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ABSTRACT

Can regional trade promote a solution to a global environmental problem such as climate change more easily than the multilateral WTO is likely to do? So far the relationship between global free trade and global environmental threats has been mainly investigated at the multilateral level. However, progresses towards global agreements have slowed down and at the same time regional initiatives have emerged at an increasing pace.  Therefore the study of the trade-environment interface needs to take into account the shift from the global to the regional perspective because it might be more realistic to aim for trade and climate global cooperation in a sequence of regional steps rather than in one large multilateral step. The focus will be on the new regionalism: dealing progressively more with non-tariff measures, it might cover domestic regulations and trade-related environmental measures in a more comprehensive way. This point will be exemplified by the EU-Mercorsur Interregional Framework Co-operation Agreement. 
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1. Introduction
Climate change and international trade liberalization are two of today’s most challenging global issues, both calling for a multilateral policy response. Since the establishment of the first multilateral trade agreement, the GATT in 1947, world trade integration has risen steeply and the trade agenda has deepened to include non-tariff barriers. A new phase in the multilateral trading system was institutionalized in 1994 when the Marrakech Agreement established the World Trade Organization (WTO).

Environmental issues requiring global cooperation, such as climate change, are primarily addressed within multilateral environmental agreements (MEAs). Over the past 20 years more than 200 MEAs have been established: a few of them contain specific trade measures whereas the majority do not (UNEP, 2000). However, serious problems can arise when the implementation of MEA obligations requires the use of measures with trade implications, as it is likely to be the case in the Convention (UNFCCC) and its Kyoto Protocol. The UN Framework Convention on Climate Change (UNFCCC) that entered into force in 1994 has set out the foundations for international co-operation on climate change. In 1997 the UNFCCC Parties agreed the Kyoto Protocol which foresees legally binding commitments for industrialized countries; nevertheless, it has not been ratified by all Parties of the Convention and has not yet entered into force.

Despite the global nature of both the multilateral free trade and the response to climate change, progresses towards global agreements appear to have increasingly slowed down. At the same time regional initiatives have emerged at an increasing pace. As a consequence, the study of the trade-environment relationship needs to take into account the shift from the global to the regional perspective because, paradoxically, it might be more realistic to aim for both trade and climate worldwide cooperation through a sequential process rather than in one time.

This paper will address the role, if any, regional trade agreements may play in encouraging a symmetric approach to climate mitigation and negotiations. This approach follows some recent studies aimed at investigating a sub-global route to international climate change negotiation (Carraro and Siniscalco, 1998; Carraro and Galeotti, 2003; Kemfert and Buchner, 2003; Egenhofer and Fujiwara, 2003; Egenhofer, at al., 2004). 

The issue is to investigate whether RTAs have the potential to bring about the implementation of environmental agreements aimed at tackling global concerns such as climate change. Important related questions are the following:

- Are RTA members more able to protect the environment locally rather than globally? 

- Do regional trade agreements give a higher or a lower priority to environmental issues compared to the WTO?

-  In what different ways do RTAs deal with environmental policies and climate protection?

- Is the emergence of regional environmental agreements more likely to ‘lock in’ a regulatory-environmental process, or will regional blocks represent a ‘stepping stone’ towards a multilateral agreement?

We will try to shed some light on the channels by which trade regionalization can ease the implementation of climate policies and, consequently, stimulate international negotiations. This issue falls under the broader question of how a specific kind of trade policy – liberalization within regional agreements – interacts with the environmental regime. A case study, the EU–Mercorsur Framework Co-operation Agreement, will be illustrated. The EU has pioneered the integration of trade policy with the concept of sustainability and it has shown how trade liberalization can be pursued in a ‘green’ way. The EU-Mercorsur Agreement, which is still under negotiation, is the most solid example of institutionalized interregionalism and will stand for a new category of RTA involving two integrated trading blocks. In addition, it represents an example of North-South cooperation. 
First we will review the main arguments in the global debate on trade, environment and climate change. After pointing out the problems of multilateralism, the second section will look at the regional achievements and try to shed some light on what the implications of RTA proliferation can be on the scope for pursuing environmental and climate goals within the trade context. The case of EU-Mercorsur will conclude the paper.

2.  Trade and Environmental Global Issues: switching from a global to a regional perspective

2.1 Trade and the environment

The relationship between trade policies and the environment is complex. Since the world economy is not fully liberalized, it is difficult to predict what would be the net impact of global free trade on the environment. However the economic literature, both from a theoretical and an empirical point of view, agrees on the idea that under certain circumstances trade liberalization can be beneficial to the environment. Trade and environmental policies share the goal of maximizing global social welfare: the former through efficient resource allocation, the latter by making this allocation sustainable. 

Trade and the environment interact because most economic activities exploit the resources provided by the environment such as metals, minerals, forests, fisheries and energy. The environment is also used as a place to discharge the waste products of economic activity. Conversely, trade is affected on the demand side by environmental concerns and by environmental regulations on the supply side (UNEP, 2000). 

The literature has reached agreement in defining the major linkages between trade and the environment (Grossman and Krueger, 1991; Anderson and Blackhurst, 1992; Samspon, 1999; Panayotou, 2000; Esty, 2001; Galeotti and Kemfert, 2003; Kemfert, 2003; Kemfert, 2003a, Kemfert, 2003b). Much of the environmental damage is associated with the increased scale of global economic activity which, especially in the last fifty years, has been accelerated by the increase in international trade. At the same time, environmental policies can have an effect on trade flows to the extent they change production and consumption patterns by affecting international competitiveness. Finally, trade policies can spill over their multilateral cooperative attitude to transboundary environmental problems such as climate change. 

