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his year is a pivotal moment for global

trade policy. Two huge deals—namely

the Trans-Pacific Partnership (TPP) and

the Transatlantic Trade and Investment
Partnership (TTIP)—have the potential to
dramatically redefine the nature of the global
economy. With the Doha Development Round stuck,
these regional agreements offer the opportunity
to greatly encourage inter-regional trade and
investment and set high labor, environmental, and
product safety standards. The United States, Europe,
and Asia are major focal points for these ongoing
negotiations, but Latin America is at the center of
their convergence.

Progress toward integrating the trans-Pacific and
transatlantic marketplaces has major implications
for the trade, investment, and regulatory policies for
all countries involved. However, in the absence of a
concerted effort to ensure compatibility, there is a
serious risk of setting up divergent trade regimes

through TPP and TTIP. It is vital that governments
and business leaders have an open dialogue to make
sure that all four regions benefit.

This policy brief sets out a new framework for
considering the Americas’ position in global trade
and makes the case that Latin America is at the
heart of both the transatlantic and trans-Pacific
negotiations. Most importantly, it puts forward
specific policy recommendations that would ensure
future cooperation to secure the best outcomes for
all countries involved.

Over the course of the past year, the Atlantic
Council has led a concerted effort to promote the
economic and geostrategic benefits of an ambitious
TTIP agreement for the United States and European
Union. With this policy brief, we are launching a
new effort looking at the interplay between TTIP
and TPP, and the role of the Americas in either
helping set new global rules or being forced to react
and adapt to a changed environment.

Frances Burwell
Vice President and Acting Director
Global Business and Economics Program

Jason Marczak
Deputy Director
Adrienne Arsht Latin America Center

TPP and TTIP offer the opportunity to

greatly encourage inter-regional trade and
investment and set high labor, environmental,
and product safety standards.
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hile the United States, Asia, and
the European Union dominate
the trade headlines, Latin
America is where many of the
most significant future moves
on the global economic chessboard are likely
to play out. This is especially true given select
countries’ relatively high integration into the world
economy [SEE FIGURE 1].

The choices that major economies within and
beyond the region make in the coming years
will be crucial factors in determining how Latin
America will be integrated into the next wave
of globalization. These changes will also help
determine whether the high-standard, open,
market-based approaches to trade promulgated
by the United States and the European Union set
standards that will one day become global in reach.

In the nearly ten years since the failure of the
Free Trade Area of the Americas (FTAA), trade
policy activism has undergone a shift in focus.
While the Doha Round of talks in the World
Trade Organization, launched in 2001, is grasping
for achievements, two “mega-regional” deals
that cover more than 60 percent of global GDP—
the Trans-Pacific Partnership (TPP) and the
Transatlantic Trade and Investment Partnership
(TTIP)—stand a reasonably good chance of success.

If TPP and TTIP constitute grounds for optimism
that trade policy is entering a new period of
dynamism, how can Latin America leverage this
evolution to greatest effect? And what is the role
for the United States, the European Union, and
Latin America—three regions that share strong
political, historical, cultural, and economic ties—to
forge a common trade policy agenda?

FIGURE 1. Select Latin American Countries Are Highly
Integrated into the Global Economy

GLOBAL COMPARISON OF TRADE IN GOODS
AS A PERCENTAGE OF GDP
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Mega-Regional Trade
and the New Commerce
Paradigm

FIGURE 2.
US Free-Trade Agreements
with Latin America

oth TPP and TTIP are comprehensive,
high-ambition projects that aim to go
beyond simply improving market access
for exports of goods and services. Often
referred to as “twenty-first century” agreements,
they dig deeper into domestic policies than previ-
ous deals. In addition to removing tariffs, each
seeks to implement new levels of regulatory
efficiencies, strong intellectual property rights,
protections for international investors, and high
labor and environmental protections.

Twelve countries from the Pacific Rim are
taking part in the TPP talks, including three from
Latin America.' TTIP is a bilateral negotiation
between the United States and the European
Union. Given the size and scope of these trade
deals, and the absence of progress in the World
Trade Organization (WTO), these two large trading
blocs in the making are likely to create rules that
will be adopted globally, as well as new supply
and value chains that will spur higher levels of
productivity and economic growth. As a result,
outward-looking Latin American countries—both
those participating in TPP negotiations and those
who would be affected by the deal as non-signatory
countries—are realizing their economic interests
depend on embracing this global trade momentum.

