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TOWARDS CLOSER RELATION S BETWEEN
THE EUROPEAN UNION AND MEXICO

(D Commlssmn Commumcatlon to the Councll and’ Parhament)

In its conclusions of 24 and 25 June 1994 the Corfu European Council "reaffirms the

- importance it attaches to its relations with Latin- American countries and their regional

groupings. ‘It expresses its satlsfactlon with the progress achieved - in the areas of

" democracy and respect for human nghts peace and drsannament economlc reforms and
regional mtegratlon S A S :

In thxs context the European Councrl welcomes the accession of Mexrco to’the QECD
-and expresses its wish to strengthen its pohtlcal and economrc relations with this country.

It also confirms the intention of the European Union to strengthen its relations with
* Mercosur. - It invites the Council and the ‘Commission to pursue these 'questions ﬁirther."

Tn its conclusrons of 9 and 10 December 1994, the Essen European Councrl "urges the

‘Council and the Commission (.. ) to put ideas on the ﬁJture form of treaty relations with

Mexrco ¢.) mto concrete form wnthout delay

' These conclusrons ‘had been preceded by a report drawn: up by the Council (General
_ Affairs) of 28 November which.called ori the Commission to put before the Council in the -

very near future, at the latest by end March 1995, a paper outlining the strategic’ options '

and including specific. proposals and to this end to establlsh close lmks wrth the new
.Mex1can govemment o

In addmon in the "basrc paper”. on EU relatlons w1th the Latm Amencan and Caribbean
» States adopted by the Council (General Affaxrs) on 31 October this year, the European =
Union expresses its readiness to start talks with-a view to more far-reaching agreements,
better ‘adapted to our partners'. economlc potentlal and to the emergence of forms of

T 'reglonal mtegratlon

) Thrs Commumcatlon from the Commrssron to the Council and the European Parliament: .
aims at meeting the requests made by the European Councnl and the Council of Mlmsters '
and covers the followmg ' :

- strategic aspects of EU-Mexlco relatlons )
.- Mexico's recent history and its current place on the, mtematronal scene;
- a discussion of existing EU-Mexico relations; . : T

- a Commrssron proposal for closer. relatxons between the Umon and Mexrco

- For the sake of srmpllcnty this Communication refers to the "European Union", - This reference ‘is
without prejudice to-the Commumty s powers to.adopt at a later date such legal mstrumenls as may be
requxred . .



STRATEG]C ASPECTS OF EU—'MEX_ICO RELATIONS

. a) Increasmgly complementary mutual interests.

The Union's -interests in closer lmks with Mexuco are both polmcal and econonuc
CAta polmcal level, the EU's interest in principle in the consolidation of the current’
democratization process and our shared values and historic, political, economic and.
cultural links should be mentloned

, From‘ the economic standpoint, Mexico, thanks to the process of domestic and.
‘external liberalization' pursued over the last few years and despite the recent
~ financial ‘crisis, is perceived as a highly promising market by European economic
operators and an attractive destination for their investments. It is essential that the
~ lack of a suitable contractual framework should not weaken the Union's economic
position in Mexico ‘at a time when the country, richly endowed with- natural and
' human resources seems ponsed to fulfil its promlse ‘

Mexncos interests in closer. cooperatlo'n w1th the European Union are also of a
political and economic nature. At political level, such cooperation would contnbute
to the successful outcome of the efforts undertaken by the Mexican. government .,
towards a comprehens;ve democratization of the country and greater closeness
between the machinery of government and civil society. In addition, closer political -
‘cooperation would. enable the country to improve the balance of its relations with
“the other s1gnatones to NAFTA :

At economic IeVel, the Community is an attractive, relatively accessible market for
Mexican products, and a good- source. of capital, modern technology and
cooperation. ‘What is more, greater involvement of European business inthe
Mexican economy would enable the latter to become more competitive.