The first acknowledgment that free trade and environmental protection are ‘mutually supportive’ can be traced back to the initial definition of sustainable development as ‘development that meets the needs of the present without compromising the ability of future generations to meet their own needs, ensuring them at least the same level of social welfare’.
 According to the broader interpretation, sustainable development requires maximizing global welfare, reducing intra-generational social disparities and protecting the environment. It is commonly, but wrongly, believed that sustainable development policy, being aimed at protecting the environment, has an environmental priority over economics objectives. The ultimate objective of environmental policy is not to maximize environmental protection, but rather to maximize social welfare by improving the environmental dimension.

In fact, the Preamble to the Marrakech Agreement of 1994 establishing the WTO recognizes the need for pursuing free trade ‘while allowing for the optimal use of the world's resources in accordance with the objective of sustainable development, seeking both to protect and preserve the environment and to enhance the means for doing…’. Despite the broadening coverage of environmental issues within the WTO,
 there is an increasing agreement that its rules need to be scrutinized and clarified in light of the growing pressure put by global environmental challenges such as climate change. 
2.2 Trade and climate change

The range of human activities associated with GHG emissions is broad and varies from agriculture to manufacturing (Carraro and Galeotti, 2003). As a consequence it is not surprising that some trade policies end up having climate implications and that climate policies may influence international competitiveness and trade. Therefore it makes sense to investigate to what extent trade policy can contribute to climate mitigation. In general, free trade increases social welfare but, if no climate policy is in place, the output increase raises global carbon emissions as well. However, when trade liberalization removes inefficient policies which are harmful for the environment such as subsidies to fossil fuels and restrictions to environmental-friendly goods and services, free trade can reduce GHG emissions (Kemfert, 2003). In these cases, trade and climate policies jointly manage to achieve a greater benefit than free trade alone would do, a win-win outcome. 

When setting up their institutions and defining their objectives, the UNFCCC, the Kyoto Protocol and the WTO, were both aware of their reciprocal interactions and tried not to undermine each other, so that in principle they could be considered mutually supportive (Assuncao, 1999; Brewer 2003; Zhang, 1998; Zhang and Assuncao, 2002; Sampson, 1999; Sampson, 2003). Although the essence of the trade discipline embodied in the WTO/GATT is based on the core principle of non discrimination, some exceptions do exist. In very special circumstances the WTO allows for the use of measures “necessary to protect human, animal or plant life or health or relating to the conservation of exhaustible natural resources”
 but, at the same time, with discriminatory effects. Article XX does not mention climate policies explicitly and therefore it is difficult to predict how the WTO will cope with climate measures which have the potential of constraining trade.
In addition to the general exception of Article XX, other WTO/GATT Agreements contain provisions which open up opportunities for the use of climate policies such us eco – labelling, energy efficiency standards and regulation, subsidies, incentives and climate change procurement programs.
 This paper will not go into depth on all these issues which have already been explored in the literature (see for example Assuncao, 1999; Brack, 2000; Buck and Verheyen, 2001; Brewer, 2003; Charnovitz, 2003; Sampson, 1999; Sampson, 2003; Zang and Assuncao, 2002). 

The climate change regime, both the UNFCCC and its Kyoto Protocol, explicitly recognizes the necessity not to undermine the multilateral trading system and to minimize the adverse effects of climate policies on international trade (see for instance Article 3.5 of the UN Framework Convention on Climate Change and Article 2.3 of the Kyoto Protocol). In order to achieve their emission target,
 parties are required to undertake most of their reduction at home, by means of policies that in some cases can rely on domestic market reforms and the use of economic instruments.
 Domestic market liberalization, by affecting production costs can have an impact on international competitiveness and international trade. Since non-tariff barriers are today the main concern, the gap between domestic and trade policies, market and trade liberalization is narrowing and national climate measures are increasingly likely to fall under the WTO coverage. Trade policies, to the extent they help to set market prices and remove environmentally damaging measures, can represent a very powerful instrument to cut emissions (UNFCCC, 2003).

2.3 The sub-global approach to global issues: a paradox?

Trade liberalization and climate change share the common characteristic of being global issues: in both cases, the first best solution would be a multilateral agreement. Originally, the GATT and later the WTO were set up in order to promote global free trade in a multilateral fashion, based on the core principle of non-discrimination. Negotiation rounds were quite successful when dealing with tariff and quantitative measures. As the trade agenda progressively moved beyond the border, negotiations have increasingly slowed down. The breakdown of the WTO’s Ministerial Meeting in Seattle in 1999 illustrated the gap dividing developing and industrialized countries;  in Cancun in 2003, even developed countries failed to reach an agreement on several  items such as the legal status of MEAs, eco-labelling schemes, restrictions based on process and product methods (PPMs) and subsidies (Egenhofer at al., 2004).
A similar preference for negotiating within a smaller group of countries has been observed within the environmental domain as well. There are few examples of global successful agreement, as the Montreal Protocol on Substances that Deplete the Ozone Layer, but this seems to be more of an exception. As regards climate change, countries and regions are taking different approaches; whereas some are sticking to the Kyoto Protocol framework, others, such as the United States, are searching for more long-term solutions (Egenhofer and Fujiwara, 2003). 
So far the literature has investigated the possibility of ‘greening’ trade issues at the global level (Anderson and Blackhurst, 1992; Brack, 2000; Brewer, 2003; Esty, 2001; Kemfert and Galeotti, 2003; Panayoutou, 2000). Despite the potential synergies, the WTO has not been very successful in covering trade-environmental matters and, as long as multilateral negotiations are stalling, significant changes are unlikely to emerge. Given the current difficulties facing multilateralism, it becomes more relevant to address the trade-environment interface at the regional level.