Although no Latin American countries (or any
other third-party countries) will participate in
TTIP during the negotiation phase, ten countries
(Chile, Colombia, Peru, Mexico, Guatemala, El
Salvador, Honduras, Nicaragua, Costa Rica, and
Panama) have free-trade agreements (FTAs) with
both the United States and the European Union
[SEE FIGURES 2 AND 3]. If the two TTIP partners

1 TPP negotiating countries include: Australia, Brunei, Chile,
Canada, Japan, Malaysia, Mexico, New Zealand, Peru, Singapore,
the United States, and Vietnam.
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FIGURE 3.
EU Free-Trade Agreements
with Latin America

DATE ENTERED

COUNTRY DATE SIGNED INTO FORCE

Chile 2003
Colombia 2013
Costa Rica 2013
El Salvador 2013
Guatemala 2013
Honduras 2013
Mexico 2000-2001
Nicaragua 2013
Panama 2013
Peru 2013
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decide to open up the deal to other trading part-
ners after its conclusion, several of these countries
can be expected to attempt entering TTIP to pre-
serve their privileged access to the transatlantic
marketplace. But the next generation of provisions
embedded within TTIP will be more ambitious
than those already in place through existing

FTAs. This is a challenge that can be overcome by
introducing phase-in periods for obligations and
benefits that take into account countries’ different
levels of institutional capacity.

Beyond TPP and TTIP, a third factor is leading
to a rethink on trade: the region’s declining terms
of trade. From 2005 to 2011, with the exception of
the low point of the financial crisis in 2009, Latin
America recorded positive terms of trade. But the
region’s value of exports compared to its imports
has declined in the last few years. The reasons are
two-fold: slowing growth in key emerging markets
and a fall in commodity prices.

Both of these trends are likely to continue
over the medium term, forcing countries to shift
from a reliance on mineral and raw materials
exports to higher value-added products. This
is influencing trade policy decision-making in
countries with strong trading relationships in the
Pacific basin (i.e., Chile and Peru), as well as those
more oriented toward Europe (such as Brazil).
China is the main concern. Almost 90 percent of
Latin America’s exports to China are in mining and
agriculture, including 80 percent of Chile’s copper
exports. China is also the destination for 40 percent
of Brazil’s soybean exports. For both geographical
and product diversification, Latin America is
looking to vary its exports to China and to open
up new export markets elsewhere. This new trade
paradigm puts added pressure on select countries
to ensure that they are positioned to capture the
potential benefits of new mega-regional trade
agreements.

ATLANTIC COUNCIL

Rule Maker or Rule Taker?

atin America is at a crossroads as the two
mega-regionals take over (at least tempo-
rarily) from the WTO as the main locus of
trade policy innovation.

Will it be a rule maker or a rule taker? Will the
region find a way to have a seat at the TPP and
TTIP tables—either literally or through influence
derived from parallel trade deals of its own inspi-
ration? Or will it sit back and watch as new trade
deals are negotiated?

Latin America may lack the geopolitical weight
of the United States, the unity of purpose and polit-
ical integration levels of the EU, and the tradition
of pragmatic intra-regional trade experimenta-
tion of Asia. But the region is largely comprised of
fast-growing democracies that will be sought-after
partners for the next phase of trade policy activism.

Mexico, for example, is already assuming a
leading role on the world trade stage. The region’s
second-largest economy is an early adopter of FTAs
and well integrated into the North American value
chain through the North American Free Trade
Agreement (NAFTA) that it joined in 1994. Forty
percent of US imports from Mexico consist of con-
tent originally made in the United States.