'b) Mexico's role in EU—Latin American relations

~ Relations between the European _Umon and Latin Amenca as a whole have
'developed at three different levels:

- regional level through the Rio Group, w1th which the Union has ‘had formal'
political dialogue lmks since 1990;

_-‘ sub-regional level with‘ the countries of Central America, with which the Union
has held regular "San José" meetings since 1984,

- bilateral level, with various countries and groupings of countries (Andean Pact
and Central American countries) with which the EC has signed "third generation"
: cooperatlon agreements. :
Mexico is'a member of the Rio Group, participates in San José meetings as one of
the three observer countries and its relations with the Community are governed by-a
framework cooperation agreement signed on 26 April 1991. :



The country is therefore well represented in all the bodies where political and
-‘economic dlalogue between the Union and the Latin American countries. iakes

‘place. It goes without saying that any EU strategy intended' to -strengthen the -
Union's relations with Mexico must ot call into question its' dlalogue_ with the Rio -

‘Group and the San-José countries. It. should bé considered rather as.a means to

push that dialogue further in such a way that the spec1ﬂcmes are glven due
: consnderatlon in the Umons own mterest )

This means that the new strategy proposed by the European Union i in relation to,
Mexico canriot be developed in a-vacuum and, while taking the country's specificity
- into -account, must form pait of an overall Union - strategy towards the Latm
Amencan countnes and in partlcular the Rio Group ‘

~ In this ‘context the _basnc p‘aper on relatlons between ‘the EU and Latin America and
_the Caribbean countries adopted by the Council of Ministers at its meeting of ..

31 October 1994 “should be  mentioned. - In it -the Union formally declared: its .
- readiness to open discussions. with’ a view to concludmg new, more ambltlous-
) agreements better surted to the economrc potentlal of our partners in the reg:on ‘

Smularly, the Council conclusrons cal]ed for an increase in- the. volume -of trade’
between Europe and the emerging -economies of Latin America,” in particular
through the speedy 1mplementatlon of tariff reductrons and the ehmmatlon of trade
' bamers - L : )

¢) Mexnco as partlcapant in multllateral orgamzatlons and member country of -
a large mtegrated reguonal groupmg . :

Over the last ten years Mexxco has become a contractmg party to a number of
rmultllateral bodies, notably the GATT and the OECD, and has played an active role -
in its regional context, mostly within APEC, the Asia-Pacific Economic Cooperation -

Forum; and the recently estabhshed Assocratron of Canbbean States (AEC).

In addltlon the launch of NAFTA has mcreased the: relatlve 1mportance of the lmks .
. between the EU and Mexico., From now on Mexico, already a sizable regional
" power, is to be looked upon’ as a foundmg member of ‘one of the. two largest’
markets in the world. This awareness must mform any discussion of ﬁJture EU-.
vMexrco relatlons Lo

As hrghllghted by the recent Summrt of the Amencas in Mlam1 NAFTA ‘s hkely to
. grow. (negotiations with Chile should start in spring 1995) and should provnde a
- model for the establishment of an 800-mrllron strong free-trade area spannmg
g Alaska and Cape Hom by 2005 o . S

~~These prospects should also be bome in mind when selectmg the contractual
- framework for the Union's relatrons wrth Mexico. _ . ‘
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<.MEXHCO'S RECENT HISTORY AND HTS CURRENT PLACE ON THE"
INTERNATIONAL SCENE

a) Economlc developments B

At the begmmng of the 1980s Mexico was strugglmg with the legacy of decades of

- protectlomsm and a hrghly regulated economy. Serious macro-economic imbalances

(budget deficits, soaring inflation, overvaluation of the peso, the flight of capital and
rising foreign debt) were compounded by senous micro- economrc distortions.

The Mexrcan economy has undergone substantial changes The key elements of the

' recovery programme were:

- A sustamed long-term budget reform policy.

- A social pact between the govemment and the two sides of industry which came

into effect in December 1987 and facilitated - the 1mplementatnon of macro-
- economic stablhzatlon pohcres :

.- A strict macro- economlc pohcy Wthh has enabled srgmﬁcant reductions in the

rate of inflation.

- A reduction in state control over the economy, in particular through a vast

privatization programme (there were 1155 State-owned companies in 1982
compared with 200 today)

The opemng up of the economy. to- the outside world, through the hberahzatlon of

~ external trade (see point (b) below) and foreign investment (new leglslatlon
_ introduced. on 27 December 1993 considerably reinforced legal security in the field
‘of investment, mcreased the number of areas in which foreign investors can hold

100% of the share—caprtal ‘and radically simplified the administrative procedures -

* ‘now any request submitted by a foreign investor is considered authorized if the-

competent authontles have not opposed it in within 45 days of its submnssnon)

ThlS transformatlon of Mexwos economic landscape is reflected in the countrysA
.main economic mdlcators ' :

