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Executive summary



Published sections of the text from the planned association agreement
between the EU and Mercosur contain numerous provisions that offer
significant advantages to the European automotive industry, the indus-
try's resource-intensive production model and its supply chains. The deal
also lacks effective provisions to mitigate the risks to the environment
and human rights posed by the car industry. To the contrary, the parties
to the agreement have entered into numerous arrangements aimed at
boosting trade even further with risk-prone raw materials, components
and finished products from the automotive sector. Lobbying by the EU
car industry has certainly borne fruit. But the losers are human beings
and the environment on both sides of the Atlantic.

The findings in detail:

Lobbying for the automotive industry is undertaken not just by the
companies themselves, but to a large degree also by the ministerial
bureaucracy itself. Staff from the German Federal Ministry of Economic
Affairs and the EU Commission approached carmakers to determine
their wishlist and to feed the results back into the negotiations with
Mercosur.

This lobbying has resulted in numerous elements of the agreement
that advantage the EU automotive industry. These include provisions
to eliminate tariffs on vehicles, vehicle parts, mineral resources and
biodiesel. There will also be an EU import quota for bioethanol. The
Mercosur countries will also drop various export taxes, recognise weak
EU tests and certificates and accept flexible rules of origin that will
increase competitive pressure on their markets. Ultimately, the car
industry will benefit from the weak protections in the agreement that
will do little to mitigate harms to the environment and human rights.

The EU automotive industry has numerous manufacturing plants in
Mercosur countries and dominates trade between the two regions.
For many years, it has generated a healthy trade surplus for the EU
in the bloc’s trade with Mercosur. The trade in motor vehicle parts is
far more significant than the vehicle trade itself. The lion's share of EU
car exports to Mercosur is still made up of petrol-based vehicles. Com-
pared to other European countries, Germman manufacturers still domi-
nate EU-Mercosur trade by a significant margin.

European companies currently sell only very small numbers of electric
vehicles in Mercosur countries. Electric vehicles remain uncommon in
the region and to date have received only limited government support.
Furthermore, in Brazil there is strong competition from ‘flex fuel’ vehi-
cles that are powered by varying proportions of petrol and bioethanol.
The vast majority of bioethanol is produced in Brazil from sugar cane.

The agreed tariff reductions will help to secure and lower the cost of
raw materials for the automotive industry. This is particularly true for
iron, steel, copper, lithium and for various processed raw materials. But
the mining activities are causing numerous conflicts with local com-
munities and indigenous groups, especially in Argentina and Brazil.
Triggers include both the damage to the environment caused by the
mining of raw materials and severe human rights violations.

In Argentina’s arid north, for example, local communities are protest-
ing against lithium production in the region. Their criticism centres on
the high levels of water use and the hazardous waste left behind from
mining. In Brazil, on the other hand, iron ore became a symbol for min-
ing disasters after a dam in a retention reservoir in the municipality of
Brumadinho burst in January 2019, costing 272 people their lives. Just
before this, a Brazilian subsidiary of Germany's TUV Stid had certified
the stability of the dam.

~J

Alewwns aAI3N29X3



0

Atewwns aAnnsaxs

Provisions in the agreement relating to biofuels will also increase risks
to the environment and human rights. The EU’s bioethanol quota will
promote the expansion of Brazilian sugar cane plantations that are as-
sociated with environmental degradation and land disputes. Similarly,
Argentina’'s pledge to reduce export taxes on soy and biodiesel will en-
courage the expansion of soy crops and further deforestation.

The agreement will also boost demand for cowhide, which the Euro-
pean automotive industry uses to make leather seats. Under the
agreement, the EU will remove import tariffs on cowhide, while the
Mercosur countries will eliminate export taxes on it. However, cow
herds in Brazil, Argentina and Paraguay are major drivers of deforesta-
tion. Due to a lack of traceability systems, European car manufacturers
cannot guarantee that their leather does not come from illegal slash-
and-burn agriculture in areas such as the Amazon region. The manu-
facturers are also unable to rule out severe human rights violations
at the origins of their supply chains, such as attacks on indigenous
people and farm workers.

The rapid reduction of tariffs on vehicles and vehicle parts, on top of
rules of origin, will increase the competitive pressure, particularly on
Mercosur's automotive industry. As a result of the more flexible rules
of origin, cheap input materials from third countries that are found in
EU exports will also benefit from Mercosur’s relaxed tariff rules. The
resulting heightened competition will endanger jobs in Mercosur and
will accelerate a trend towards more precarious employment relation-
ships.

The agreement will undermine efforts to reduce emissions from the
vehicle fleet. In the agreement’s motor vehicle annex, Mercosur coun-
tries agree as a general principle to recognise tests and certificates
for vehicle approval processes that were undertaken on the basis of
UNECE or EU regulations. But the weak testing and approval proce-
dures in the EU not only made it easier for carmakers to manipulate
their exhaust figures, they also facilitated the massaging of their emis-
sions levels. This is a process that continues even today.

Additionally, the automotive industry benefits from the lack of teeth
in components of the agreement that are focused on limiting environ-
mental, social and human rights risks. To this end, particular problem
areas include the sustainability chapter that lacks enforcement provi-
sions, the lack of implementation of the Paris climate change agree-
ment and the omission of effective rules for corporate duty of care
obligations and deforestation-free supply chains. Last but not least, it
is feared that the agreement will include a human rights clause that
is far too weak. These shortcomings mean that significant damage
to the environment and severe human rights violations can continue
to be expected across the automotive industry’s transatlantic supply
chains.

The agreement’s weak risk prevention components will make it diffi-
cult to impose social or environmental regulations on the automotive
industry — irrespective of whether the industry is based on fossil fuels
or electric propulsion. The special treatment for the car industry will
also prevent the mobility revolution we need from happening. These
shifts include measures to reduce traffic and to lower individual vehi-
cle use in favour of public transport.
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The automotive industry plays a key role in the drafting of EU trade policy.
The fingerprints of carmakers, their suppliers and associated producers
of raw materials are hard to ignore when it comes to the EU’s trade
agreements. But the close alignment of EU trade policy with the inter-
ests of the European automotive industry is increasingly colliding with
important social policy goals such as climate change action and uphold-
ing human rights — objectives that the European Union is also obliged to
fulfil.

o

This publication investigates the strong influence of the European auto-
motive sector on the EU-Mercosur trade agreement. Mercosur countries
and the EU announced at the end of June 2019 that they had reached
an agreement in principle for a trade agreement. Since then, large sec-
tions of the trade agreement have been published.! The agreement is to
become part of a more comprehensive association agreement. Negotia-
tions on the remaining parts of the association agreement were con-
cluded on 18 June 2020.2 However, the text of this agreement has thus far
remained unpublished.?