In addition to NAFTA, Mexico has signed numer-
ous FTAs over the last twenty-five years: the EU
(1997), Japan (2004), ten countries in Latin America,
and several others. Today, 90 percent of Mexico’s
trade is covered by its FTAs. Merchandise trade

Latin Americais largely
comprised of democracies
that will be sought-after
partners for the next phase
of trade policy activism.
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accounts for 68 percent of Mexico’s GDP—much
larger than that of China and one of the highest
shares in the world among large economies. At the
same time, in Mexico, as with other free-trade part-
ners throughout Latin America, US exports have
increased significantly since FTA implementation
[SEE FIGURE 4].

As a member of TPP, with existing trade deals
with the United States, Canada, and the EU, Mexico
is a powerful example of global commerce poten-
tial when a government is determined to be at the
forefront of trade policy engagement.

FIGURE 4. Latin American FTAs
Yield Increased US Exports

INCREASE IN US GOODS EXPORTS TO FTA
PARTNERS SINCE AGREEMENT IMPLEMENTATION*

548%

Chile Colombia CAFTA- Mexico Panama Peru
(2004) (2012) DR** (1994) (2012) (2009)
(2006)

COUNTRY (DATE FTA ENTERED INTO FORCE)

*The percentage increase was calculated using data from one year prior to the
agreement being implemented.

**CAFTA-DR includes: Costa Rica, El Salvador, Guatemala, Honduras, Nicaragua,
and the Dominican Republic. The agreement entered into force for the United
States, El Salvador, Guatemala, Honduras, and Nicaragua in 2006, for the Domini-
can Republic in 2007, and for Costa Rica in 2009.

Data Sources: http:/www.census.gov/foreign-trade/balance and http://export.
gov/FTA/index.asp

The Pacific Alliance:
Trade Policy Leadership
“Made in Latin America”

eyond Mexico’s success, the Pacific
Alliance is reason to be optimistic that
select Latin American countries can play
a leadership role in the newly emerg-
ing constellation of trade policy. Founded in 2012
by Chile, Colombia, Mexico, and Peru, the Alliance
is a trade bloc in which members are also taking
incremental steps toward greater economic and
diplomatic integration. The fast-growing mem-
bers of the Alliance have a combined GDP of $3
trillion and account for more than half of all Latin
American trade. The Alliance is also globally
integrated; members have FTAs with countries rep-
resenting almost 75 percent of the world economy.

Several aspects of the Pacific Alliance make it
poised to play a significant role in regional and
global trade. Alliance countries are outward-
looking in their trade policy and are strong
democracies with market-oriented economies.
These attributes make them obvious partners
in plurilateral and multilateral trade fora for the
United States and the European Union. For exam-
ple, the four Alliance members are among the fifty
countries participating in the Trade in Services
Agreement (TiSA) talks launched in March 2013 in
Geneva.

The Pacific Alliance is also open to expansion—
Costa Rica and Panama are poised to join soon, and
an additional thirty countries have observer status,
including the United States, China, India, Japan,
and Turkey. This power of attraction is a political
currency that the Alliance countries can stock and
spend to influence the direction of global trade
policy in talks such as the TPP.

ATLANTIC COUNCIL
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The EU is Mercosur’s single-largest trading partner,
accounting for 20 percent of its exports and imports.
Thirty-five percent of its EU-bound exports are in
higher value-added products.

Brazil: An Awakening Trade
Policy Giant?

ntil now, Latin America’s largest
economy, Brazil, has not been able—or
has not wanted—to translate its status
as a regional superpower into trade
policy leadership. Although it is normal for large
countries with domestic economies of scale to be
less globally integrated than smaller economies,
Brazil (at 21 percent) has the lowest amount of
merchandise trade in overall GDP of any economy
globally. [t is also absent from key global value
chains: only 3 percent of Brazilian exports to the
United States include US content, less than one-
tenth of the Mexican level.
Brazil has around the same number of FTAs
in force as Mexico. However, only one of Brazil's
FTAs is with a country outside Latin America
(Israel), while Mexico has entered into non-Latin
American agreements with Canada, the EU, Israel,
Japan, and the United States. This means Brazil
has no trade or integration agreement in force
with North America, the EU, or Asia—the world’s
three largest economic regions and the most
important in terms of trade policy innovation. As a
member of Mercosur, Brazil has signed FTAs with
Egypt, the Palestinian Authority, and the Southern
African Customs Union, though each are pending
ratification.?
Brazil also lacks trade policy autonomy. All trade
agreements must be negotiated and concluded

2 Brazil, through Mercosur, also has a preferential trade agree-
ment in force with India that represents an important step
toward a full-fledged free-trade area.