1982-87 1988-89 1990 1991 1992 1993

GDP: average ~ annual ; ol » ;
growth rate?- ' -0.1 2.4 4.4 36 | 28 0.4
GDP per capltaz' 2271 2200 2256 2291 2 307 2.262
Inflation: annual variation? ’ . -’ ‘ ' o

_ - | 836 . 67.1 26.7 22.7 15.5 9.8
Current account balance as ’ : R
a percentage of GDP® 0.8 -1.7 -3.1 -5.2 -7.5 -6.6

2 Source IBD (Interamencan ‘Development Bank), Progreso Econémico y Social en Amertca Latina,
Informe 1994, Washington DC, October 1994

Source:. Banco de México.




| 1982-87 |- '1988-89 | 1990 1991 | 192 1993
-'Exchange rate in réal| o . ’ : -
terms,* ' 110 99" 119 108 102 95
External debt (USD brlhon)z' R o , ) P S
 86.1 969 106.0 1153 | 113.4. | 1189
Long “térm publrc debt| .. o SR D S
.(USD billion)? - |- 516 727 | 7157 79.0 723 743
External debt servicing as a R T ’ I ]
“percentage of exports? 2361, | 0129057 |-~241 | 214 | 189 168

These ﬁgures should not, however be allowed to overshadow certain fundamental‘j C

- ”problems which ‘must be resolved if Mexrco is to contemplate the future: W|th 1

' conﬁdence These are in the main; .

- ptwerty: desp‘ite"’the ‘achievements of the "Solidaridad" p'rogramme,.al‘most 2-0-%/: .

. ofthe population lives below the poverty line as defined by the World Bank. The
- new Mexican administration has chosen the fight against poverty as one of the
‘fundamental objectlves of its snx—year term of office. -

, - the average level of educatlon whrch is still relatrvely low..

"= numerous envrronmental problems whlch must be tackled by, the present-

Govemment

‘ - The growmg current account and trade balance deﬁcnts whlch could not be

ﬁnanced from forelgn investments, oﬂen too ephemeral

- A currency kept artrﬁcrally overvalued

- These problems compounded by uncertamty over the country’ s polmcal cllmate and
the outcome of the political and social conflict in Chiapas, precrpltated the financial -
- crisis Mexico has been contendmg -with since December charactenzed by a sharp.

devaluatron of the peso and a steep rise in mterest rates

-The measures adopted by the Mexrcan gov'emn‘wnt helped by the’ international

commumty, in response to the crisis highlight the progress made by the country :

~ since the early 808 in transfonmng and restructurmg its economy

The govemment lost no tlme in adoptmg an emergency plan which draws together -
business and labour and aims . at restoring macro-economlc equxllbna and hence :

foreign investors' confidence,

"In addltlon the US Canada, the Bank for Intematlonal Settlements the OECD the |

IMF, the World Bank and Japan have all come to Mexico's rescue by shormg up

investors' conﬁdence with reassuring. statements and, above ali, by providing very
/substantlal credits. . Some Member States' of the Union have announced their

mtentron of* takmg part in this effort.

4. 1980 = 100. g




. The European Commission for its part issued a statement on 11 January_ welcoming
the efforts made by the international community and Mexico and announcing its
forthcoming proposals for the strengthening of polmcal .economic and trade links
between the Umon and Mexico. :

- b) Mexico's prog'ress in the'ihtemational eeonomie arena

Over the last.ten years Mexico, through its accession to various major international
organizations, has progressively. established its credibility as a serious partner. on the
- world economiic scene:. contracting party to the GATT in 1986, founder member of -
the EBRD in 1990 and full member of the OECD in 1994. ‘

Apart from participating in international and mdltilate’ral organizations, Mexico has
~ considerably enhanced its integration in the regional economy by concluding a series
of free trade agreements with most of its neighbours. .

In June 1994, the Group of 3 (Mexico, Venezuela and Colombia) signed a free trade’
agreement which will come into force in January 1995 and will be implemented over.
. a 10 year period. The Group of 3 accounts for 35% of total GDP in Latm America
and the Canbbean : ‘

In Janu’ary 1991-in Tuxtla Gutiérrez the Presidents of the Central American
countries and Mexico issued a statement laying down the basis for an Agreement on’
Economi¢ Complementarity, which will gradually lead to the establishment of a free
trade area. In its wake, a free trade agreement was signed with Costa Rica in April
1994. It will enter into force on 1 January 1995 and will be implemented
progressively over a 10-year period. Negotiations along the same lines are under
way with El Salvador, Guatemala and Honduras, as well as Nicaragua. '

Chile and Mexico éigned an economic complementarity agreement in 1991.