uonanpoauj °L

Despite the agreement in principle, which essentially marks the end of
the negotiations, some disputed points continue to be discussed be-
tween the parties. To date, the EU-Mercosur association agreement has
neither been signed, nor ratified. This means a possibility remains that
the deal will fail. The agreement has met with major reservations not just
in civil society, but also amongst the governments of several EU member
states. The Argentinian and Brazilian governments have also expressed
concerns in the early months of this year that the agreement could con-
tribute to the deindustrialisation of their countries. In a joint statement,
Argentinian President Alberto Angel Fernandez and Brazilian President
Luiz Inacio Lula da Silva declared their goal as “ensuring a balance in
the negotiations that reflects the heavy asymmetries between the blocs
and thereby supports the economic and social development of all par-
ticipating countries.”4

This publication examines the close coope-
ration between the European Commis-
sion and automotive industry associations
during the EU-Mercosur negotiations and
analyses the provisions in the agreement
text that particularly favour the European
car industry. The report also sheds light
on the specific environmental, social and
human rights risks that are facilitated by
these arrangements. It becomes clear that
the EU-Mercosur deal has the potential
to significantly expand the car industry's
trade in problematic raw materials, com-
ponents and finished products. At the
same time, the agreement as it stands
lacks effective protections to combat the
dangers to the environment and human
rights that are posed by the automotive
industry. By favouring this sector, the
agreement will ultimately also serve as a
Cars waiting to be shipped in Bremerhaven. The EU exported €37 Orake on the mobility transformation that

billion worth of cars to Mercosur in 2020. we need to reduce traffic and drive down

Photo: Ra Boe, Wikimedia 1 4jyidual motor vehicle usage.
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2. Lobbying: Cooperation between
governments and associations
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The German Association of the Automotive Industry (VDA) makes
no secret of the high level of importance that it attributes to the EU’s
trade agreement with the bloc in South America. “The agreement with
Mercosur is a high priority for the German and European car industry
because Mercosur countries are major future markets.”> As a result of
close coordination with Germany's Federal Government and the EU
Commission, the automotive industry was able to push through a large
number of its requests, as seen in the sections of the agreement text
that have been available since mid-2019.

Accordingly, the VDA was generous with its praise when the EU Commis-
sion announced its political agreement with Mercosur at the end of June
2019: “This agreement is a great success for Europe and the Commis-
sion”, declared the VDA's then president, Bernhard Mattes. The removal
of tariffs and technical barriers to trade would benefit both car manufac-
turers and their suppliers, he said. Mattes also pointed to major German
investments in Mercosur, such as in Brazil: “German manufacturers and
suppliers have over 120 production sites there. There are also more than
20 sites in Argentina”.®

Documents relating to the Mercosur negotiations from the German Fed-
eral Government and the EU Commission, released under freedom of in-
formation requests,” show that lobbying for the car industry has come
not just from the companies, but to a large extent has been undertaken
by the ministerial bureaucracy itself. Staff from the German Federal Min-
istry of Economic Affairs and the EU Commission proactively approached
carmakers to determine their wishlist and to feed the results back into
the negotiations with Mercosur.

For example, on 29 May 2017 an employee from the Federal Ministry for
Economic Affairs and Energy (BWMi) sent an e-mail to the VDA with
the subject line “EU-Mercosur negotiations”. In particular, the ministry
wanted to find out what transitional periods should apply to Mercosur
tariffs that the VDA was seeking to have removed: The e-mail reads: “For
this reason, | ask you to find out from your member companies what
transitional periods seem appropriate.” As a follow-up question, the staff
member asked whether a distinction should be made in the transition
periods “between tariffs for intermediary products and finished goods”.
She added: “We would then bring this position into the negotiations
through the EU Commission.”®

In his e-mail response,® the VDA sent a copy of a letter to the BWMi that
had been written by the VDA's two European umbrella associations,
ACEA and CLEPA, to the then trade commissioner, Cecilia Malmstrom. In
their letter, the two associations requested the complete abolition of all
Mercosur tariffs on EU exports of cars and car parts. In their view, tariffs
on cars and vans should expire within ten years, while tariffs on car parts
should end after a transitional period of two to five years. The associa-
tions also asked for a specific annex to the agreement that was dedi-
cated to the removal of non-tariff trade barriers for vehicles and vehicle
parts, especially the recognition of European tests, certification and ap-
proval procedures. In addition, the associations wanted the agreement
to ensure there were simple and consistent rules of origin. These rules
determine how large the minimum value-added share generated in the
country of origin needs to be for an export product, in order to be eligible
for the tariff preferences of the trade agreement.'®

ACEA (Association des Constructeurs Européens d’Automobiles) repre-
sents 15 European car manufacturers, including VW, Daimler and BMW,
while CLEPA (Comité de liaison européen des fabricants d'équipements
et de piéces automobiles) is the association for European automotive
suppliers. Members of this association include the German companies
Bosch, Continental, ZF Friedrichshafen, Mahle, Schaeffler and Thyssen-
krupp, as well as the Austrian supplier Magna.



The EU Commission also provided intensive support to the automotive
industry. After resuming the negotiations with Mercosur in 2016, follow-
ing a long pause, in July 2016 the Commission began consultation using
a detailed questionnaire that was aimed exclusively at EU industry. Par-
ticipants included associations from the automotive sector. However, the
responses remained unpublished.”

In addition, EU Commission representatives — including trade com-
missioners Cecilia Malmstréom and Phil Hogan - held various meetings
between May 2016 and January 2020 with the ACEA and individual car
manufacturers in which the Mercosur Agreement was raised. A number
of documents from these meetings, often extensively redacted, have
been made public following a freedom of information request by the
Forum on Environment & Development through the civil society portal
“AsktheEU""?

One of these documents contains an EU Commission report about a
meeting between the ACEA and Sandra Gallina from the EU Commis-
sion’s Directorate General for Trade in March 2017. According to the re-
port, the Commission representative stated that “a strong result” for
the vehicle and vehicle parts sector was a “sine qua non” — an absolute
requirement - for the EU-Mercosur Agreement.® On 1 June 2017, EU
Commissioner Malmstrom gave a speech at a lunch meeting with the
ACEA in which she committed to working with the automotive industry
to remove barriers to trade. Mercosur import tariffs on vehicles and ve-
hicle parts alone were costing EU companies a billion euros, according
to Malmstrom. In her response to the joint letter from the ACEA and
CLEPA, the EU Commissioner gave an assurance in July 2017 that “the
cars and parts sectors remain a priority for both tariff and non-tariff
aspects of the negotiation”. She agreed to the requests from the two
associations, adding: “l can inform you that these various issues and pro-
posals are being discussed with Mercosur”®

Further Commission meetings with the automotive industry followed
in February, March and June 2018 and in May 2019, shortly before the
political agreement between the EU and Mercosur. However the broad
criticism that the agreement received, including because of the increas-
ing destruction of forests in the Amazon, was also reflected in the dis-
cussions with lobbyists. For example, Cristina Rueda-Catry, a member in
trade commissioner Phil Hogan's Cabinet, met with representatives of
ACEA, Daimler and Volvo in December 2019 and called on them “to sup-
port actively the ratification of the Mercosur deal, to counterbalance the
negative messages which are getting more media coverage.”® In Janu-
ary 2020, Rueda-Catry's then boss, trade commissioner Phil Hogan, met
with an ACEA delegation that welcomed the conclusion of the Mercosur
negotiations.”

