessary entails a common trade policies vis-ahiisl parties. The common tariff policy
entails a similar Common External Tariff and idealitrade preferences with third countries.
However, the current functioning of Mercosur does respond to this premise and there are
multiple deviations from these rules. For this meadViercosur functions in intra-regional trade
as a Free Trade Area and only goods originatedamtember countries are benefited with the
intra-region tariff preference. This situation jtistl the adoption of a mechanism of gradual
adaptation that will enable Mercosur to reach aafgre level of compliance (albeit still
incomplete), in a long transition to a full Custorimior. In other words, Mercosur
acknowledges the existence and future maintendrigenoles” to the Customs Union.

In the liberalization of services and other discigs the Mercosur countries have
agreed, in general, to the rule of most favoredonameaning that, any deeper agreement
reached with a third country must be extended tochBur partners. In sum, contrary to what
has been said, in a broad range of the new isawkeeper agreement with a contrary outside the
block would actually deepen integration with Menzogartners.

Uruguay should promote the granting of a Mercosuih@rization to small countries to
accelerate negotiating processes with third parfiéss authorization could be restricted to
those agreements that are or have been in Mersasgenda but for some reason have not been
able to be completed. This authorization could t@nigd, if necessary, for a limited period of
time.

To reach a successful conclusion of this negotiatiis necessary to build a wide
national political agreement that involves the fixdi parties as well as most important social
actors. For all the external and internal conssramghlighted, this will be a complex
undertaking that would not resist a fissure in dloenestic political spectrum. It is necessary to
avoid falling in the trap of faming the debate @adeological lines and, contrary, to focus it

%3 See Decisions 54/04 y 37/05 of the Council of@leenmon Market.

17



along pragmatic lines. While all problems will na¢ solved with this agreement and not all
domestic policies will be conditioned by it, it @ossible to collaborate to lay stronger
foundations for the construction of a stable pdtloog term growth. It is hard to believe that
this is not a widely shared purpose in the country.

The expectations generated around an agreementhgitdS are not beneficial because
they are not realistic. It would be useful to négfet it and it is possible to obtain good results
from this undertaking. Finally achieving an FTA lwithe US depends on a wide variety of
issues beyond the political will of the governmaéfthat is indeed clear is that the change in the
composition of the structure of the US Congredikéy to change the structure of FTAs. The
new emphasis towards a greater consideration t@watlwdr and environmental standards does
not imply, for a country like Uruguay, additionabrestraints in its domestic institutions. The
multilateral agreements undertaken in these amdshe compliance with these rules are wider
and deeper in Uruguay than in the US. Moreover,singgested changes in the intellectual
property area are aligned with the complaints ofetlgping countries in terms of achieving
consistency with multilateral agreements at the W&@F*. In sum, a new modality of FTAs
would generate much less resistance in a coukiylruguay.

In the short term, the possibility of a window gfportunity opening depends on what
happens in the US Congress in this semester. dtitisal to have a framework for bilateral
exchanges between both governments, and the TIFEhdag provides this framework. In
addition, it would be beneficial to have direct tamts with new Democratic legislators that
appear to be closer in their political sensitivdyUruguay'’s left wing government and that have
a different perspective regarding the format of Hi&s that the US may sign in the future.
Uruguay is not a country that generates threatshen US market, a sensitive aspect for
Democratic legislators, and could even serve aslekperience for the new FTA format under
construction. Even new innovative negotiating spatay be opened, such as for example a
negotiation to achieve a services agreement thas amt clash with multilateral nor with
Mercosur rules. This path has the clear disadvartaaj it is the liberalization of trade in goods
where Uruguay'’s gains would be greater.

There are many positive aspects about having avreawtgotiation with the US. Firstly,
there is a learning aspect for Uruguay's governmeegotiating teams and a positive
institutional effect on Uruguay’s negotiating stwe. Secondly, it provides the opportunity to
improve the strategic positioning of Uruguay in ice@l and international negotiations,
particularly in terms of obtaining Mercosur autlzation to negotiate with third parties, even if
only for a limited period of time. It is criticabf Uruguay to address this issue in the second
semester of 2007, to be able to start negotiatidtisthe US or with other third countries if the
opportunities arise.

Finally, if the agreement were to be reached, thaltdbe at least three positive effects.
The first one would be to improve market accessfseries of sectors for which Uruguay has a
traditional comparative advantage. The second wbeldhe development of new sectors of
specialization, particularly in the services secteith the creation of new high quality jobs.
Both circumstances would enhance Uruguay's attrecéss to foreign investors and its
domestic supply. The third positive effect is tlegluction of the trade diversion effect of
Mercosur with a CET design to fit the preferenciethe largest economy (Brazil).