ATLANTIC COUNCIL

together with its Mercosur partners (Argentina,
Paraguay, Uruguay, and Venezuela).

Politically, Brazil has traditionally defined its
global role through leadership within the multilateral
trading system represented by the WTO and through
the BRICS (Brazil, Russia, India, China, and South
Africa)—the informal grouping of large emerging
economies that, like Brazil, lacks FTAs with key
trading partners.

There are signs, however, that Brazil is
reassessing its position within global trade politics.
Most telling is the energy Brazil has put into
reviving the trade pillar of the negotiations toward
an EU-Mercosur Association Agreement. The talks
have moved forward fitfully for fifteen years. But
technical meetings were held between the two
sides in March 2014, and the parties are likely to
exchange tariff proposals by mid-2014. In April 2014,
Brazil confirmed that the joint tariff-reduction
proposal to the EU will cover 90 percent of bilateral
trade. This comes after Argentina’s decision to be
more flexible in a number of product areas.

The EU is Mercosur’s single-largest trading
partner, accounting for 20 percent of its exports
and imports. Compared to Asia, where Mercosur’s
trade is largely commodity-based, 35 percent of
its EU-bound exports are in higher value-added
products. The sophistication of the EU-Mercosur
economic relationship is shown by the relative
weight that investment plays into its commerce:
Mercosur and the EU exchanged $182 billion in
goods and services in 2011, the last year for which
comprehensive figures are available. The stock of
FDI that year stood at over $500 billion, with $400
billion going from the EU to Mercosur, and more
than $115 billion from Mercosur to the EU.
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The United States and the European Union will drive
forward their own vision of trade liberalization by
pursuing more effective global economic governance
with like-minded Latin American allies.

Bridging the Atlantic—
North and South

atin America is already participating to

a certain degree in the new global trade

dynamics that are privileging FTAs over the

WTO as the framework for liberalization
and integration. Mexico is a founding member of
NAFTA. Chile, Mexico, and Peru are members of
the TPP negotiations. The four Pacific Alliance
countries are creating their own momentum in the
region, establishing a free market that accounts for
35 percent of Latin America’s GDP. Brazil is laboring
to get its Mercosur partners to conclude talks
with the EU. Even Ecuador, a member of the Hugo
Chavez-inspired Bolivarian Alliance for the Peoples
of Our America bloc, has begun exploring an FTA
with the EU.

Can Latin America bring to bear enough

policy muscle to forge its trade destiny alone? Or
would finding common ground with the United
States and the European Union—with which it
shares a strong cultural, historical, political, and
economic heritage—provide a faster track to
achieving its objectives? Latin American economies’
participation in TPP, while necessary, will not be
sufficient to propel the region into trade policy’s
leading ranks. Given the nature of its trade and
investment flows, and its political interests, Latin

America also needs to play a part in the North
American and European economic and trade
spheres. At the same time, the United States and
the European Union will drive forward their
own vision of trade liberalization by setting high
regulatory standards and pursuing more effective
global economic governance with like-minded Latin
American allies.

The countries with the deepest economic
integration levels with the United States and
the EU—Canada, Mexico, Switzerland, Iceland,
Liechtenstein, Norway, and Turkey—are watching
and in some cases advocating for their interests in
TTIP. A number of Latin American economies that
have FTAs with the United States and the EU may
begin to do the same. They will have a particular
interest, for instance, in the outcome of TTIP
negotiations on regulatory convergence. The United
States and EU are likely to recognize mutual safety
certifications and testing procedures for sectors
like automobiles and pharmaceuticals to create a
one-stop shop for regulatory approvals. How will
they treat third-party countries? Will they also find
regulatory mechanisms to facilitate the movements
of products from non-TTIP trading partners within
the US-EU economic space?

