ECONOMY }

Mexico, Modern Diplomacy
And the European Union

Alejandro Chanona™

Over the last decade the strategy to diversify
Mexico's relations with the world has become a priority;
this consists of seeking more solid links with different groups
of countries through formal institutional mechanisms.

lobalization and the forma-

tion of regional blocs have

imposed the need for Mex-
ican diplomacy to develop new practic-
es in order to lead the country toward
the center of the world dynamic. This
goal is embodied in the national dev-
elopment plans of the last two admin-
istrations as well in their respective
reports.

Mexico’s geopolitical situation has
been altered by international transfor-
mations that demanded a more active,
specialized strategy to try to fulfill the
main interest of our foreign policy:
strengthening national sovereignty and
promoting the country’s economic and
social development through inserting
itself better in today's world. In that
sense, contacts with all the regions of
the globe mounted and political and eco-

nomic exchanges intensified through
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an aggressive strategy of signing in-
ternational instruments, outstanding
among which are accords on education,
science and technology and, of course,
free trade. But the task has merely
been outlined and therefore remains
unfinished.

The diversification and intensifica-
tion of external links with a greater
number of countries and regions re-
quired the design, implementation and
follow-up of a series of actions aimed
at reaffirming Mexico's presence in
Europe, Latin America, the Caribbean
and the Pacific Basin countries, as well
as in the institutions and groups that
promote economic and social devel-
opment both in developed and devel-

oping nations. !

THE CHALLENGE OF DIVERSIFICATION

On the threshold of the twenty-first
century, Mexico’s foreign policy has

gone through significant changes in
its design, leadership and implemen-
tation. These modifications have oc-
curred parallel to the profound and
varied transformations of the structure
and dynamic of the international system.
The end of bipolarism, the processes
of political and economic integration,
the growing advance of economic glob-
alization and the importance of the
debate about democracy, human rights,
the environment, etc., have changed the
priorities on the agenda. While the doc-
trine, principles and objectives of foreign
policy have remained firm, it is also
true that the speed of world events has
forced it to be increasingly pragmatic.

On the other hand, economic reor-
ientation and political changes inside
the country have also had an impact
on the new dynamic of Mexico’s for-
eign policy. In this context, over the last
decade the strategy to diversify Mex-
ico’s relations with the world has be-

come a priority;? this consists of seek-
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GRAPH 1
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While the doctrine, principles and objectives
of foreign policy have remained firm, it is also
true that the speed of world events has forced

it to be increasingly pragmatic.

ing more solid links with different groups
of countries through formal institu-
tional mechanisms that attempt to cre-
ate conditions of certainty and legal
security in the relationship with Mex-
ico for the world’s leading investing
powers and, of course, with the most

dynamic markets.

THE EUROPEAN UNION
AND DIVERSIFICATION

The European Union (E.U.) as a region-
al regimen has tended to regroup the

most influential nations of Europe in
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the post-Cold War period. The E.U.
is the world’s foremost trading power
and largest market. Its 15 countries are
home to 375 million inhabitants; its
joint gross domestic product is U.S.$8.3
trillion, equivalent to that of the United
States. In addition, the E.U. concen-
trates about one fifth of the world’s

trade.

The Evolution
Of Mexico-E.U. Relations

Since the 1975 signing of the first im-

portant trade agreement between Mex-

ico and the then-European Economic
Community, relations between the two
have intensified in the political sphere
but diminished in the economic sphere.

Today, the E.U. has great weight
and political and economic influence
in the dynamics of international rela-
tions; it is also Mexico’s second trading
partner (6.5 percent) and second source
of foreign investment (20.3 percent).?
This means that the potential for our
country and the world’s main trading
bloc complementing each other takes
on special significance.

This is the reason for Mexico’s stra-
tegy of deepening and broadening out
links of all kinds mainly with the E.U.,
without disregarding its relations with
the new states that have emerged in
Central Europe and the Balkans, at
times wrapped up in overcoming their
own internal problems.