A ﬂ'ee trade agreement ‘'was . concluded between Mexico and Bohvra on
10 September 1994 : -

‘Mexico is an active member of APEC and is playmg a srgmﬁcant role in the launch
_and consolrdatlon of the AEC. :

Lastly, on 1 January 1994 the North American Free Trade Agreement (NAFTA) -
entered into force. This agreement, concluded between Mexico, the United States
and'Canada, accounts for around 20% of world trade..

©) NAFI‘A
NAFTA divides products into fodr groups according to the ‘speed of ‘tariﬁ' i
reductions (products in the first group have been zero-rated since 1 January 1994 °

while those in the fourth group will not achieve this status until 1 January 2008)

/
’



NAFTA is unusual in that rt mvolves asymmetnc dismantling of dutles to relleet the -

- difference in the level of economic development between Mexico and its northern A
- neighbours: for example on I January 1994 Mexico abolished import ‘duties on . - .

43% and 41% of its imports from the United States and Canada respectively while ,

N 'the US and Canada abolished duties on 84% and 79%. of their i lmports from Mexrco
NAF TA also provrdes for the abolmon of non-tanﬁ' trade bamers ‘ (-

‘ NAFTA includes safeguard clauses valid for the 154year transition'al period which
allow the parties to suspend the tariff reduction process or even re-introduce pre-
' NAFTA duties if imports from the other two members constitute a substantial threat -

to a domestic: mdustry, though compensatlon would have to be. offered on other
products ' : : :

,'Partres also have the nght to reﬁlse to 1mport products whlch do not comply wrth.
their- environmental standards but at the same time measures have been introduced

~ -to.align upwards the environmental standards of the three members On similar- -

f ) lines, a clause exists to prevent " socral dumpmg

As for ecOnomic dumping,'NAFTA panels will have the task of seeking a consensus.
'.Any proposal by a’ ‘member to modify its anti-dumping legrslatron wrll hkewrse be,‘ ‘
sub]ect to advance scrutmy by a NAFTA panel : -
"The provrsrons relatmg to publrc procurement provrde for. the progressive abolmon
“of all restrictions on competition from other NAFTA members over a 10 year
period. Certain product areas, such as rmhtary equrprnent and basrc
: commumcatrons are not covered by the these provrsrons o ‘

Beyond what is specrﬁcally provrded for by the agreement, NAFTA will also have -
- ‘an indirect influence on Mexican. legislative activity-in a number of  areas. For‘l“
example it is llkely that standards systems will be alrgned : ,

| 'd) The polltrcal srtuatlon

Over the last few months a number of major events have leﬁ thelr mark on-Mexican ..

-political’ life and have called into question pnncrples which had hitherto seemed
_ immutable. The: socral and polmcal problems facmg the country are. many and far
~from srmple : : -

The new Mexrcan govemment's key objectives are to promote genume participation
by certain population' groups and classes in the country's development to
consolidate the. reforms introduced to ensure pluralism and transparency in- the
- political hfe and to’ undertake a comprehensrve reform of the Judrcrary '

In January the new Mexrcan administration took its ﬁrst steps in this drrectron sirice -
15 January the- Mexrcan interior minister himself sits on the National. ‘Conciliation
",” Committee, whose task is to examine possible solutions to the conflict in Chiapas.



‘Sumlarly, on 17 January a pact known as "Agreement for Democracy" which sets
- out a negotiating base for the launching of a far-reaching reform of the electoral

- .system was signed by the ruling party (PRI) and the three main opposition parties:
the Labour Party (Partido Trabajador), the Democratic Revolution Party (Partido de.

la Revolucié Democrética - PRD) and the Natxonal Action Party (Partldo Accion

- Naclonal PAN) -

'RELATIONS BETWEEN THE EUROPEAN UNION AND MEXICO:

~

STATE OF PLAY

Economic relations between the European Commumty and Mexxco have become
much closer since the recovery of the Mexican economy and as its llberahzatnon has
progressed

- a) trade ﬂows and investments

Trade statlstlcs for the 15 Member States of the Union are shown in the table
below (m million of Ecu and as a percentage of the total) '

Souroe Eurostat, Comext-Databank .
% share refers to EC/Mexico (imports/exports) compared w1th EC/Latm America imports/exports.
VExports/nmpoﬂs refers to EC exports to Mexico.compared with EC imports from Mexico.