The apparent paradox of addressing a global problem with a sub-global approach would be resolved to the extent regional agreements, both on trade and on the environment, represent the first step towards broader cooperation. So far, trade regionalism seems to have supported multilateralism (Sampson and Woolcock, 2003); being ‘WTO-plus’ in several areas, RTAs might represent a laboratory experiment of procedures and methods to be adopted also at the multilateral level. It remains to be seen whether the cooperative tradition within trade relations will spill over into the climate regime, paving the way for the resurgence of regional climate policies; whether these regional initiatives will make countries keener on negotiating multilaterally and finally lead to a successful “Kyoto Protocol” is still an open question.

The most recent phase of regionalism seems to be more willing to negotiate on environmental measures. Regional integration has become deeper so as to add environmental agreements; bilateral agreements recently observed have included environmental co-operation and in some cases they have addressed climate change explicitly. This regional dynamism testifies to the existence of a ‘bottom-up’ attitude towards both global free trade and global environmental cooperation. Moreover, the agenda of the new regionalism is much deeper and more concerned with non-tariff barriers and, consequently, with environmental regulations. Technical regulations and eco-labelling schemes are important domestic measures for addressing climate change, but at the same time they are controversial as they can bring about significant competitiveness and trade effects. For this reason a common international approach to these regulatory measures is desirable. 
Yet, a process of regulatory harmonization and convergence is taking place not only within RTAs themselves but also across different regional blocks: regulatory cooperation and harmonization represent a significant chapter in several bilateral agreements, especially when involving the EU. This outward-looking behaviour creates reasonable expectations that the final long-term outcome would be broader regulatory cooperation rather than close regulatory regionalism. Such a result could lower the frictions between trade and the environment, as there would be less criticism for environmental measures that have been agreed in a multilateral way.

RTAs are either increasing in number or getting bigger and deeper; at the same time, by exporting their environmental regulations, they are bringing about an ongoing environmental partnership which parallels and deepens the economic one (OECD, 2003). In the next section we will investigate the implications of trade regionalism for the implementation of environmental and climate change policies.

3. Regional trade, environment and climate change

3.1 Regionalism: traditional welfare effects and their implications for the environment 

From the establishment of the first trade agreement, the GATT in 1947, the multilateral trading system gave countries the opportunity of being a party of preferential trade agreements, either in the form of free trade area or of customs union (see Box 3.1).
 Despite the ultimate goal of achieving a multilateral open trading system, it was recognized that countries, for several reasons, might need or prefer to arrange themselves into sub-global groups.


The EC in 1958 was the first region to take advantage of the preferential trade provision, giving rise to the first customs union. This seems to have initiated a trend that up to 1995 produced the major trading blocks, involving almost all members of the WTO (see Table 3.1). 

In general, it is difficult to evaluate the welfare effects of regional agreements because they depend on whether they are free trade areas or customs unions. Even the idea of ‘stepping stones’ or ‘stumbling blocks’ hinges on which kind of agreement is considered: while customs unions stand a good chance of leading to global free trade, free trade areas are less conducive to the same outcome. However, free trade areas tend to have a less harmful effect on non parties’ welfare (Kemfert and Buchner, 2003). Therefore, the type of trade arrangement involved will influence the degree of integration and therefore the welfare and environmental effects.

The acknowledged benefits of free trade such as the technical and the composition effects
 are likely to hold even at the regional level. Free trade, by enhancing the income and welfare of members, might positively affect environmental variables. This will happen if there are the appropriate instruments to translate free trade benefits into better welfare and environmental conditions and if an adequate environmental policy is in place (Onestini, 1999). As the demand for environmental protection is income-elastic, we can expect RTAs to strengthen environmental regulations through the welfare channel. Of course, regional trade agreements bring about other and more complex effects on which there is a broad literature (Urata, 2002, Hoekman and Kostecki, 2001, Kemfert and Buchner, 2003).

Less easy is to estimate welfare effects of the ‘new regionalism’. Traditional welfare assessments of RTAs have been based essentially on the reductions of tariff and of quantitative measures. The current regionalism is dealing more with non-tariff barriers and therefore those previous studies are likely to have underestimated the positive effects of regional integration. Some have argued that the elimination of regulatory barriers might lead to higher welfare gains as it produces more dynamic effects. Although recent studies have confirmed that regional agreements do not undermine the process towards global liberalization, empirical evidence on the welfare effects of the reduction of non-tariff barriers is lacking (Sampson and Woolcock, 2003). 
Table 3.1 Major trading blocks 
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3.2 The ‘new regionalism’
 

Following the completion of the Uruguay Round in 1994, a style of ‘new regionalism’ has become widespread. Since then no significant new block has arisen, but rather fully-fledged RTAs have begun to establish bilateral relations, either with a country or with another integrated region. Most preferential trade agreements notified to the WTO after 1996 were bilateral free trade areas.
 In the present work by ‘bilateral regionalism’ we mean those agreements involving two parties which can take the form of:
- RTA-Country (e.g. EU-Mexico);

- RTA-RTA (e.g. EU-Mercorsur);

- Country-Country (e.g. Canada-Chile). 

At the moment bilateral agreements account for more than half RTAs in force while free trade agreements are the most preferred type. All the main trading blocks have shown a tendency to expand their domain of influence so as to bring together not only neighbouring countries (Mercorsur-Chile) but also overseas trade partners, such as in the EU-Mexico Agreement (Sampson and Woolcock, 2003). 