To finish, it is important to summarize some impottaspects of the political economy
of a potential FTA with the US. In the tradable tees, Uruguay does not have relevant
defensive issues and it is only possible to idgnbipportunities. It has strong comparative
advantages in the agricultural sector and in mantufimg its economy is already open to
imports from its Mercosur partners. Opening Urugsiaaconomy to the United States would
reduce Mercosur's trade diversion costs withoutiéng major domestic adjustments. This
benefit to Uruguay would constitute a small damégéJruguay’s neighbors, particularly to

1t is widely accepted that the intellectual prapehapter is the most bothersome of all, partidyla
terms of its provisions regarding pharmaceuticépis and their effects on the prices of drugs.
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Brazil. In terms of other reforms, in sectors ubBualonsidered non tradable —services
liberalization and other disciplines- the counteeds to decide what it wants. The structure of
FTA-type agreements enables countries to exempgbrseand establish different kinds of
exceptions. It is essentially a domestic discussioa the choice is therefore between sealing
the currensstatus quo-particularly regarding state owned enterprisatiout promoting many
changes or, on the other hand, attempting to moveaird in areas were reforms seems
necessary and possible. In this case, the agreepnewides an opportunity to develop the
reforms in an environment of growth, something #ilatays eases the political restrictions that
may be triggered.
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Table Al
BITs signed by the US

Country Entry into Force
Uruguay 2006
Mozambique 2005
Estonia 2004
Jordan 2003
Azerbaijan 2001
Bahrain 2001
Bolivia 2001
Croatia 2001
Honduras 2001
Lithuania a) 2001/2004
Albania 1998
Ecuador 1997
Georgia 1997
Jamaica 1997
Mongolia 1997
Armenia 1996
Latvia a) 1996/2004
Trinidad And Tobag1996
Ukraine 1996
Argentina 1994
Bulgaria 1994
Congo-Brazzaville 1994
Kazakhstan 1994
Kyrgyzstan 1994
Moldova 1994
Rumania 1994
Poland a) b) 1994/2004
Sri Lanka 1993
Tunisia 1993
Egypt 1992
Czech 1992/2004
Slovakia a) 1992/2004
Morocco 1991
Panama 1991
Senegal 1990
Turkey 1990
Bangladesh 1989
Cameroon 1989
Congo-Kinshasa 1989
Grenada 1989

a) Modified since 2004 as a consequence of thetiatthese countries joined the EU
b) Business and Economic Relations Treaty
Source author’s elaboration based on USTR.
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Table A2
TIFAs signed by the US

Countries-Regions Years
Liberia 2007
Uruguay 2007
Vietnam a) 2007
ASEAN 2006
Cambodia 2006
Lebanon 2006
Mauricio 2006
Mozambique 2005
Kazakhstan; Kyrgyzstan; Tajikistan; Turkmenistaabekistan 2004
Afghanistan 2004
Kuwait 2004
Malaysia 2004
Qatar 2004
United Arab Emirates 2004
Yemen 2004
Oman 2004
Pakistan 2003
Saudi Arabia 2003
Bahrain 2002
Brunei 2002
Thailand 2002
Tunisia 2002
COMESA 2001
WAEMU 2001
Algeria sd
Nigeria 2000
Ghana 1999
South Africa 1999
Indonesia 1996
Australia 1992
New Zealand 1992
Singapore 1991
Philippines 1989

a) Vietham and the US have a BTA (Bilateral Tradge®ment) since 2001 and recently signed
a new TIFA
Source author’s elaboration based on USTR.
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Table A3
Free Trade Agreements in force, signed and negotied by the US

oo | Foresaimature) Roonda ™ BT |TiFA
a) In Force
Israel 1985 na
Canada 1989
NAFTA 1990|1994
Chile 2000|2004 14
Jordan 20002001 2 2003
Singapore 20002004 6 1991
CAFTA-DR 2001|2006/2007 a) 10
Australia 2002 2006 sd 1992
Morocco 2002 2006 8 1991
Bahrain 2003 2006 3 20012002
b) Signed
Colombia c) 2003 2006 (d) 14
Peru c) 2003 2006 (d) 13
Panama c) 20082007 (d) 9 1991
Oman 2004 2006 (d) 2 2004
Korea 2006 2007 (d) 8
¢) Under negotiation
SACU 2002| nc b) 1999
Thailand 2003 nc 6 2002
Ecuador 2003 b)
e i aed Arab 5004 nc 2004
Malaysia 2006 nc 2 2004

a) The treaty has entered into force for Guateraalh the Dominican Republic, and is the
ratification stage for the rest (Costa Rica, EN&dbr, Honduras y Nicaragua).
b) Negotiations were concluded in 2006
¢) These agreements have been named TPA (TradetfsarAgreements).
d) Date in which it was signed. In process of panentary approval and ratification for entry
into force.