. 1980 1985 - | 1990 , 1993 |
EC lmports from: o . B .
Mexico 2 054 5275 - 3012 2421
Latin America 18 105 132226 27 063 23 386
% share® ' 113 16.4 . 11.1 10.4
EC exports to: ‘ _ _
Mexico 2671 - 3091 4250 6159 ¢
Latin America 14 738 . 16 833 16 946 25412 .
% share 18.1 18.4 25.1 24.2
4 »'Balance of trade and export/nmport ratio: . N
EC/Mexico balance - of 617 -2 184 “1238 | 3738
trade ' : «
% exports/imports’ 130 58.6 141.1 254.4
= ,



. Aggregate levels of direct foreign investment from the European "Community, the

United States and Japan are as folloWs (in USD billion and as a percentage):

Year -

'| Direct foreign

US/Canada EC - Japan
_investment " S ] ' N
- : " USD billion
" 1990 . 3031 . 19.50 6.18 . 145
1991 3387 ~21.96 7.03 - 1.52
1992 . 3747 . 23.70 7.78 1.61
1993 4240 - 27.30 - 838 1,69
: S - Percentages ' o
- 1990 . -100 643 20.4 48
1991 - 100 . 64.8 208 4.5
1992 100" - 63.3 208 43
11993 100 .. 644 - 198 - :4.0_

o .Dlrect forelgn mvestment ﬂows have changed (m percentage) over ‘the last few |
o years as shown below: Ce 4 . '

Annual flows (as a percentage)

‘Year USICanada - EC _Japan

1990 63.4 250 33
1991 , 69.1 23.9 .20
<1992 | " 483 1 20.6: - 25

1-1993." N ,73.1 : 12.2 : 14

' The followmg pomts should be consrdered in conjunctton wrth these statrstlcs

- 'Exports from the Commumty have doubled since.1985. Thus in 1993 Mexrco
accounted for 24% of EU exports to Latin America compared with 18% in 1985.

. Around 90% of the exports consist' of manufactured goods, wrth machmery and
transport equrpment accountmg for over half. :

B Mexncan exports to'the EC however have made little headway at around 13%
of total exports. Their value in ECU indeed fell by 20% between 1992 and 1993.
Consequently, Mexico's share in total exports from Latin America dropped from
16% in 1985 to 10% in1993. Note that manufactured products account for

- around 50% of the country's exports to the Commumty

- The Commumty balance of trade with Mexrco has therefore moved from a
ECU 2184 million deﬁcrt in1985to a surplus of ECU 3 738 million in 1993.

»

-

8 Source: V informe de Gobierno (1994), & Direccion General de Inversiones Extranjeras, SECOFL
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- Mexico is the only member of the OECD to benefit from the Commumty GSP.
The proposal adopted by the Council last December wrll enable Mexico to
' contmue to beneﬁt from this system :

- European investments in MCXICO are largely directed towards the’ privatization
programme launched by the Sahnas administration.

- 7% of European investment in Mexico is in manufactunng, 15% in transport
- and commumcatnons and’ 12% in social and private servxces

- Note that the flow of European investments to Mexico has somewhat contracted

over the last few years.”. 9. Conversely, investments from the US and Canada have

. increased, especially in 1993. In terms of aggregate amounts, the EC accounts’
~~ for 20% of the total and the Us and Canada together account for 64%.

Viewed. against their general background, current and prospectrve economic - -

relatlons between the Community and Mexico may beé summed up as follows: -

- Since the end of the 1980s, Mexxco has been engaged on a comprehensxve
_ transformation of its economy

- As a result, economic relations between Mexico and the EC have intensified, .
providing a sound indication of the potential for complementarity between the
_two parties. However, there is still a. very obvious imbalance of trade flows,™ -
which suggests substantial scope for further development with a vrew to )
"rebalancing"” trade upwards

- Mexican membershlp of NAFT A, however, could affect the level of our trade .
relations since in the medium term it is more likely to divert Mexican trade with
the EC than increase it (especxally in sectors such as textiles, clothing and
telecommumcatlons) :

, Furthermore the very stringent rules of ongm which are now apphcable to
’petrochemrcal and energy products will certainly have a negative effect on European
investment in these sectors..