The recent phase of regionalism differs from the previous one also in terms of content. A common characteristic is the deeper degree of integration: regional agreements go beyond tariff and border measures reduction and tend to pay more attention to new issues such as domestic regulatory policies. In fact, regional agreements do not just mimic WTO provisions but in some issues they are ‘WTO-plus’. They go into more depth as regards particularly delicate areas in which multilateral negotiation is getting harder such as services, investment, intellectual property rights, government procurement and not least the environment (OECD, 2003). Indeed, when it comes to discussing the reduction of non-tariff barriers, countries become increasingly reluctant to make concessions on the global scene due to fears of a reduced ability to protect their national preferences. Furthermore, domestic regulations tend to be highly country-specific and different parties have different rather than converging preferences: as a consequence countries prefer to deal with such sensitive items within a smaller number of like-minded countries.

It appears as if the role of the multilateral arena has been limited to setting the contextual rules and to stimulating the interest on global issues such as trade liberalization and climate change. When it comes to the implementation phase, which in theory should also take place multilaterally by means of international rounds and conferences, countries seem keener on searching for more feasible and realistic routes, such as the regional one. This response to global challenges should not be seen as a drifting apart from multilateralism but as a serious commitment to concretely implementing its policy recommendations. Therefore, in the international forum countries define the problem, what should be done and how. The operative phase, then, is carried out at the regional level, which is easier, less costly and more efficient, as each region chooses the set of measures that best suits its preferences. 

3.3 RTAs and the environment

3.3.1 Empirical Evidence 

Regional integration goes beyond the WTO in tackling the new and more urgent trade issues; thus, it may makes sense that within a regional agreement there is a better chance of progressive and harmonized environmental regulations being adopted. 
All the main regional trading blocks are in some way dealing with environmental issues (see Table 3.2). As we see, the depth of integration attained and the level of harmonization seem to depend on whether countries aim for a deep economic union or simply for trade facilitation. The OECD (2003) pointed out three main environmental areas in which regional trade agreements have shown a tendency to go beyond the rules put forward at multilateral level by the WTO, being in this way ‘WTO-plus’:
- commitment to prepare periodic reports on the state of the environment and technical                                                                                              cooperation on the environment;

-  commitment not to relax environmental laws for trade or investment purposes;

-  definition of the relation between MEAs and RTAs.

Table 3.2 Major RTAs and the environment
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3.3.2 Different regional approaches 

Despite the common achievements outlined in the section above, RTAs have tackled environmental issues with different approaches. Whereas some regions are strongly convinced that because of the multifaceted interactions between environmental and trade policies they have to be coordinated (e.g. the EU), for example the ASEAN countries are more sceptical towards their integration. As to the institutional framework, while NAFTA has set up quite a sophisticated system, ASEAN and Mercorsur do not have a rigorous enforcement mechanism but their environmental action relies on the activity of working groups and committees. A deeper discussion on the environmental dimension of major RTAs such as the EU, NAFTA, ASEAN, APEC and Mercorsur, can be found in the existing literature (Boas, 1999; Onestini, 1999; UNEP, 2000; OECD, 2003; Egenhofer et al. 2004).

Individual trading blocks have approached environmental protection in a different way compared to some bilateral agreements. While RTAs such as Mercorsur, the EU and ASEAN
 started as trade agreements and adopted a common environmental agreement only at a later stage, bilateral agreements have incorporated environmental concerns immediately, usually in the main accord. The deepening of the trade agenda has been followed by a similar extension of the agreement’s structure. Although the goal is trade liberalization, bilateral trade agreements have evolved into wide-ranging agreements encompassing a growing number of fields of cooperation. 

For example, the use of multidimensional agreements has characterized most bilateral agreements established by the EU: the Europe Agreements with former candidate countries; the EU-Russia Partnership Agreement; the EU-Mercorsur Cooperation Agreement; the EU-Canada Partnership Agreement, to mention some of them. The peculiarity of all these agreements is that they tend to be built on one central agreement in which environmental cooperation is addressed simultaneously alongside trade and investment facilitation. The preference for multidimensional agreements appears to be independent of the type of trade partner: it does not matter whether they are candidates, regions or members of other RTAs. 
3.3.3 Internal versus external effects

The evolution of regionalism as an alternative to multilateralism relies not only on the internal effects of vertical integration (e.g. the development of regional environmental agreement, internal regulatory harmonisation) but also on the external effects deeper regional cooperation may produce.

Regional integration and internal harmonization can have an external effect to the extent the cooperative culture developed on the internal-regional agenda leads to the adoption of a common external positions, as observed in the EU case. The competences of the EU have increased enormously over the last decades: the process of internal coordination and harmonization on a growing number of issues has been reflected also in an increase of its external policies. The most successful example of unified external approach is trade policy. Trade policy is not only an internal policy, but also an external one (O’Neil, 1999) which means that the EU, when involved in bilateral and international negotiations such as in the WTO, is a single player. It has appeared as if European member states have discovered that operating with a unified position can strengthen their bargaining power. 

Contrary to EU trade policy, environmental policy is not an exclusive competence of the EU but the responsibility is shared with its member states. The environmental approach is even less coordinated in ASEAN and Mercorsur. What may be of interest is whether the process of further integration and enhanced regional cooperation which is occurring in other regions such as in ASEAN and Mercorsur may have the same external effect it had in the EU case and increase the willingness in having more common and uniform external policies.
3.4 RTAs and Climate Change

The consolidated cooperative attitude on trade might spread to other fields of integration; as now trade liberalization is more a matter of regulatory harmonization, there is more scope for convergence in environmental and climate measures such as standards, regulations and labelling-schemes, and therefore a better chance of spillovers from the trade to the environmental domain taking place.
A recent OECD study on regionalism (2003) has identified three categories of provisions in which RTAs go beyond the WTO and that may encourage the implementation of climate-related policies. 
 1) Provisions aimed at preventing the relaxation of environmental standards for economic reasons.
Faced with more competition in trade, a RTA could be induced to lower its standards and regulations so as to facilitate business both within the RTA itself and with external partners. However, the empirical evidence at the regional level along with the findings at the multilateral level do not support this hypothesis. Moreover, RTAs such as the EU and NAFTA contain articles explicitly aimed at avoiding this risk; these provisions tend also to appear in their bilateral agreements with third countries. In the end, this ‘cascade effect’ from major RTAs to smaller regional clusters might induce a ‘bottom-up’ approach towards a minimum level of environmental standards. Members of a regional agreement might have stronger incentives to coordinate their environmental regulations in order to avoid competitiveness effects.