Overall, analysis of the contacts between the German Federal Ministry of
Economic Affairs and the EU Commission with the automotive industry
provides proof of the close coordination between public administration
and corporate lobbies in trade policy. The proactive approach taken by
the Ministry and the Commission in the case of the EU-Mercosur Agree-
ment is another example for what has long been referred to as “reverse
lobbying”. This turns channels of influence on their head and sees public
agencies lobbying companies, encouraging them to lobby the agencies
themselves.® In the end, the reverse lobbying increases suspicion that
ministries and public agencies such as the EU Commission are giving a
privileged position to powerful interest groups such as the automotive
lobby, compared to the status held by other societal groups.

N
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3. Elements of the agreement that
benefit the automotive industry



Competitive advantages for its automotive industry are more important to the EU than
human rights and the protection of the environment. Photo: Lenny Kuhne, Unsplash

The success of the automotive industry’s lobbying becomes evident from
a quick look at the most important elements of the agreement related
to the sector. The European manufacturer associations were able to push
through the majority of their demands. The agreement text also includes
even more elements that the automotive industry did not explicitly call
for, but from which it still benefits (see Box 1).

A key aspect are the import tariffs on vehicles and vehicle parts that
Mercosur and the EU must have fully removed within 15 years of the
agreement coming into force. The removal of tariffs will begin after a
seven-year transitional period. Additional benefits for the car industry
relate to the phased removal of tariffs on important mineral resources
such as iron, steel, copper, lead and lithium. In addition, the EU will also
liberalise the importation of fuels from Mercosur, in two ways: by remov-
ing tariffs on biodiesel and by introducing an import quota for bioethanol.

Other gains for the automotive industry: Mercosur countries will largely
forego the option to impose export taxes on important raw materials
and will allow generous rules of origin. These will allow EU carmakers to
import products on preferential terms into Mercosur that may include
significant quantities of materials from third countries. These materials
are often produced under low-wage conditions. Moreover, the Mercosur
countries will also recognise tests and certificates from European auto
manufacturers that are based on weak UN or EU regulations. The auto-
motive industry will also be one of the main beneficiaries from the
lack of social, environmental and human rights protections under the
Agreement.

Ul
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Box 1: EU-Mercosur Agreement:

Rules from which the automotive industry benefits

The agreement contains various arrange-
ments that favour the automotive indus-
try and related economic sectors. The
following summary provides a brief over-
view of these provisions. Their impact is
explained in more detail in the individual
sections of this publication.

Tariffs on vehicles: EU and Mercosur will
begin to lower tariffs seven years after
the Agreement comes into force. After 15
years, the tariffs are to be completely re-
moved (previous tariff rates in Mercosur:
35 per cent in Argentina/Brazil, 23 per
cent in Uruguay, 20 per cent in Paraguay;
tariff rates in the EU: Lorries up to 22 per
cent, passenger cars: 10 per cent). The
consequence: Vehicle imports become
cheaper, which can stimulate sales.

Tariffs on vehicle parts: After a ten-year
period, 80 per cent of these tariffs will be
gone, with most remaining tariffs being
removed after 15 years (current tariffs in
Mercosur are between 14 to 18 per cent,
while they are between 3-4.5 per cent in
the EU). The consequence: Imports of car
parts in both regions will also become
cheaper.

Tariffs on raw materials: The parties to
the agreement agreed to a phased re-
moval of tariffs over the 10 years after the
deal comes into force (for Mercosur, after
15 years in specific cases) for products
made of iron, steel, aluminium, copper,
lithium, lead and zinc (current EU tariffs
are between 1.7 and 10 per cent, Merco-
sur tariffs are between 2 and 16 per cent).
Within 10 years, the EU will also remove
its standard tariff rate on biodiesel. The
consequence: The import of various es-
sential raw materials for the automotive
industry will become cheaper in the EU
and in Mercosur.

Bioethanol quota: The EU will grant
Mercosur a quota of 650,000 tonnes for
bioethanol produced from sugarcane,
including 200,000 tonnes for use as fuel,
at a third of the current tariff rate. The
consequence: EU imports of bioethanol,
which is added to petrol produced from
fossil fuels, will also become cheaper.

Prohibition of export taxes: The agree-
ment contains a general ban on the intro-
duction and continuation of any taxes or
duties on exports after three years of the
agreement coming into force. Only Ar-
gentina and Uruguay have taken advan-
tage of options for exceptions to this rule,
and then only to a very limited extent.
In addition, Argentina is committing to
lower export taxes on soy and biodiesel.
The consequence: A potential cost factor
for the European automotive industry in
terms of accessing raw materials from
Mercosur will be removed or lowered in
the future.

Rules of origin: Mercosur will accept a
lower local content component for EU
exports of vehicles and vehicle parts
(55 or 50 per cent, instead of 60 per cent
as currently). In addition, Mercosur wiill
accept self-certification by exporters as
proof of origin for their products. The con-
sequence: A larger share of cheap input
materials from non-EU countries that the
EU car industry uses in its export goods
will benefit from Mercosur’s tariff conces-
sions in future.

Motor vehicle annex: Mercosur coun-
tries will recognise tests and certificates
for the approval of vehicles on the basis
of UN or EU regulations that are often too
weak. The consequence: Vehicles that are
deemed unsatisfactory in testing, e.g. be-
cause they produce higher levels of emis-
sions than stated, will gain approval more
easily in Mercosur.

Weak protections: The agreement con-
tains various provisions that are supposed
to reduce risks under the deal, but they
are inadequate. The provisions include
the lack of sanctions for the sustainability
chapter, the failure to operationalise the
Paris climate change agreement, the ab-
sence of rules for duty of care obligations
and deforestation-free supply chains and
a potentially weak human rights clause.
The consequence: The automotive indus-
try will be relieved of some potential costs
for risk minimisation.
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4. Unequal exchange:
Trade between the EU and Mercosur
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The coronavirus crisis has also left an impact on bilateral trade between
the EU and Mercosur. The disruptions to global trade caused by lock-
downs and supply chain bottlenecks also resulted in reduced goods
flows between the two blocs.