. - In bnef the existence of NAFTA risks hampenng or even eroding economlc
' relations with Mexico in the medium term, unless a new contractual framework
governing EU/Mexico relations is rapldly established.

- Going. beyond this direct effect on bilateral relations, the éxistence of NAFTA,
without an appropriate contractual framework governing EC-Mexico relations,

* could -engender a reduction in relative terms of European influence within the
_ various multilateral economic organizations. It should also be borne in mind that,
in the medium term, NAFTA will very probably open-its doors to other major .

‘ Latm Amencan ‘economies.

? At this stage it would be premature to assert that this trend is due to European mvestors bemg replaced

by other investors.



~ Note, too, that in the foreseeable future around 70% of Mexican imports will be )
from countries or regions wrth whlch Mex1co has concluded - free trade
. agreements :

b) Cooperation betwee'n the EC and Mexico

Re]atlons between the EC and MCXICO are govemed by the framework cooperatlon‘ -
»agreement ‘of 26 Apnl 1991. : :

In the last few years the amounts comnntted by the Commumty to ﬁnance
' cooperatlon w1th Mexrco have grown consnstently ' -

. 1990 - ECU 6 nulhon' _ 4

1991 ECU il million . . ..

1992 ECU13 million- - _ - o

1993  ECU17million . - - = s , .
1994 ECU 20 million (approx.) . S S -

.So far the, Commumty has not camed out tradmonal cooperatlon prOJects in Mexxco ' ‘
~(such as rural development and .infrastructure). This can be explained by the
- relatively high level of Mexico's GDP per head of population and by the country's

choice to base_its relationship with Europe on- partnershlp, capltahzmg on its

economic and technologlcal achxevements : : ,

" This choice is bome out by the dynarmsm and quahty of econormc cooperatlon w1th‘
Mexico, whlch pomt at the countrys detenmnatlon and the mterest it arouses in
: Europe ’ :

' V;In this context a few mmatlves may be mentioned as a good example of the way o
Mexico and the Commumty have succeeded in developmg genuine cooperation’
based on mutual interest and ‘cofinancing: Mexico is the chief beneﬁcxary of'the EC
Investment Partners Programme and one of the Community's main scientific and.
technical cooperation partners; a ‘multiannual’ (1995-1998) programme of meetmgs '
between Mexican and European businessmen is under way: some 2300 European
“and-2 150 Mexxcan busmesses are expected to take part init.

©). Pohtlcal dlalogue

Reﬂectmg a‘real need the meetmgs between ‘senior Mexlcan and EU ofﬁmals havej
increased in number over the last few years. Thls dralogue however, has never been
g glven an ofﬁcral framework o

As part.of the prelimina‘ry work for the Essen European Council, theJCouncil'.of

-Ministers meeting in Brussels-on 28 and 29 November this year stressed the need to
_ intensify relations with Mexico at both political and. econonuc level and to institute
~ consultation machmery in the very near ﬁJture

,1_24. '



The dialogue, which initially focused “essentially on the bilateral aspects of
EU/Mexico relations, is expected to progress beyond these limits. The synergism
between the interests and perceptions of the two sides could work in many fields
and no doubt a large number of multilateral questions could be addressed through
. enhanced consultation and result, in particular, in the two partres adopting
coordinated posmons in certain multilateral orgamzatrons

TOWARDS CLOSER - RELATIONS BETWEEN THE UNION _"AND
MEX[CO '

The modemnzatron and hberahzatlon of the: Mexncan economy are well under way
. and it seems likely that closer relatlons between the- Commumty and Mexico would
_ better enable the countryto ovércome some of the remaining obstacles and bring to

fruition its efforts to establish- itself in the mtematrona] economic arena, going
-beyond the regional level to become a world-class economic and trade partner.

European business has had a role to play right from the outset and this presence -
both trade interests and investments - has helped in preparing the Mexican industry
to compete on world markets. It has also helped Europe to secure advantageous ‘
economic posmons ‘

Despite the recent financial difficulties, Mexico is beginning to reap the rewards of
its brave economic reform programme. If this . continues, then in view of the
country's membership of NAFTA a sizeable conisumer market with a high growth
potential is likely to take shape

If the EU fails to take appropriate steps, its relations with Mexico run the risk of
being eroded by the existence of NAFTA, particularly if other Latin American -
countries join up. The available ﬁgures on direct investment trends show that the

risk of European operators bemg margmallzed is a very real one. ‘

~ Also,asa result of the Uruguay Round, Mexico's bound tariffs are much higher than
* those actually applied. Currently Mexico's customs tariffs average 20%, whereas -
. the bound tariffs stand at 35% and reach 50% for certam products.