2)  Provisions aimed at promoting technological cooperation on the environment;

The WTO does not contain specific provisions on technological cooperation while many RTAs do, especially when North-South type.
 Technological cooperation aimed at enhancing the capacity building of developing countries, by increasing their ability to respond to climate change may also propel their willingness to cooperate in a global agreement. To this end, Annex I Parties
 are required by the Convention and the Marrakech Accord to build and enhance the capacity of poor countries to respond to climate change (capacity building). 

3) Provisions aimed at exchanging information on the state of the environment on a regularly base.

Enhancing information represents an important preliminary step towards environmental protection. The Convention openly states that Parties should cooperate on research activities, education and training programs in order to increase public awareness and support (UNFCCC, 2003). Information diffusion is particularly needed and strongly recommended in the case of climate change, where the scientific base is uncertain and the consequences are extremely difficult to be perceived especially from those generations who bear the responsibility of solving the problem.

In conclusion it seems that, by these three channels, regional agreements provide a better chance of climate policy being successfully implemented, increasing at the same time the international credibility of climate change and thus the willingness to co-operate. Regional trade agreements not only represent an alternative route to global free trade, but they might be a more promising way for trade policies to promote a global approach to climate change. 
So far we have investigated the potential of different categories of RTAs to bring a positive contribution to the multilateral trading system and to environmental cooperation. In the rest of the paper we will try to test the aforementioned considerations on the EU-Mercorsur case. 

4. Case study: the EU-Mercorsur Interregional Framework Co-operation agreement

4.1 Mercorsur background and environmental policy
Mercorsur, the customs union between Argentina, Brazil, Paraguay and Uruguay was established in the 1991 by the Tractado de Asuncion,
 as a further development of the original bilateral agreement between Argentina and Brazil created in the mid 1980s (Onestini, 1999). The ultimate goal of Mercorsur is to accelerate the social and economic development of its members and to promote an export-oriented growth.  This is to be achieved through deep integration, following European Union lines rather than the NAFTA model. 
Although the Preamble of the Tractado de Asuncion recognizes from the beginning the need for environmental protection and sustainable economic growth, an environmental agreement, an environmental agreement, Acuerdo Marco sobre Medio Ambiente del Mercorsur, was reached only later in 2001. Contrary to the sophisticated structure of NAAEC, the Acuerdo Marco of Mercorsur did not set up rigorous environmental institutions: environmental policies and strategies are coordinated by the Environmental Working Group of the Common Market (SGT6) and by the Reunion de Ministros de Medio Ambiente. Controversies that arise between Mercorsur Parties on the implementation and interpretation of environmental provisions have to be resolved within the Mercorsur system of resolution outlined in the Protocol de Brasilia para la Solución de Controversias in 1991.

The Preamble of the Acuerdo Marco of Mercorsur recognizes that trade and environmental policies must be complementary and not substitutes. Whereas Article 3 (b) of the Tractado de Asuncion reconfirms the intent of integrating economic and trade policies with the environmental dimension, Article 3 (c) requires environmental policies to be neither restrictive nor distorting for trade in goods and services. 

Climate policy is still a national issue (see Box 4.3). Although Mercorsur has established a Working Group in charge of dealing with sustainable development (SGT6), on the climate side it has not yet developed a common and coordinated approach. Nevertheless, Mercorsur has been implementing climate-related policies. The protection of the atmosphere and of the air’s quality is among the priorities listed in the Annex of the Agreement, along with other climate-related areas.
 Members are aware of the role of information exchange and R&D for the development of cleaner technologies and, to this end, they propose incentives to R&D. The value of environmental education as a mean to orient consumption towards more sustainable forms is also recognized. 

Mercorsur environmental policy has been strengthening over the past five years. Given the commitment each member country has made towards climate change, a common environmental approach targetted at climate change could take place in the next future. The Acuerdo Marco sobre Medio ambiente del Mercorsur foresees the possibility to establish further agreements on specific issues if they are necessary to carry out its objectives and to comply with the international agreements ratified by its member state, such as the Kyoto Protocol. Moreover, the Acuerdo Marco explicitly recognizes the importance of harmonizing and coordinating different national initiatives.
 Should this were the course of action, trade regional integration could be said to have enhanced the willingness to cooperate also on environmental cooperation. 

4.2 The EU-Mercorsur Interregional Framework Co-operation Agreement:           from tariffs reduction to regulatory cooperation
Since 1991 the EU has been building close relations and a deep cooperation with Mercorsur, providing this region with the political support and the technical assistance required for consolidating its structure and helping the establishment of a single internal market by 2005.
 The EU is the Mercorsur largest trading partner; its imports increased by 250 per cent between 1990 and 1996 and its foreign direct investments (FDI) represent 43 per cent of the total FDI in the region. 
The EU-Mercorsur relationship, still under negotiation, is not strictly a preferential trade agreement in the sense that it has not yet been notified to the WTO. At the moment it is a cooperation agreement based on the EU-Mercorsur Interregional Framework Co-operation Agreement between the EU and its Member States and Mercorsur and its Party States signed in 1995 and entered into force in 1999
 (European Commission, 2004). Its ultimate objective is to establish an inter-regional association which therefore would go much further than a simply free trade area. In fact, besides free trade in goods and services, it is aimed at strengthening the political, cultural and social partnership with the EU. 