In 2020, EU imports from Mercosur fell by 8.4 per cent compared with
the previous year, while EU exports to Mercosur declined by almost 14 per
cent, from 41.3 to 35.5 billion euros. Although the EU’s exports fell more
sharply than its imports, the bloc — as in the eight years before this— once
again achieved a trade surplus with Mercosur. This amounted to 2.3 bil-
lion euros in 2020 (2019: €5 billion).” In addition, the extremely unequal
export mix between the two regions remained. Over 80 per cent of the
EU’s exports to Mercosur were industrial goods, with around half of these
being machinery and vehicle parts (see Figure 1).

In value terms, the exports of parts and components for the automotive
industry are far more significant than the exports of vehicles themselves.
Over three quarters of car exports to Mercosur are made up of various
input materials, including engines, gearboxes, headlights and tyres. In
recent years, around 15 per cent of EU exports to Mercosur were made up
of these kinds of vehicle parts.?°

By contrast, three quarters of Mercosur exports to the EU related to ag-
riculture and mining. Machinery and vehicle parts made up just a little
more than a six per cent share (see Figure 2).

However, the mining products from Mercosur are of great significance
to the European automotive industry, whether iron ore and copper from
Brazil, or silver and lithium from Argentina. Various agricultural products
from South America are also used in the automotive industry. They in-
clude cowhides for seats, cotton for floor coverings, cellulose for panel-
ling, rubber for tyres and bioethanol to mix with petrol.

EU-27: Exports to and imports from Mercosur, 2020
Figure 1 and 2: billions of euros, source: European Commission, 20 May 2021

exports: imports:

. agricultural/raw materials: 4.1 . agricultural commmodities: 18.8

other: 1.5 other: 0.9
. machines/vehicle parts: 13.8 . machines/vehicle parts: 2.1
other industrial goods: 16 other industrial goods: 4.8

B nining/fuels: 6.4
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5. Focus on the automotive trade:
Mercosur as a market
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A look at European car exports to Mercosur over the past five years offers
some insights into their specific composition. From 2016 to 2020, auto-
motive exports from EU countries with vehicle production to Mercosur
totalled around 15.7 billion euros. The lion’s share, €12 billion, came from
the export of vehicle parts, with only €3.7 billion derived from vehicles
(see Figure 3).

The high significance of these exports of parts and components comes
from the numerous manufacturing plants in Mercosur countries that
process these raw materials further and use them to assemble finished
products. The large car manufacturers have a particularly strong pres-
ence in Argentina and Brazil. VW, Renault and Stellantis have passenger
car factories in both countries. BMW operates a plant in Brazil. European
companies also manufacture commercial vehicles in Mercosur. Daimler
and Iveco have plants in Argentina, while Daimler and the VW subsidiar-
ies MAN and Scania operate in Brazil.?' In addition, there are also Merco-
sur subsidiaries of various European suppliers including Bosch, ZF, Mahle,
Schaeffler, Continental and Magna.

A large number of vehicles exported to Mercosur are passenger cars,
while only a small fraction are commercial vehicles such as vans. In terms
of propulsion, petrol-based vehicles still dominate EU exports to Merco-
sur, with only a small number being diesel, hybrid or electric-powered
vehicles (see Figure 4).

EU motor vehicle exports to Mercosur, 2016-2020

Source: Oliver Worm/Greenpeace 2021

Figure 3: Euro

11,957,567,887

12,000,000,000

10,000,000,000

8,000,000,000

6,000,000,000
3,705,954,604

4,000,000,000

2,000,000,000

0
motor vehicle motor vehicle
parts
Figure 4: Euro, models
2,802,201,166

3,000,000,000

2,500,000,000

2,000,000,000

1,500,000,000
1,000,000,000
299,600,228 2487139,381 356,013,829
500,000,000
o N

gasoline diesel hybrid + commercial
electric vehicles



The EU mainly exports vehicle parts to Mercosur, which are then assembled in the
plants owned by European car manufacturers. Photo: carlos aranda, Unsplash

One reason for the low numbers of diesel passenger vehicle exports is
that in Brazil, by far the biggest market in Mercosur, diesel-powered pas-
senger cars have been banned since the 1970s. The reason was the global
oil shock and Brazil's high dependence on expensive crude oil imports
that were affecting the country’s balance of trade. The fuel shortage
prompted the Brazilian government to introduce economy measures: for
example, in 1975 it mandated the addition of bioethanol to petrol (see
box 2, p. 26) and in 1976 it limited the use of diesel to commercial trans-
port purposes, i.e. for lorries, buses and tractors. In 1994, the government
modified the diesel regulations. Since then, the use of diesel has been
banned for all vehicles with a load capacity of under 1,000 kilograms. Ex-
cept for lorries, buses and tractors, diesel propulsion is only permitted
to be installed in heavier pickup vehicles and in four-wheel-drive SUVs.??

Meanwhile, foreign carmakers have also attempted to topple the Brazil-
ian diesel ban for passenger vehicles in recent decades. For this purpose,
some multinational automotive suppliers with Brazilian subsidiaries,
including Germany’s Bosch and Mahle, co-founded the lobby group
Aprove Diesel some years ago.?®* But so far the initiatives to abolish the
diesel ban have been fruitless, even if they have occasionally been picked
up by individual congress members, most recently in summer 2021.24

German car manufacturers and suppliers dominate trade between the
EU and Mercosur. Of the vehicles and vehicle parts valued at €15.7 billion
euros that the EU manufacturers exported to Mercosur between 2016
and 2020, 44 per cent came from German companies (see Figure 5).
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EU: Automobile exports to Mercosur 2016-2020

Figure 5: Euro, cars and car parts, source: Oliver Worm/Greenpeace 2021
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For petrol-based cars exported into Mer-
cosur, the German dominance is even
greater: 63 per cent of EU exports of pet-
rol-powered vehicles are from German
carmakers. Compared to other EU manu-
facturers, German companies also deliver
a disproportionate number of large pet-
rol-based vehicles with a capacity of 1.5 to
3+ litres.?®

Austria’s automotive industry, includ-
ing companies such as Magna, Miba and
AVL also benefit from Mercosur’s market.
While the companies sell only a small pro-
portion of their products directly in Mer-
cosur countries, they sell a larger share of
parts, components and cars to European
brands such as VW, Daimler, BMW and
Stellantis that sell their vehicles in regions
that include Mercosur. The integration is
particularly strong with Germany, to which
Austria’s industry exports around half of its
vehicle parts.?®

Most cars that are exported from the
EU to Mercosur are petrol-based. Photo: AlfRibeiro, Adobe Stock
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European car manufacturers have a strong position in both of Mercosur’s
main markets — Argentina and Brazil. In the rankings of manufacturers
with the most passenger vehicles sold in Brazil, VW was on average in
second place over the past five years, behind the US company Gen-
eral Motors. In third place are brands from the Dutch holding company
Stellantis that was formed in January 2021. Stellantis is a merger of Fiat-
Chrysler (FCA) and Peugeot (PSA). Fourth place is held by Renault-Nissan
(see Figure 6).