The present agreement, while important in promoting closer relations between the
EU and Mexico, offers no means of facing the new challenges. The Commission, in
accordance with the guidelines set by the various Council meetings, has approached
the Mexican authorities to discuss the new framework for Mexico-EU relations.

 OPERATIONAL CONCLUSIONS
The Commission feels that: only an agreement combmmg economic partnership and

political consultation would meet the Union's and Mexico's mutual interests in full.
Such an agreement would aim at strengthening EC-Mexico cooperatton based on a

- balanced and mutually advantageous partnership spanmng economic, political and

trade aspects

13



* As far as trade is ﬁc;nécmcd, é.fc_)rm of h'bcraﬁiaﬁox;'should be envisaged e aciual

scopc and practicel ‘details of which should be detcrmined by thé negotiating.

-~ mandate following discussion in the various Council bodies. At any ratc, the

Commxsexon will ensure that its proposals are fully compatible with the Communny
mtemauonal obhganons mcludmg those derived from WTO member.,hxp 2

Enhanced cooperanon 10 mdude polmcal issues, Would also be sought
In accordance with the basw paper on relanons between the EU and Lann A.menca ;

and the Carihbean econntries adopted hy. the "C ‘onncil  at its meeting.. of
30 Octoher last year, in which the Union affirmed its readiness to open discussions

with a view 10’ concluding new, more ambitious agreements better smted to the .-
economic potential of our parmners in the region. the agreement would cover three> .

areas; polmcal 1ssues, ec..onumu. issues wid wupemuon
d) Puhltul issues -

It is in- thc EU' interest. to strengthcn dla.logue wnth Mexico. Thc mccha.msm
chosen for pohucal consultation should take into account the fact that Mexico, -

‘within NAFTA, is thc partner of countries such as thc United States and. Canada,

with which the EU has agreed formal political dialogue procodurcs Howecver, the -
opecn'.\l relation between the EU and those two c:auni:ﬂee n the Eeld of s ecuntyl
should not be overlooked : . -

Pohucal dm.logue would be based on respect for human nghts democracy good' '
governance dnd r.he rule of taw, which is ane of the basn‘ tenets of relahons between
the twao parhes ‘

( ‘ansultation would take the form of meetings at premdenna], mlmstenal and semor“
official level betwéen Mexico and the various EU institutions, mcludmg the
Commission. - At presidential 1eve1, meetings between the Mexlcan President; the

President of the Furopean Counil and the Commission President could take place - -

every two years. For the othar levels, e Geyucucy would be dictated Ly tic.
requirements juintly ugiced by the two parties. -At any rate, efforts would be made’
10 proceed vnt the basis of pmmmgcd schcdulcs dctailmg thc tOplCS of mutua.l
mchch to be discussed ' A

A solcmn dcclaratxon sxgncd by the two parucs atthe h1ghcst lcvcl would spcmfy thc o
actual rules

In view of the current Mexican ad.mxmstmtlons stated intention to work towa.rds
pohtxcal openness and transparency, the EU would be " particularly -amxdous to
promote e).changes between ‘the ‘various political entities’ of the two ‘parties, for
instance by amngmg regular contacts between the European and the Mencan, '

Parhaments ) -
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b) Economic issues

In time, and as far as économic and trade relations are concerned, only an agreement
entailing the progressrve and reciprocal liberalization of trade as a whole, bearing in
. mind the sensitivity of certam products and in line with relevant WTO rules, would
_enable trade flows to achieve optimum levels in both directions.