ATLANTIC COUNCIL
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Policy Recommendations

This policy brief has shown that the United States and Europe would each reap significant gains through
enhanced economic cooperation with Latin America. Here are nine concrete steps that policymakers
can take to ensure that TPP and TTIP help contribute to a broader level of international economic

cooperation.

If the United States and the EU decide to allow

other countries to dock onto TTIP once concluded,
they should include their largest Americas FTA
partners—Canada and the four Pacific Alliance
countries—among the priority candidates.

Forward movement in the EU-Mercosur free-
trade negotiations, especially Mercosur’s
decision to propose new tariff reductions, should
reignite the long-delayed discussions with the

United States for a US-Mercosur FTA.

A formal NAFTA review process should be

launched that is focused on the potential
benefits of enlarging its membership to include the
Pacific Alliance.

Once TTIP is concluded, the United States, EU,

Canada, and the four Pacific Alliance countries
will all have FTAs with each other and should
consider adopting common approaches to rules of
origin as well as so-called “diagonal” cumulation in
order to facilitate trade.

The like-minded countries of the EU, NAFTA,

and the Pacific Alliance should coordinate
their positions within the Doha Round, the Trade in
Services Agreement, and any future plurilateral or
multilateral trade talks.

Given that 56 percent of merchandise trade

is in intermediate products, seven countries/
blocs including the United States, EU, Canada, and
the four Pacific Alliance countries should create a
new “Global Value Chain (GVC) 7.” The GVC7 would
promote the inclusion in future trade negotiations
of ideas to enable efficient global value chain
operations.

The United States and the EU should explore

making mutual recognition agreements in TTIP
open to Latin American countries who can comply
with either the US or the EU standard, whichever is
least onerous to their existing regulatory regimes.

As investment increasingly drives trade, the

United States, the EU, and the Pacific Alliance
should create a common benchmark for investor
protection by aligning and modernizing the
investor-state and state-to-state dispute settlement
procedures in their FTAs with one another.

TPP should be concluded by 2015. If not, the

United States, Canada, and the Pacific Alliance
should explore options for regional agreements
with individual countries or smaller groups in the
Asia-Pacific region, such as Japan, Australia, New
Zealand, and ASEAN. Such agreements could be
concluded quickly among like-minded partners.

If most of these steps are taken, Latin America has the potential to become a lynchpin of a new multipolar
global trade constellation. This is true on an East-West axis considering Latin America’s role within the
Asia-Pacific sphere, and on a North-South axis with deeper hemispheric integration and stronger EU-Latin
America trade links on the horizon. Latin America’s leading economies will have cemented their Pacific
vocation through TPP and the Pacific Alliance, found a role in the new transatlantic marketplace of TTIP,
and even crafted a partial, more flexible, less politically charged successor to the Free Trade Area of the
Americas via NAFTA and future FTAs with the United States.

ATLANTIC COUNCIL



Atlantic Council Board of Directors

CHAIRMAN
*Jon M. Huntsman, Jr.

INTERNATIONAL
ADVISORY BOARD

Brent Scowcroft
PRESIDENT AND CEO
*Frederick Kempe

VICE CHAIRS
*Robert J. Abernethy
*Richard Edelman
*C. Boyden Gray
*Richard L. Lawson
*Virginia A. Mulberger
*W. DeVier Pierson
*John Studzinski

TREASURER
*Brian C. McK.

Henderson

SECRETARY
*Walter B. Slocombe

DIRECTORS
Stephane Abrial
Odeh Aburdene
Peter Ackerman
Timothy D. Adams
John Allen

*Michael Ansari
Richard L. Armitage

*Adrienne Arsht
David D. Aufhauser
Elizabeth F. Bagley
Sheila Bair

*Rafic Bizri

*Thomas L. Blair
Julia Chang Bloch
Francis Bouchard
Myron Brilliant

*R. Nicholas Burns

*Richard R. Burt
Michael Calvey
Ashton B. Carter
James E. Cartwright
Ahmed Charai
Wesley K. Clark
John Craddock
David W. Craig