In Argentina, Stellantis Group vehicle brands are the market leader,

followed by Volkswagen in second place and Renault-Nissan in fourth
position (see Figure 7).

Market shares of passenger car manufacturers 2016-2020
Source: Oliver Worm/Greenpeace 2021

Figure 6: Brazil, mean value in percent

25 23

GM VW Stellantis  Renault- Hyundai- Ford Toyota other
group group Nissan Kia group group

Figure 7: Argentina, mean value in percent

30

25

20

15

Stellantis VW GM Renault- Toyota Ford other
group group Nissan group group

N
(6N

j9djiewl € se INSO0JI9 9ped) dAljouwolne 3y} Uo sndo4 °s



24

6. Electric vehicles for Europe,
fossil fuel cars for Mercosur



While some carmakers have announced end dates for cars powered
by internal combustion engines and are switching to the production of
electric vehicles, in Mercosur they are pursuing a different strategy. The
companies want to continue using the damaging internal combustion
technology there for far longer than in the European market. The current
inadequate charging infrastructure in the Mercosur countries serves as a
pretext for doing so. In addition, carmakers continue to promote the use
of biofuels, particularly in Brazil, with which the environmental impact of
their internal combustion engines can supposedly be improved.

For Mercosur, however, this strategy has major disadvantages. Firstly,
the production of biofuels causes significant harm to the environment
and results in numerous conflicts over land. Secondly, it also causes the
switchover to electromobility to be delayed even further. But this will
lead to higher transport-related greenhouse gas emissions in Mercosur
countries and will also see them being left behind when it comes to tech-
nology. While the global shift away from internal combustion engines to
electricity continues at pace, they will remain reliant on outdated internal
combustion technology. By contrast, European carmakers will secure a
long-term market in South America for their environmentally hazardous
internal combustion vehicles that they are unable to sell elsewhere.

The Mercosur countries themselves are pursuing various options when
it comes to propulsion methods. The Argentinian government proposed
comprehensive legislation in October 2021 that also includes the de-
velopment of electromobility (Ley de Movilidad Sustentable). The gov-
ernment sees Argentina’s large lithium reserves as an advantage that it
would like to harness to establish a national battery manufacturing in-
dustry.?’” By contrast, Brazil is largely backing what are called ‘flex-fuel’
vehicles that can run on varying quantities of bioethanol and petrol. The
idea of adding bioethanol to petrol began in the 1970s and received in-
tensive support from the Brazilian government with its Proalcool pro-
gramme (see Box 2).

The strong rivalry posed by the flex-fuel technology to other propulsion
systems can be seen in Brazilian vehicle registrations. While 85 per cent
of new registrations of passenger cars and light commercial vehicles

were of the flex-fuel type in 2020, only one per cent were electric vehicles
(see Figure 8).

Brazil: New registrations of passenger cars and light
commercial vehicles 2020
Figure 8: in percent, source: Anfavea 2021

. Flex Fuel: 85%
Diesel: 1%
. Gasoline: 3%

E-cars: 1%

The Brazilian government is relying primarily on biofuels such as bioeth-
anol and biodiesel for decarbonisation of the transport sector in the fu-
ture. The government points to better outcomes in terms of pollutants
and climate impact, compared with fossil fuels alone. The government
is supported particularly by the country’s powerful farming industry that
provides the most important raw materials for this purpose: sugarcane
for bioethanol and soy for biodiesel.?®

25
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Box 2: Prodlcool Programme: Save crude oil,
support sugarcane, buy VWs

Brazilian gained its first experience with bioethanol during World
War | and World War Il, when it was used to combat the fuel short-
age at the time. The mass use of ethanol produced from sugar-
cane began during the oil crisis of the 1970s as a way to save on
expensive imports of crude oil. At the time, the Brazilian sugar-
cane industry was also suffering from overcapacity after declines
in markets in the US and Europe. In the US, soft drink manufactur-
ers such as Coca-Cola began to experiment with replacing sugar
with corn syrup, while the EU signed the Lomé Agreement with its
former colonies in Africa, the Caribbean and the Pacific (referred
to as ACP countries) that granted them a tariff-free import quota
for sugar.

In the pursuit of saving crude oil and supporting the sugarcane
industry at the same time, the Brazilian government launched the
Proalcool Programme in 1975. This initially involved mixing a small
quantity of hydrogenated bioethanol with petrol. From 1979, cars
with pure ethanol engines that could be filled up solely with hydro-
genated bioethanol came on to the market. In 2003, the flex-fuel
vehicles followed. These could be filled with varying proportions
of bioethanol and petrol. In the US, various flex-fuel models were
already available at the time. However, the first car to come on to
the Brazilian market on a commercial basis was the Volkswagen
Gol 1,6 Total Flex.?®
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When it comes to alternative propulsion sources, Brazil is also pursu-
ing projects that rely on the use of bioethanol, such as flex-fuel hybrids.
These models combine an electric engine with a internal combustion en-
gine that can be operated with petrol and bioethanol. Further hopes rest
on hydrogen fuel cell vehicles that use bioethanol as a fuel. By contrast,
support for greater distribution of purely battery-powered electric vehi-
cles is not a priority.*°

. The auto industry supports Brazil's special
path that is focused on biofuels. Volkswa-
genisan example. VW CEO Ralf Brandstat-
ter said in March 2021 that VW's targeted
date for phasing-out petrol-based cars in
Europe - between 2033 and 2035 - would
not be achievable in developing countries.
He said ethanol represented “an effective
bridging technology” on the path towards
decarbonisation. According to Brand-
statter, for this reason VW would build a
research and development centre espe-
cially for developing countries that was
dedicated to new technologies based on
ethanol and other agrofuels.® However,
The supposedly sustainable ethanol fuel is produced from the motivation for supporting the biofu-
sugarcane in factories SUChPiZEQ'm:Sr'goc\?\itgrz'e’;: els path is obvious: The auto industry can
draw on its existing investments in inter-
nal combustion engines for an even longer

period, without having to modernise.




But the positive impact on the climate of Brazil's decarbonisation ap- 2'7
proach in transport is extremely doubtful, according to a study by two
academics at the Wuppertal Institute. The study compared two alterna-
tive scenarios with a business-as-usual situation, under which the current
energy mix will continue to sustain the Brazilian car fleet until 2050. The
alternative scenarios model a gradual transition by Brazil to either the
sole use of biofuels or electricity to power passenger vehicles and buses.*?