- In this context, the Commission will -see to it that its proposals reconcile the
‘requirements of the CAP' with the Community's mtematlonal committments,
mcludmg those undertaken w1th1n the WTO. -

Even before the begmmng of negotlatlons, a specific protocol aimed at controlling
fraud and. providing mutual administrative assistance in customs matters and origin
rules would be concluded. '

' _Pendmg the outcome of the negotxatxons the two parties would maintain the actual
current conditions for access to their respective markets -

"As recommended in the basic paper on EU-Latin-America relatlons adopted by the

Council at its meeting of 31 October last year, there would also be provisions for -
cooperation and dialogue .on trade issues and the liberalization of movements of

services and capital. In addition to the reciprocal dismantling of tariffs particular
importance would be attached to the gradual two-way liberalization of investment

" conditions and the regulatory measures concerning products and services. -

. Such an approach is justiﬁed inter alia in the light of the following considerat-ions: ~

.- Building on its expenence within NAFTA, Mexnco should be able to cope w1th
 the economic 1mphcatlons of liberalizing its trade with the EU.
- The prospect of a contractual framework would act as a powerful incentive on
Européan’ productlve investments in "Mexico, -and, ‘this would 80 along way

' .towards improving the country's financial situation.

. < Without a new, more advantageous contractusl fr’amework for trade, Mexico has
considerable scope: for. protectmg its market whlle increasing its customs tariffs
. within GATT limits.’ :

- Trade hberahzatron -with Mexnco would enable Mexico and the EU to boost
bilateral -trade and make-the most of the mutual advantages brought about -by
NAFTA membership. \ : o :

- For agncultural products, the advantages of liberalization would be less obvious
(exports are expected to grow by 14%-15% over the next ten years).

- Liberalization would be perceived as a.sign of strength and increased stability by

European investors, who ‘would view it as a guarantee for their investments in
Mexxco and a means to d1versnfy them

5o o



" T"nc most proﬁtablc sccors arc. el:pected to bc pOWCL U:[lUIdHOTL public ,
procurement and financial services.

- For the EU trade liberzhzauon nego’uatzons thhMcmco should be hclpcd by the
- . amival of the new Mexican adminjstration (strongly in fovour of ficc trade) and -
" - the country’s recent NAFTA expenence Generally speaking, the ncgotiations
~ should pose no- mu'actable problem since Mexico's economy enjoys excellent
growth prospects; its export structure i mainly aimed at the US a.nd its .,ectoml

speclahzanon is cnmplementary tn that «f the Union.

- V-In addmon, the ngmﬁcance of closer polmcal tles advocated by both pames :
would be reduced if they were not- accompanied by an e,cnnc:rmc and trade
paImershlp 10 match R '

S a Cuupemuun o

We know from a;pcncncc that Manco is ‘seekiug advanced, mutually beneficial . .
" cooperation that is likely to increase its ccomomy's wowpelilive edge, and
intcrnational posture.  Thus; alongmdc more ‘ambitious programines (s pioniote
. contacts between firms from the two sides, edministrative coopc:ranon {particulasly
" in the field of competmon) would be developed, with a vicw to facilitating trade -
: bétween the two parties. 'In this context, particular’ efforts should be madc in the

“flelds of enwronmental cooperation (pro;ects to encaurage the transfer of European |
- 'technology) scientific and techmcal coopemnon, education and u':unmg ‘
L he new agreement unfike the ex-nstmg one would gzve Menco the opportumty to : .
' take part in certain humpmn cooperannn projects and progmmmfs focusmg on: '
indostry, |
- - culwre, T
information and telecommunication technologies and the informarion society. -

" As regards indusleial cooperation, an euhauwd didogue and | ad-hoc initiatives in’
- restructwing information teu.huology and telecommunicitions undertakings would

. - be launched. In addition, the negotiating dircctives for the future agsexineut would
" include guidelines for the rcgulatory ﬁamcwork needed to casure, the developmcm.

of the information soclcty

" There would also be s vcope to mvolvo Mexxcan pa.rtners in pdot prOJccts run by

, European compames —

Tt would also be possible to negotlate spec:ﬁc agreements on topics such as

" - cooperation in education and. ‘training, statistics,  customs, competition, indirect .
N taxanon, standards and power genemnon ' )
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d) Operatlonal follow—up

In the light of the above and in accordance w1th the conclusions of the Corfu and
Essen European Councils, the- Commission calls_on the Council -to approve the
proposed strategy with a view to concluding an agreement w1th Mexico combmmg
~ economic partnershlp and polmcal consultation.

~The Commission will present the, necessary draft- negotlatmg directives to the
Council in the course of the coming year.- o

Progress in the xmplementatlon of the strategy outlined above will be revnewed
' regula.rly by the Council (General Affairs). :
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