This interregional agreement represents a new category of RTA where both members are well-integrated regional blocks. This new type of regionalism, involving groups of countries that already have an experience in policy coordination, seems to be likely to bring about deeper integration and to address more systematically non-tariff barriers. In fact, regulatory harmonization and reduction of non-tariff trade barriers are among the priority areas of cooperation. Most EU-Mercorsur Association Negotiation rounds
 have dealt with technical regulations, safeguards, antidumping and anti-subsidy regulations, transparency and competition in the public procurement. During the second meeting of the Biregional Negotiations Committee (BNC), the EU delivered a list of non-tariff barriers and there was an exchange of information on the EU legislation and regulations.
 
Mercorsur regulatory system is progressively converging to the EU one and the EU itself is helping this process by providing the information required. Since the Mercorsur regulatory framework is still under construction, the EU has more scope for exerting its influence. The EU is working with Mercorsur in order to make its domestic regulations closer to the European ones and regulatory harmonization is a stated goal of the Framework Agreement (European Commission, 1998). This process of regulatory convergence has laid the ground for stronger cooperation also on environmental and climate policies.
4.3 The environmental dimension of the EU-Mercorsur relationship
The Interregional Framework Agreement, which is the only legal text behind the EU- Mercorsur relationship, includes the commitment to environmental protection and sustainability alongside the provisions aimed at liberalizing trade in goods and services. Environmental concerns are firstly expressed among the objectives and principles. Within the chapter of economic cooperation, Article 17 deals specifically with environmental cooperation. Particular attention is given to international environmental problems. However, it is not clear what it is meant by “The Parties shall agree to devote special attention to measures connected with the international dimension of environmental problems”. The value of information exchange on regulations and standards, training and education, technical institutional assistance and the implementation of joint projects is explicitly recognized. 
Based on the legal Interregional Framework Agreement, in 2000 the EU-Mercorsur has started a cycle of Association Negotiation rounds in which environment-related issues were often discussed. During the first round in April, 2000 a subgroup on economic cooperation was established. Being this group in charge of dealing with technical regulations, energy, scientific and technological cooperation, it may represent an important forum in which trade-related environmental regulations can be proposed. During the second round in 2000, the EU was required to pay attention not only to Mercorsur trade integration, but also to its regional environmental cooperation. During the fourth round in 2001 the EU presented to Mercorsur its Energy Framework Program which includes several projects aimed at improving energy efficiency, stimulating the use of the renewables and thus reining in carbon emissions. The tenth round in 2003 recognized the need for promoting environmentally-friendly methods of productions and for transferring cleaner technologies.

To sum up, the EU-Mercorsur Framework Agreement does have neither an environmental agreement nor a climate change common policy, but it has addressed sustainable development, environmental protection and climate change mitigation within the trade framework. Being new trade issues more sensitive and deep-rooted in the domestic framework, probably a wider and deeper type of cooperation is unavoidable. Furthermore, the ongoing negotiation rounds with the EU represent an important forum in which the EU can influence and enhance Mercorsur environmental policies.
4.4 EU-Mercorsur: opportunities or obstacles for climate change?

As climate change is a by-product of plenty of human activities, also its mitigation policies cannot be easily circumscribed and they are likely to be intermingled with many others policies. For example, energy policies and agricultural reforms, to the extent they improve energy efficiency and promote sustainable agriculture, can deliver positive climate-results, especially considering that these are the major sources of anthropogenic emissions.
 Article 13 of the Interregional Agreement on energy cooperation stresses the need for a rational use of energy. Later it suggests that energy cooperation should take the form of technology transfers and technical training programs. The EU-Mercorsur Framework Agreement also addresses the issue of sustainable agriculture and encourages reforms aimed at reducing the pressure of this sector on natural resources.
The Interregional Agreement sets the foundations for long term responses to climate change. The EU provides Mercorsur with financial and technical assistance targetted at institutional development and capacity building;
 Article 15 on cooperation regarding science and technology announces the intention of promoting a lasting working relationship between the respective scientific communities. Due attention is also paid to cooperation on training and education (Article 20), the ground on which climate policies should be built (UNFCCC, 2003).

The EU-Mercorsur trade structure reflects the typical pattern of North-South relations. Production and trade in Latin America are largely based on goods whose production has high environmental impacts, as for example agricultural goods, the lion’s share of its exports to the EU. Conversely, EU exports to Mercorsur are concentrated on technology intensive manufactured goods such as chemicals, plastic products, machinery and transport equipment (Onestini, 1999; Faust, 2002). Being the North endowed with more advanced and cleaner technologies, this trade structure provides a better chance for technological transfers and gives the South preferential access to foreign investments.  
The Interregional Framework Agreement extends trade liberalization so as to include all sectors (Article 5). Considering that tariffs on environmental goods in Mercorsur countries are still high,
 EU-Mercorsur trade liberalization can benefit climate stability by widening the market share of environmental and climate-related goods and services. Moreover, the welfare effects of the EU-Mercorsur trade integration have been estimated to be positive (European Commission, 1998) and thus the demand of environmental protection is likely to increase as well. Finally, a better integrated region is expected to attract more investments, as the virtuous relationship between trade and investments would predict. 
The EU-Mercorsur Interregional Framework Co-operation Agreement can help to promote global cooperation on climate change by means of regulatory convergence across blocks. Important climate-related regulatory measures, such as energy efficiency standards and eco-labelling schemes, are likely to be questioned as disguised barriers to trade that discriminate against ‘like products’, especially if each region sets different standards responding to heterogeneous local preferences. Sub-global regulatory harmonization within regions but, above all, across RTAs can pave the way for global cooperation by encouraging the adoption of common standards that,  in the long-run, may become international standards.
4.5 EU-Mercorsur: a model for other regional experiences?
The EU-Mercorsur relationship involves two heterogeneous blocks in terms of economic and social development. The development heterogeneity is the main argument advocated by poor countries in order to justify their non-action towards climate change. By showing that countries with a different social-economic background, such as the EU and Mercorsur members, can harmonize their regulatory systems and have a common approach to climate change, this recurring argument would lose its credibility. The EU-Mercorsur relationship might generate a domino effect among developing countries that, in the long-run, may involve also major future emitters of GHGs such as China and India. 