The result: the electrification of the passenger vehicle and bus fleet by
2050 could provide a significant CO, reduction of between 65 to 89 per
cent. By switching to biofuels, by contrast, carbon dioxide would still be
emitted in similar or even larger quantities than under the business-as-
usual scenario. A significant reason for the worse performance of the bio-
fuel route, according to the academics, comes from the high emissions
that arise from the changes in land use when growing plants for energy,
e.g. in the conversion of forests and meadows into arable land, or during
the regular harvesting cycles for sugarcane and soy.**

The biodiesel produced from soy oil has been proven to be particularly
harmful to the climate, according to a study conducted on behalf of the
European Commission. The study found that the greenhouse gas emis-
sions that occur during the production of soy diesel are around twice as
high as those from fossil fuel diesel, mainly because of changes to land
use.’* Against this backdrop, the Mercosur countries should not give in
to a strategy from the European automotive industry that will see the
region remain dependent on internal combustion engines and biofuels.
Rather, Mercosur should force the car industry to commit to expanding
charging infrastructure and to speeding up the electrification of the ve-
hicle fleet in Mercosur.

However, in Mercosur countries too, it is not enough simply to electrify
the growing number of individual passenger vehicles. This because no
matter whether they are powered by fossil fuels, biofuels or electricity,
individual vehicles are associated with the unsustainable consumption
of resources that are harmful to the climate and which create human
rights conflicts. As is the case elsewhere, a change in propulsion method
on its own in Mercosur is not a substitute for a more comprehensive mo-
bility transformation. Instead, the vehicle
fleet needs to be reduced and more sup-
port needs to be given to expanding pub-
lic transport methods, such as buses and
trains. Where cars are necessary, however,
they should be as small as possible and
run on electricity.
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As even electric cars consume large quan-
tities of raw materials, they need to be
small, durable and have recyclable com-
ponents. For this reason, Argentina, which
is planning to build its own manufacturing
facilities for batteries, should place an ob-
ligation on manufacturers to ensure the
batteries can be recycled. By introducing
these kinds of regulations, the country
would not just be making technological
progress, it would also be taking a step
forward in terms of environmental policy.
This is because if their recycling potential

is maximised, the material use from the By switching to electric, a 65-89 per cent saving of CO, could be

. . . achieved over flex fuels. However, the total number of vehicles needs
batteries accounts for only a tiny fr.actlon to fall in order to prevent over-consumption of raw materials and
of the fuel used by combustion engines.®®  electricity. Photo: lvan Radic, Flickr
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7. Trade in raw materials:
Mining and mining disasters



In 2010, the European Automobile Manufacturers’ Association (ACEA)
complained about the high iron ore prices in the global market and
called on the EU to develop a raw materials strategy and to secure the
supply of raw material from third countries at competitive conditions.*¢ In
a position paper, the ACEA expressed its concerns even more strongly in
2012, urging the EU to use the “leverage” of the trade negotiations to en-
sure access to raw materials. In particular, the ACEA believed that trade
deals should limit export restrictions imposed by countries that were rich
in raw materials.*”

The EU Commission is also implementing these industry requests in its
agreement with Mercosur. Several stipulations in the current text of the
agreement are aimed at ensuring access to essential resources in the
most cost-efficient manner. Among the most important raw materials
for vehicle manufacturing are iron and steel, aluminium, copper, lead,
zinc and lithium (a substance which is becoming increasingly important
for electric vehicles). But the agreement does not just contain specific
provisions for these raw materials. The deal also affects trade in fuels,
whether these are produced from crude oil — as in the case of petrol and
diesel — or come from sustainable resources such as bioethanol and bio-
diesel (see chapters 8 and 9).

The Mercosur countries, especially Brazil and to a lesser degree Argen-
tina, are major suppliers of raw materials to the EU and Germany. Many
mined products from Brazil and Argentina are absolutely essential to the
automotive industry. In terms of volume, iron ore imported from Brazil
is one of the most important materials. Iron ore is used to manufacture
steel, which is used in large quantities in vehicle manufacturing.

Germany is particularly dependent on raw materials from Brazil. Accord-
ing to an investigation by Germany'’s Federal Institute for Geosciences
and Natural Resources (BGR), 44.8 per cent of iron ore imported into Ger-
many comes from Brazil (see Figure 9). Germany also imports around 31
per cent of its pig iron and 24 per cent of its crude steel from Brazil. Ger-
many also imports large quantities of copper from Brazil. Copper is the
third most-common metal in carmaking, after steel and aluminium. The
greatest dependence is with the rare heavy metal niobium, which is nor-
mally used to manufacture a particularly robust form of specialist steel
that is also used in the automotive industry.*® The EU lists niobium as one
of its critical resources due to its high level of dependence on Brazilian
supplies.®

Germany: Raw material imports from Brazil 2019
Figure 9: Shares of total imports, percent, source: BGR, Nov. 2020
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Argentina is also a major supplier of raw materials to the EU and Ger-
many, particularly for silver, copper, lead and lithium — essential materials
for the car industry. A full 26 per cent of German silver imports come
from the South American country, according to the BGR.“° Large quanti-
ties of silver are also used in car electronics.

Argentinian lithium is also used in European vehicles, especially in
lithium-ion batteries for electric and hybrid vehicles. According to data
from the United States Geological Survey, Argentinian lithium resources
are the second-largest in the world, after Bolivian supplies. Lithium is
currently mined for export in two plants in Argentina, with numerous
others to follow. Livent, a US company, owns one of the two plants where
lithium is being produced. The company announced the signing of a
multi-year supply agreement with BMW in the spring of 2021. BMW is
planning to use the lithium in its battery cell production in Germany and
elsewhere.*?

According to the published sections of the text, the EU-Mercosur Agree-
ment is likely not just to secure the supply of raw materials to the auto-
motive industry, but to make them cheaper. It is true that EU import
tariffs for some major raw materials are already nil, including for crude
oil, iron ore, unwrought copper and silver. However, this is not the case for
other resources that are essential to the car industry, such as aluminium
and many iron, steel and copper products, in addition to numerous pro-
cessed materials.