On May 2, 1995, Mexico and the
European Union announced the deci-
sion to broaden and deepen their bilat-
eral relations creating a new frame-
work that would make it possible to
bolster political dialogue, establish a
free trade area and intensify coopera-
tion with the aim of contributing in
the long term to the promotion of the
fundamental values of respect for hu-
man rights, the rule of law, democra-
cy and security. In this same vein, on
December 8, 1997, another of the
most significant steps in the strength-
ening of bilateral relations between
Mexico and the E.U. was taken: the
negotiations for the E.U.-Mexico Eco-
nomic Partnership, Political Coordina-
tion and Cooperation Agreement, also
known as the “Global Accord,” began.
This instrument, which entered into
force very recently, pulls together in a
single text political, trade and cooper-

ation issues, making it the most com-



plete and ambitious one Mexico has
ever signed and the only one of this
type that the E.U. has negotiated with
a non-European nation.* Also signed
were the “Interim Accord on Trade
and Matters Related to Trade” and a
joint declaration, which ratifies the
mandate to negotiate a free trade zone.
The process leading up to these sign-
ings began in 1998 and culminated
successfully November 24, 1999.

Negotiating
The Free Trade Agreement

The signing of the “Global Accord”
was the step that preceded the sign-
ing of the Mexico-European Union
Free Trade Agreement (Mexico-E.U.
FTA) in March 2000 by then-Presi-
dent Ernesto Zedillo in Lisbon, giving
Mexican products access to a 375-
million-person market.

With this agreement, the Mexican
economy is expected to benefit from
the high potential for European in-
vestment as well as from its advanced
technology. At the same time, the
European Union benefits by being able
to compete in equal conditions with
the countries with which Mexico already
has free trade agreements. This will
allow the E.U. to recover and extend
its presence in the Mexican market,
which, despite its continuing to be Mex-
ico’s second trade partner, in the last
decade had dropped 43 percent, sink-
ing from 11.4 percent of all of Mex-
ico’s foreign trade in 1990 to 6.6 per-
cent in 2001 (see graphs 1 and 2).

The European Union is also our
second source of foreign direct invest-
ment (FDI), with 20.2 percent of the
total (U.S.$74 billion) that entered
the country between 1994 and June

2001 (see graph 3). In June 2001, the
5,066 companies with European cap-
ital made up 23 percent of the 22,002
firms in Mexico with FpI1, with U.S.$15.1
million in investment.

The results of the negotiations were
approved March 20, 2000 by Mexico’s
Senate —together with the “Global
Agreement”— and by the European
Council of Ministers of Member States;
and July 1, 2000, the part of the Free
Trade Agreement with the European
Union corresponding to goods entered
into effect.

Finally, in his last European tour
from May 14 to 18, 2002, President
Zedillo inaugurated a program to ac-
celerate tariff reduction between Mex-
ico and the European Union which
included trade for U.S.$1.7 billion.

Economy

Firm commitments for almost U.S.$300
million in investments from Spain were
achieved and high expectations cen-
tered on European firms’ investing in
Mexican telecommunications, electri-
city and petrochemicals. However, this
is still subject to the arrival at consen-
suses among the different branches of
government to create the legislative

framework that would allow it.

THE NORTH AMERICAN
FREE TRADE AGREEMENT

As a result of Mexico’s decades-long
strategy abroad, and after signing sev-
eral different trade instruments with
the United States, relations with our

neighbor to the north are constantly

With the Mexico-E.U. FTa the Mexican economy
is expected to benefit from the high potential
for European investment as well as from
its advanced technology.
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GRAPH 3
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improving. The profound changes that
Mexico has been undergoing have given
our bilateral economic relations greater
affinity than ever before in history.
Through new trade instruments like
the framework agreements of the
1980s, as well as others regarding invest-
ment, tourism, agricultural cooperation,
etc., the first steps were taken toward
anew course for relations between our
two countries. However, these instru-
ments still excluded some basic trade
issues like the application of tariffs or
the abuses of legislation about unfair
trade practices, and retained their pro-
tectionist approaches. These matters
were overcome.