The EU-Mercorsur relationship can provide an appealing model for future North-South type relations; it can show how to cooperate on those fields with a ‘bottom-up’ nature such as environmental protection, questioning the fear of North-South ‘regulatory regionalism’. Since environmental measures such as food safety or eco-labelling represents income-elastic regulations, some have argued that rich countries could establish a type of agreement on regulations that would leave out the poorest (Sampson and Woolcock, 2003). Yet, North-South trade schemes can ensure regulatory cooperation with developing countries by:
- providing technical and financial support;

- giving the South a preferential access to capital inflows from the North;

- enhancing institutional and capacity building in developing countries.

The EU has pioneered global sustainable development by developing a stronger global co-operation on environmental issues; by increasing its trade relations with developing countries;
 by finding a greater balance between liberalized trade rules and multilateral environmental agreements (European Commission, 2004a); in other words, by ‘greening’ its trade relations. The EU should stick to its leading role in promoting North-South trade liberalization along with environmental and climate cooperation. Its strong commitment towards sustainable trade together with its cutting-edge climate strategy
 will probably bear an important responsibility in shaping climate change negotiations and the architecture of the future international climate regime. 

5. Conclusions    

The main purpose of this paper has been to investigate the environmental implications of the tendency for trade negotiations to shift from the multilateral to the regional perspective. The real issue has been to evaluate to what degree RTAs have the potential to encourage the implementation of climate measures and stimulate cooperation on environmental global problems such as climate change. This concern is part of the broader debate on how trade policies – in this case regional trade liberalization – interact with the environmental regime.

Regional trade agreements do contain environmental provisions and, in the better developed cases, enforcement mechanisms. In general, when dealing with environmental issues RTAs tend to go beyond the WTO rules and institutions. However, a common approach has not emerged, but rather different strategies and institutions have been observed. 
Going back to our main question, can regionalism help to promote global cooperation on global issues such as global free trade and climate change? As regards trade, it is broadly accepted that regionalism has supported rather than hindered multilateralism. As for the gradual strategy towards global cooperation on climate change, RTAs seem to be more promising compared to the WTO. Some of the areas in which RTAs go beyond the WTO may encourage the implementation of climate-related policies in the sense of including provisions aimed at preventing the relaxation of environmental standards for economic reasons; promoting technological cooperation on the environment; exchanging information on the state of the environment on regularly base.

Now that regional integration is more a matter of regulatory cooperation, the chance of environmental measures being covered during regional trade negotiations has increased. Regional trade agreements, by requiring environmental standards and policy harmonization, may represent an interim step towards global environmental approaches: RTAs may create a ‘bottom-up’ process of convergence towards common environmental regulations. Indeed, regulatory convergence is taking place not only within RTAs themselves but also across different regional blocks, as exemplified here by the EU-Mercorsur Agreement.

In the EU-Mercorsur Framework Co-operation Agreement environment and trade are jointly addressed within a multidimensional agreement. A process of harmonization and convergence is occurring and regulatory cooperation is a step towards trade liberalization. Falling within this area also are climate change measures such as energy efficiency standards, eco-labelling schemes etc. The main lessons stemming form this transatlantic case are twofold: the cooperative culture on regional trade negotiations seems to have spilled over into other fields such as environmental protection. The EU-Mercorsur agreement provides a model of North-South cooperation, a key element for the development of an effective climate regime, which could be emulated by other RTAs.
As the EU has played a leading role in environmental and climate policy as well as in the process of ‘bilateral regionalism’, it might be the case that the gravitational force of its stance will propel a similar process of convergence in environmental regulations. It could be the case that EU climate policy will not remain an isolated island but will spill over to other regional blocks through the channel of bilateral trade agreements. At the moment, the EU seems to be the key actor, the ‘environmental leader’, who can improve global trade and environmental governance.
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Box 3.1 Type of regional integration





Free trade area (FTA): trade restrictions are removed within the group but each member retains its own tariff structure towards non members.


Customs Union: a free trade area with a common external trade policy.


Common market: a custom union which also allows for free movement of factors of productions.


Economic Union: a common market which also adopts common macroeconomic policies and harmonizes national policies of member states.





Source: Hoekman and Kosteki, 2001 and Urata, 2002. 





Box 4.3 Climate change policies in Mercorsur Parties 


Although it still remains a domestic policy, the national awareness of climate change can pave the way for a common unified approach. All Mercorsur Parties are member of the Kyoto Protocol and have national climate programs and projects. In particular, they all have showed a strong concern and a real commitment to support clean growth and development. More information on national measures is available on the respective web sites.





Argentina: <http://www.medioambiente.gov.ar/cambio_climatico/default.htm>


Brazil: <http://www.mma.gov.br/port/sqa/index.cfm>


Uruguay: <http://www.uruguay.gub.uy/internas.asp?url=278 >


Paraguay: <http://www.seam.gov.py/cambioclimatico/principal.htm >





Box 4.2 The three pillars of the EU-Mercorsur Framework Agreement





The EU-Mercorsur relationship, based on the Framework Agreement, it is made up of three main pillars:





-  POLITICAL DIALOGUE: the Agenda includes the discussion and the promotion of sustainable development.