Source author’s elaboration based on SICE (OEA) and USTR
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Table A4
Products Exported by Uruguay to the US, 2004-2006epiod
(Millions of dollars CIF y %)

Variation Tariff Uruguay
HS 2004 | 2006 |Rate® Paid " E’éplonfs’o 1s)
(%) (%) o

Bovine meat 304,2] 250,1 -9 8,6
020120 Bovine meat (MFN quota) 79,1 800 1 1,2 4,5
020130 Bovine meat (over MFEN quota) 218, 155,7 -16 26,4 6,63
0202201 Bovine meat and meat by-products (no
020230 quota) 6,6 13,8 | 45 0,0 8,8

Bovine meat (sgp) 0,3 0,6 41 0,0 10,9
271011] Lightweight oils and oil preparations 81,3 69,0 -8 0,7 0,2
410711 Hides prepared full grains, un-split (sgp)|17,2 | 18,1 | 2 0,0 8,1
160250 Preparations of bovine meat 8,7 16,/ 39 0,8 4.0
160250 Preparations of bovine meat (sgp) 3,1 4,3 17 0,0 1,0
440799 Sawn wood 7,0 13,7| 40 0,0 3,5
30379 | Frozen fish 9,0 13,7 | 23 0,0 3,8
040610 Cheese 12,8 18,6/ 20 19
040620 Cheese (MFN quota) 1,0 1,7 28 0,0 3,3
040630 Cheese (over MFN quota) 7,4 124 29 19,0 1,3
040690 Cheese (sgp) 4.4 45 |2 0,0 0,5
440710 Conifers sawn wood 4,9 6,3 14 0,0 0,1
870899 Automobiles, parts and accessories 0,0 5,0 sd 2,5 0,0
441219 Laminated wood (sgp) 0,0 3,1 sd 0,0 0,7
760429 Aluminium bars (sgp) 0,8 2,7 88 0,0 0,4
40900 | Natural honey 7,0 2,4 -41 1,2 14
681310 Brake linings 2,5 2,2 -6 0,0 1,7
611011 Sweaters, wool and fine animal hair 2,8 2,0 -14 16,0 0,5
410441 Hides in dry state (sgp) 0,1 2,0 404 0,0 2,6
392010 Ethylene polymer plates (sgp) 0,0 2,0 882 0,0 0,2
330300 Perfume and toilet waters 1,0 1,8 37 0,0 0,1
293690 Pro vitamins, vitamins and natural hormon&s3 1,8 17 0,0 54
940190 Seats, spare parts 5,5 1,7 -44 0,0 0,0

Bovine meat 469,0 | 437,3| -3

Bovine meat (MFN quota) 50,3 | 58,0 |7

Bovine meat (over MFN quota) 579,8 | 512,1|-6 0,0

a) Cumulative rate for the 2004-2006 period.

b) Ratio between revenue and imports.

¢) Ratio between exports from Uruguay and US ingdnteach product, under that regime
Source author’s elaboration based on USTR.
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Table A5

Reservas y medidas disconformes en el BIT de EE.lddn Uruguay en el sector servicios
(numero de actividades y %)

Proportion
subject to
Services sector Activities  Exceptionsthe norms
of the BIT
(%)
1. Delivered by enterprises 50 2 96
2. Communications 24 2 92
3. Construction and engineering 5 100
4. Distribution 5 2 60
5. Education 5 4 20
6. Related to the Environment 5 4 20
7. Finance 39 4 90
8. Health and social 4 4 0
9. Tourism and travel related 3 100
10. Recreational, cultural and sporting activities 5 1 80
11. Transportation Services 43 32 26
Total 187 55 71

Source Prepared by the author with information from khiaistry of Foreign Affairs of

Translated by Cristina Cafferatta

Uruguay.

Translation fronCCuadernos Del CLAEH, n° 94-95, pp. 91-120, 2007.
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