The North American Free Trade
Agreement, negotiated from 1990 on
with the United States and Canada,
came into effect in 1994 with the fol-

lowing explicit aims:
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a) Promoting better and more secure
access for Mexican products to the
United States;

b) Reducing the vulnerability of Mex-
ico’s exports vis-a-vis unilateral and
discretionary measures;

¢) Allowing Mexico to deepen the struc-
tural change of its economy, strength-
ening domestic industry through a
solid export sector and with more
competitiveness; and

d) Contributing to the creation of more
productive jobs and increasing the
well-being of the population.

MAIN RESULTS
OF THE NEGOTIATIONS

NAFTA, in addition to establishing a pro-
gram to reduce tariffs among its mem-

bers, includes stipulations about elimi-

nating non-tariff barriers; states specific
rules of origin for products from the
region; opens up a significant portion of
government purchasing to its mem-
bers; has a specific chapter that sets
bilateral commitments between Mex-
ico and the United States and between
Mexico and Canada about agricultural
products that include domestic sup-
ports and subsidies to exports; and con-
tains a special program to lower tariffs
for auto products with a rule of origin
of an average 60 percent.

With regard to energy, Mexico has
been released from the application of
the disciplines agreed on by the other
signers; for textile products, it has been
stipulated that the treaty will prevail
over the Multi-fiber Accord and other
international conventions on the issue.
NAFTA also includes norms about safe-

guards and unfair trade practices and



a chapter about trade in services, which
deals not only in general principles but
involves specific areas like financial ser-
vices, insurance, land transportation

and telecommunications, among others.

FINAL CONSIDERATIONS

The differences between NAFTA and
the Mexico-E.U. FTA are not to be
found in the instruments negotiated
since both are mechanisms dealing with
similar issues and with norms that fall
within the framework of the World
Trade Organization. What marks the
differences between these two treaties
are the circumstances and premises
that gave rise to their negotiation and

the expectations about the results.

lMéxico,
los mil rostros de

When negotiations began with the
United States and Canada, 72.4 per-
cent of all of Mexico’s trade was with
the United States. When the process
began with the European Union in
1998, Mexico’s total trade with it was
only 6.4 percent (and this percentage
is a matter of greater concern if we
consider that at the end of 2001, Mex-
ico’s trade worldwide had tripled vis-
a-vis the beginning of the 1990s, and
had reached U.S.$326 billion).

For these reasons, we can conclude
that while NAFTA was negotiated in
the light of the need to create a nor-
mative, formal framework for already
existing trade flows with the United
States, Mexico-E.U. FTA was signed
based on the premise of diversifying

the prevailing concentration of Mex-

Economy

ico’s trade flows and attracting in-

vestment from the world’s largest

market. NIM
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Main Accords in the Mexico-E.U.
Free Trade Agreement

I. MARKET ACCESS

* Gradual, reciprocal elimination of import tariffs.

* The asymmetry between Mexico and the European
Union is recognized through differentiated time
limits for tariff elimination.

* Europe will eliminate tariffs in 2003, Mexico in
2007.

* Preferential access for Mexican exports in the gen-
eral system of preferences.

* Establishment of a 10-year, linear elimination of
tariffs for agricultural and agro-industrial products,
import quotas and a waiting list for products pro-
tected by the European Union.

* 95 percent of Mexico’s agricultural exports to the
European Union will have preferential access.

* Quantitative restrictions and prohibitions (import
or export permits) will be eliminated, but the right
to adopt measures needed to protect human, ani-
mal or vegetable life and health and public mo-
rality will be preserved.

1. RULES OF ORIGIN

* Rules of origin were negotiated guaranteeing that
the benefits from the agreement remain in the
region.

» Among the most important rules of origin are
those for textiles, transportation, auto parts, elec-
trical appliances, footwear and plastics.