For example, Mercosur products made from iron and steel can attract
tariffs of between 1.7 and 5.7 per cent in the EU. On copper goods, the
tariff rates are between 3 and 5.2 per cent. The rates on aluminium run
from 5 to 10 per cent, while on lithium they stand at between 5.2 and 5.5
per cent. On lead and zinc, the tariffs are between 2.5 and 5 per cent.*®
In addition, there are anti-dumping tariffs that the EU has imposed on
Brazilian steel producers since October 2017 for exports of flat steel (at
rates of between €53 and €63 per tonne).44

The tariffs that Argentina and Brazil impose on the import of raw ma-
terials are equally important for the European carmakers and suppliers
that have sites in the Mercosur countries. For example, a 2 percent tariff
needs to be paid on lithium, while the rates on aluminium products are
between 2 and 16 per cent. On copper goods, the rates are between 6
and 16 per cent, while the tariffs on lead and zinc products run between
2 and 16 per cent.*®

In the market access lists for the association agreement, the EU and
Mercosur have undertaken to remove the majority of these tariffs in sev-
eral steps within ten years of the agreement entering into force. The EU
will generally undertake to implement these tariff removals a little earlier
within this timeframe; for Mercosur, it will tend to be in the latter part of
the window. In specific cases, Mercosur plans to let the tariffs expire only
after 15 years.“®

Another important condition: the agreement generally prohibits any
taxes and duties on exports. Export taxes are an important tool in devel-
opment and industrial policy that governments can use both to gener-
ate revenue and to ensure the domestic availability of scarce resources
that can be anything from food to mining products. For example, export
taxes can be used to ensure that affordable raw materials are available
to build up the exporting country’s own industrial sectors. But Article
8 of the chapter on the trade of goods says that none of the parties to
the agreement is permitted to introduce or continue export duties after
three years of the agreement coming into force. However, the agreement
does give Mercosur countries the option to register exceptions from this
rule in specific lists of commitments.*’



These lists of commitments can be found in the annex on export duties.“®
However, currently only Argentina and Uruguay have taken advantage of
the option to register exceptions from the general prohibition on export
duties in dedicated lists. While Argentina reserves the right to impose
export taxes for a small list of products, only one group of goods (various
leather products) appears in Uruguay's list (see Chapter 10)

S

In addition, Argentina undertakes in its list to freeze or lower export taxes
for various products, such as soy and biodiesel (see Chapter 9). By con-
trast, other major raw materials are completely absent, even though ex-
port taxes are currently imposed on them in Argentina. These include
gold, silver, copper and lithium. Under the standards currently in force for
mining, Argentina imposes export taxes on gold and silver of up to 8 per
cent. For other metals, the tariffs go up to 4.5 per cent.*®

The failure to allow for future export taxes in the trade agreement cer-
tainly seems short sighted, especially as the Argentinian government is
planning for more intensive development of resources such as lithium to
take place domestically, including by establishing the country’s own bat-
tery cell industry.*® Making sovereign decision-making for export taxes
a pillar of foreign policy would also strengthen the government when it
comes to disputes with foreign investors that exploit the resources. For
example, Livent - BMW'’s new lithium supplier — sued the Argentinian
government for a refund of export taxes.”

In Brazil, too, a debate often flares up about reintroducing the export
taxes on mineral and agricultural resources that were abolished in 1986.
Particularly the federal states that produced these raw materials suffered
from a loss of income as a result. In 2020, the Congress debated two bills
on the reintroduction of export taxes on raw materials, a move which
provoked sharp criticism from industry groups.>? In order to stave off the
calls, the central government ultimately agreed to make compensatory
payments to the federal states in January 2021.5 Despite this move, the
rejuvenation of this debate — perhaps under a new government — cannot
be ruled out. However, the reintroduction of export taxes could consti-
tute a potential breach of the EU-Mercosur Agreement.
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In both Mercosur countries, mining
activities are associated with numerous
conflicts with local communities and
indigenous groups. These are caused
not just by the environmental damage
arising from the plundering of natural re-
sources, but often by severe human rights
violations. In Argentina’s arid north, for ex-
ample, local and indigenous groups are
protesting against lithium production in
the region. The groups are critical of the
high level of water consumption used in
the evaporation of the salt water contain-
ing the lithium (lithium brine) and of the
toxic residue left behind by the mining
process.>

In addition, the mines are also frequently
an underestimated contributor towards
deforestation. Environmental scientists
have calculated that around 10 per cent of

. - - . An illegal iron ore mine on land owned by the indigenous Yanomami
logging in the Amazon is caused by min- community in Brazil. Photo: © Chico Batata/Greenpeace

ing. The Carajas mine in the federal state
of Para is a major contributor to the prob-
lem. Carajas, operated by the Brazilian
company Vale, is the biggest iron ore mine
in the world.>®
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Just before the Brumadinho disaster, the German company TUV Siid had judged the
dam holding back the ferrous water to be safe.
Photo: Ibama, Flickr

Another mine owned by Vale, Cérrego do Feijao in the municipality of
Brumadinho, is also a symbol for one of the country’s biggest mining dis-
asters. In January 2019, the dam in a retention reservoir burst at the mine,
causing a toxic wave of waste material to spill over the area that claimed
272 lives. Just four months prior to the disaster, a Brazilian subsidiary of
Germany's TUV Sud had certified the stability of the dam — despite sig-
nificant safety shortcomings. For this reason, MISEREOR and the human
rights organisation ECCHR, along with five family members of victims,
lodged a criminal complaint against TUV Sud and one of its employees
in October 2019. The plaintiffs allege that the company violated its over-
sight obligations and that the staff member is guilty of crimes including
manslaughter through negligence. The Munich Public Prosecution Of-
fice has now commenced an investigation.®®

Vale also supplies its iron ore to the EU, where it is processed into steel
for the automotive industry to use. Around half of the iron ore imported
into Germany comes from Brazil. The biggest German steel producers
are ThyssenKrupp, Arcelor Mittal and Salzgitter AG. ThyssenKrupp pur-
chased more than 40 million tonnes of iron ore from Vale between 2016
and 2018 and raised no issues with Vale in two audits that were con-
ducted. But following the Brumadinho disaster, it needs to be asked how
reliable these types of audits actually are when it comes to ensuring duty
of care obligations across supply chains.®’



8. Bioethanol:
Conflicts over sugarcane cultivation
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The bioethanol quota that the EU grants to Mercosur is increasing the
pressure to change land use and is boosting other greenhouse gas emis-
sions in Mercosur, especially in Brazil. The incentives offered by the EU for
the bioethanol that is mainly produced from sugarcane in Brazil involve
a tariff-free quota of 450,000 tonnes for use in the chemical industry and
a guota at a preferential rate for 200,000 tonnes for use as biofuel. This
means that the current import tariff of up to €19 per hectolitre of bio-
ethanol will fall to a third of the current value.®

As a result of the growing biofuel consumption in the EU transport sector,
Brazil has already been able to drastically increase its bioethanol exports
into the EU over the past two years. From 2019 to 2020, EU bioethanol im-
ports from Brazil rose from 17 to 244 million litres.*® The South American
country is now the second-biggest supplier (after the US) to the EU (see
Figure 10). In the EU, bioethanol is added to petrol in varying propor-
tions — normally 5 or 10 per cent — and is marketed as an E5 or E10 fuel.