Tom Craren

*Ralph D. Crosby, Jr.
Nelson Cunningham
Ivo H. Daalder

Gregory R. Dahlberg
*Paula J. Dobriansky
Christopher ]. Dodd
Conrado Dornier
Patrick J. Durkin
Thomas J. Edelman
Thomas J. Egan, Jr.
*Stuart E. Eizenstat
Thomas R. Eldridge
Julie Finley
Lawrence P. Fisher, 1
Alan H. Fleischmann
Micheéle Flournoy
*Ronald M. Freeman
*Robert S. Gelbard
*Sherri W. Goodman
*Stephen . Hadley
Mikael Hagstrom
Ian Hague
John D. Harris II
Frank Haun
Rita E. Hauser
Michael V. Hayden
Annette Heuser
Marten H.A. van Heuven
Jonas Hjelm
Karl Hopkins
Robert Hormats
*Mary L. Howell
Robert E. Hunter
Wolfgang Ischinger
Reuben Jeffery, 11
Robert Jeffrey
*James L. Jones, Jr.
George A. Joulwan
Stephen R. Kappes
Maria Pica Karp
Francis J. Kelly, Jr.
Zalmay M. Khalilzad
Robert M. Kimmitt
Henry A. Kissinger
Peter Kovarcik
Franklin D. Kramer
Philip Lader
Henrik Liljegren
*Jan M. Lodal
*George Lund
Jane Holl Lute
*John D. Macomber
Izzat Majeed
Wendy W. Makins

Mian M. Mansha
William E. Mayer
Eric D.K. Melby
Franklin C. Miller
James N. Miller
*Judith A. Miller
*Alexander V. Mirtchev
Obie L. Moore
*George E. Moose
Georgette Mosbacher
Bruce Mosler
Thomas R. Nides
Franco Nuschese
Sean O’Keefe
Hilda Ochoa-Brillembourg
Ahmet Oren
Ana Palacio
Thomas R. Pickering
*Andrew Prozes
Arnold L. Punaro
Kirk A. Radke
Joseph W. Ralston
Teresa M. Ressel
Jeffrey A. Rosen
Charles O. Rossotti
Stanley O. Roth
Robert Rowland
Harry Sachinis
William O. Schmieder
John P. Schmitz
Anne-Marie Slaughter
Alan J. Spence
John M. Spratt, Jr.
James Stavridis
Richard J.A. Steele
James B. Steinberg
*Paula Stern
Robert J. Stevens
John S. Tanner
Peter ]. Tanous
*Ellen O. Tauscher
Karen Tramontano
Clyde C. Tuggle
Paul Twomey
Melanne Verveer
Enzo Viscusi
Charles F. Wald
Jay Walker
Michael F. Walsh
Mark R. Warner
J. Robinson West

John C. Whitehead
David A. Wilson
Maciej Witucki
Mary C. Yates

Dov S. Zakheim

HONORARY
DIRECTORS

David C. Acheson
Madeleine K. Albright
James A. Baker, 11
Harold Brown

Frank C. Carlucci, I11
Robert M. Gates
Michael G. Mullen
Leon E. Panetta
William . Perry
Colin L. Powell
Condoleezza Rice
Edward L. Rowny
George P. Shultz
John W. Warner
William H. Webster
LIFETIME DIRECTORS
Carol C. Adelman
Lucy Wilson Benson
Daniel J. Callahan, II1
Brian Dailey
Kenneth W. Dam
Lacey Neuhaus Dorn
Stanley Ebner

Chas W. Freeman
Carlton W. Fulford, Jr.
Edmund P. Giambastiani, Jr.
John A. Gordon
Barbara Hackman
Franklin

Robert L. Hutchings
Roger Kirk
Geraldine S. Kunstadter
James P. Mccarthy
Jack N. Merritt

Philip A. Odeen
William Y. Smith
Marjorie Scardino
William H. Taft, [V
Ronald P. Verdicchio
Carl E. Vuono

Togo D. West, Jr.

R. James Woolsey

* Executive Committee Members

List as of May 21, 2014



The Atlantic Council is a nonpartisan organization that promotes constructive
US leadership and engagement in international affairs based on the central role
of the Atlantic community in meeting today’s global challenges.

1030 15th Street, NW, 12th Floor, Washington, DC 20005

(202) 778-4952, www.AtlanticCouncil.org