1. TEcHNICAL NORMS
* It was agreed that the right to adopt and apply

norms will be preserved as long as they do not
become unnecessary obstacles to trade.

* A special committee will be created to foster coop-
eration in information exchange about systems of
normalization and the solution of problems of ac-
cess related to technical norms.

IV. SANITARY AND PHYTOSANITARY NORMS

* A specialized sub-committee will be formed and will
meet yearly to exchange information, identify and
facilitate the solutions of problems of access, promote
equivalent norms in Mexico and the European Union
and foster the recognition of areas free of disease.

V. SAFEGUARDS

« Safeguards can be adopted for a maximum of
three years to provide temporary relief to a sec-
tor that might face serious damage or the threat of
damage due to substantial increases in imports.

*In all cases, the application of a safeguard will
require compensation. If an agreement cannot be
reached about the amount of the compensation, a
measure with equivalent effects can be adopted to
compensate for the damage to trade.

VI. INVESTMENT AND RELATED PAYMENTS

 The current opening will be consolidated in
national legislation.

* For Mexico, this will not imply additional opening
to FDI in any sector.

* International commitments with regard to invest-
ment will be reiterated.

* The right to adopt safeguards because of problems
related to exchange rate, monetary or balance of
payment policies will be preserved.
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* A mechanism will be instituted to promote recip-
rocal investment through information exchange
for identifying business and corresponding legisla-
tive opportunities.

* The commitment to reciprocally promote invest-
ment and design ways to carry out joint invest-
ments will be established.

VII. TRADE IN SERVICES

* Mexican service providers will have access to the
E.U. service market without restrictions on the num-
ber of operations or providers and will enjoy na-
tional treatment and most-favored-nation status.

* The current degree of economic opening stipulat-
ed in national laws will be consolidated to guaran-
tee that none of the countries pass more restrictive
legislation.

VIII. PuBLIC PROCUREMENT

* Mexican exporters of goods and services to the
E.U.’s 10,000 public sector institutions and compa-
nies that make more than U.5.$400 million in pur-
chases a year will be given better access than other
E.U. trade partners; in addition, they will enjoy na-
tional treatment.

* The aforementioned measure will include purchas-
ing by Mexican federal government institutions
and companies as well as the entities of the central
governments and para-state companies of the
member states and the executive body of the E.U.

* This measure will be applied on acquisitions of
goods and services including those for construc-
tion, whose value exceeds certain amounts.

* Mexico will have a transitional reserve for seven
years for purchases by pemex, the Federal Electricity
Commission, non-energy sector construction and
the acquisition of non-patent medicines.

* These measures will not enter into force until the
E.U. presents detailed, disaggregated statistics for
the purchases of at least 150 public companies.

IX. COMPETITION

* To guarantee an environment conducive to entre-
preneurial activity, competition will be promoted
and monopolistic practices combatted.

* A working group will be established to promote
technical cooperation and information exchange;
to coordinate general studies on the matter as well
as specific consultations; and to consider issues
linked to the relationship between policies and the
laws of competition and trade, to avoid the appli-
cation of restrictive trade measures.

X. INTELLECTUAL PROPERTY

* According to respective legislations, obligations
will be established about the acquisition, conser-
vation and exercise of intellectual property rights.

* A special consulting committee will be established
to deal with issues and disagreements in matters
of intellectual property, while the right to resort to
the dispute settlement mechanism established in
the agreement will be preserved.

* The rights and obligations established in signed
international treaties and conventions are con-
firmed.

XI. DISPUTE SETTLEMENT

* A consultation and dispute settlement mechanism is
established with clear, expedite procedures.

* Priority will be given to conciliation for settling dis-
putes.

* The right to appeal to the World Trade Organi-
zation's dispute settlement mechanism is pre-
served.

* Arbitral procedures will be agile and transparent.

*In case of non-compliance, equivalent agreed-
upon benefits may be temporarily suspended until
such time as the decision of the arbitral panel is
carried out.
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