- TRADE LIBERALIZATION: the ultimate goal is to achieve a trade agreement compatible with the WTO rules. Particular attention has been given to sanitary and phytosanitary measures and to standards and technical regulations.                    


- CO-OPERATION: there are three groups in charge of promoting economic cooperation (e.g. agriculture, environmental protection, energy, technology); social and cultural cooperation (e.g. training and education); financial and technical cooperation (e.g. institutional building). 





Source: Union Europea -Mercorsur - Una association para el futuro


<http://europa.eu.int/comm/external_relations/mercosur/intro/bro02_es.pdf>
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� Brundland Report, “Our Common Future”, Stockholm, 1987.


� The Doha Ministerial Declaration, Article 6 recognized that trade and the environment “must be mutually supportive”. Moreover, the negotiation agenda was originally designed as to cover several environmental items.


� GATT, Art.XX – general exception.


� The Technical Barriers to Trade Agreement (TBTA) defines the use of technical standards and regulations. The Agreement on Sanitary and Phytosanitary measures (SPSA) complements TBTA in the field of sanitary and phytosanitary measures. The Agreement on Subsidies and Countervailing Measures (SCMA) defines when new subsidies can be used. The Agreement on agriculture allows direct payments under environmental programs. The Plurilateral Agreement on Government Procurement (AGP) provides governments with the chance of channeling public investments into climate friendly products. 


� Only industrialized countries have a binding commitment to contribute to GHG reduction, which should be at least of 5 per cent below the 1990 levels by 2008-2012. 


�Article 2 (a) of the Kyoto Protocol provide a non-binding and a non-exhaustive list of national measures: enhance energy efficiency, promote renewable energy, favour sustainable agriculture through appropriate reforms, encourage reforms in sectors relevant in terms of greenhouse gases and remove market distortions and imperfections.


� GATT Article XXIV, GATS Article V.


� The technical effect is positive when it encourages the use of cleaner technologies and reduces the quantity of pollution per unit of output; the composition effect is positive when trade increases the market share of less-polluting sectors. 


� Usually the literature refers to new regionalism as the integration process observed after 1990 aimed at facilitating the participation in the world economy, as opposed to the import substitution strategy which characterized the old regionalism of the 50s and 60s. However, the present analysis of the new regionalism is circumscribed to the integration process observed after 1995. Therefore, within the context of the ‘new regionalism’ the attention will be on the most recent developments.


� Facts and figures on regional trade agreements are available on the web site


<http://www.wto.org/english/tratop_e/region_e/region_e.htm>


� To this point it must be said that NAFTA was an exception and the environmental agreement is as old as the free trade agreement. However, NAFTA is quite recently compared to the other blocks.


� It must be said that the WTO made some progresses in this direction: the Doha Development Agenda recognized the importance of technical assistance and capacity building (OECD, 2003). 


� Annex I Convention Parties are OECD-countries and countries with economies in transition. Non Annex I Parties are basically developing countries. Annex II Parties are only the OECD countries.


� This section is mostly based on the analysis of the main legal text which forms the background of the EU-Mercorsur relationship, the Interregional Framework Co-operation Agreement.


� Its institutional structure was defined later in 1994 by the Protocolo de Ouro Preto. The decision-making body consists of the Southern Market Council (CMC), the Commerce Commission (CCM) and the Common Market Group (GMC). The latter is the executive body and it was originally made up of ten Working Groups (Subgrupos de trabajo- SGT). 


� Transport regulation, management of land-use, renewable and alternative forms of energy, education and environmental communication, environmental technologies and forest management.


� Acuerdo Marco sobre Medio Ambiente del Mercorsur, Article 5 and 6. 


� The first Agreement to join the two regions was the Interinstitutional Agreement with Mercorsur of 1992 aimed at providing technical and institutional support for the building up of Mercorsur structure.


� The Interregional Framework Co-operation Agreement of 1995 is structured around nine main areas: objectives, principles and scope; trade; economic cooperation; encouraging integration; interinstitutional cooperation; other areas of cooperation; resources for cooperation; institutional framework; final provisions. 


� The bulk of EU-Mercorsur negotiations take place within the Biregional Negotiations Committee (BNC) which is linked to other subcommittees- the Subcommittee on Co-operation (SCC), three Subgroups on specific co-operation areas and three Technical Groups (TG).


� Conclusions of the Second Meeting the EU-Mercorsur Biregional Negotiations Committee, (13-16 June 2000), <http://europa.eu.int/comm/external_relations/mercosur/ass_neg_text/concl_bnc2.htm>


� According to the IPCC (2001), CO2 anthropogenic emissions in the last twenty years have been produced for three-quarters from fossil fuels burning and for one-quarter from land-use change, especially deforestation.


� Union Europea– Mercorsur . Una Asociasion para el futuro. 


<http://europa.eu.int/comm/external_relations/mercosur/intro/bro02_es.pdf>


� Tariffs on environmental goods in Latin America amount at 28,7 per cent compared to the 2,5 per cent of industrialized countries (Brewer, 2003). 


� The European Union has indicated that after 2008 its trade relations will be dominated by preferential trade agreement with developing countries, not only within the Cotonou Agreement, as the EU-Mercorsur has exemplified (McDonald and Walmsley, 2001).


� The European strategy toward climate change has been outlined in the European Climate Change Program (ECCP) in 2001, but starting from 1991 the EU has taken many initiatives in order to reduce GHG emissions and to improve energy efficiency.


<http://europa.eu.int/comm/environment/climat/eccp.htm>
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