EU: Top 5 bioethanol suppliers 2020
Figure 10: Million liters, source: Eurostat/ePURE 2021
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The bioethanol quota in the EU-Mercosur Agreement could lead to
Brazilian sugarcane cultivation being expanded further. According to
estimates from Brazil's agriculture ministry, the cultivation area for sug-
arcane is expected to increase from 9 to 10-11 million hectares between
2020 and 2030.%° However, scientists from the European Commission’s
Joint Research Centre assume an even greater expansion of the cul-
tivation area to 14.8 million hectares will be needed to meet the total
demand for sugar and ethanol. Under their scenario, a third of Brazil's
ethanol exports could go to the EU by 2030, with the quota of 650,000
tonnes being significantly exceeded.®!

While the centre of sugarcane cultivation is in the south of Brazil (espe-
cially in the state of Sao Paulo), the heaviest expansion is taking place in
the west and north-east, mainly in the Cerrado dry forest region. It was
therefore a shock for the Brazilian and global environmental movement
when President Jair Bolsonaro annulled a decree on agri-environmental
zoning for sugarcane in November 2019. The decree had been issued in
2009 by Brazil's former president, Lula da Silva, to limit the cultivation of
sugarcane in the Amazon and Cerrado regions, as well as in the Pantanal
wetlands and in indigenous territories.®?

Those harmed by the lifting of the zoning decree include Brazil's indige-
nous people, whose traditional territories have been lost to sugarcane
cultivation and other plantations. For example, bioethanol manufacturer
Raizen - a joint venture from Shell and Cosan - obtained sugarcane that
had been illegally cultivated on territory belonging to the Guarani-Kaiowa



in the state of Mato Grosso do Sul.®®* A complicating factor has been the
lack of demarcation of indigenous areas, a process that has come to a
complete standstill under President Bolsonaro.%4
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Brazil's House of Representatives and Supreme Court are also currently
debating a bill (PL 490/2007) that - in breach of international law — will
introduce a deadline for the recognition of indigenous land rights.®®
Under the legislation, indigenous communities would only be able to
assert land rights and request demarcation if they had already been liv-
ing in the affected territory or had officially made legal claims to it on
October 5th, 1988 - the date on which the Brazilian constitution came
into force. The Articulation of Indigenous Peoples of Brazil (APIB) sees the
law as one of the biggest threats to its members.®® The association’'s fears
have been strengthened by threats from the Bolsonaro government to
withdraw from the ILO’s Indigenous and Tribal Peoples Convention. This
convention from the International Labour Organization (ILO) establishes
the substantive right of indigenous peoples to the free, advance and in-
formed consent about any use of their territories.®”

In addition, substantial environmental damage is occurring as a result of
the intensive cultivation of sugarcane plantations. The impacts include
soil erosion, a high level of water consumption and toxic residue due
to pesticide use.®® In addition, highly toxic active pesticide substances
are used that are not approved or are banned in the EU. These include
Imidacloprid, sold by Bayer in Brazil, and Fipronil, manufactured by BASF.
Both substances are suspected of causing bee mortality.®®
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Scientists from the EU’s Joint Research Centre also note that sugarcane
in Brazil competes for land with cattle farming and soybean cultivation.
They point out that sugarcane has mainly taken over former pasture
areas that were created in Cerrado and the Amazon through deforesta-
tion. The total amount of arable land in Brazil for soy, sugarcane and
other crops could grow to an enormous 14 million hectares by 2030 - the
equivalent of around 40 per cent of Germany (35.7 million hectares). 91
per cent of the new arable land will be created by converting meadows,
while the remainder will be generated from the deforestation of forests
and savannahs.”®

If this scenario eventuates, the scientists
warn that Brazil will fail to meet its targets
under the Paris agreement by a consider-
able margin. Instead of a reduction of CO,
emissions by 113 million tonnes by 2030 as
a result of changes to land use, the scien-
tist says we should expect additional emis-
sions of a billion tonnes. If environmental
protections are weakened further, as is the
case under Bolsonaro, the scientists be-
lieve that the additional emissions could
increase even further to 1.7 billion tonnes.
Accordingly, trade policy should not con-
fine itself to looking at the environmental
impacts of specific raw materials in isola-
tion, but needs to systematically integrate  F24ing s rising derand and the resulting sugarcans mone:
the indirect changes to land use. The sci- photo: Sweet Alternative, Flickr

entists believe that the EU should there-

fore be negotiating trade agreements that

include enforceable environmental stand-

ards for all major tradeable raw materials

and take account of their impacts.”
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9. Biodiesel:
soy on the rise



The EU-Mercosur Agreement may also incentivise EU imports of bio-
diesel from Mercosur. In the EU, biodiesel is added to fossil-fuel diesel in
ratios of up to seven per cent. Brazil and Argentina are — along with the
EU, the US and Indonesia —among the biggest biodiesel producers in the
world. Both countries use soy oil as a major raw material in manufactur-
ing the biodiesel.

The largest share of the biodiesel imports to the EU currently comes from
Argentina. Between 2013 and 2017, the EU imposed anti-dumping tariffs
on Argentina, but the country successfully fought these with a complaint
to the WTO.”2 Since the EU again lowered its tariffs in September 2017,
the biodiesel imports from Argentina have risen massively (see Figure 11).

EVU: Biodiesel imports 2016-2020

Figure 11: Countries of origin, in 1000 tonnes, source: Eurostat/OF| 2021
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Soybeans imported from Mercosur can also be processed into soy oil
and biodiesel in the EU. However, the importation of soy is already tariff-
free in the EU. At the same time, the EU-Mercosur Agreement could also
further incentivise imports of soy and biodiesel from South America.
This is because the agreement includes the removal of the EU standard
rate of duty on biodiesel of 6.5 per cent over a ten-period after the deal
comes into force.”> Moreover, Argentina will undertake to significantly
lower its export taxes on soy and biodiesel. Currently, export taxes on soy
beans are 33 per cent of the value of the goods, while they are 31 per cent
on soy oil and 29 per cent on biodiesel.” However, under the annex on
export duties, the country is now committing to reduce export taxes on
soy beans, soy oil and biodiesel to a maximum of 18 per cent within five
years of the agreement coming into force and to 14 per cent within ten
years.”® If these tax cuts are implemented, imports of soy and biodiesel
from Argentina could become significantly cheaper.

However, this would also lead to further pressure to expand soy plan-
tations in Argentina. These have already spread over the past ten years
from the central Pampa areas to the dryer north-eastern part of the
country, where soy — along with pastoral farming — has been responsible
for a significant share of deforestation in the region. In the north-east —
in the Argentinian part of the Chaco region - conflicts with indigenous
groups whose habitats are shrinking are on the rise. Even after investiga-
tions by Greenpeace, Argentina is allowing this dynamic to continue
unchecked. For example, the five northern provinces of Santiago del
Estero, Jujuy, Salta, Formosa and Chaco lost around 115,000 hectares
of virgin forest in 2020 alone. The emissions resulting from this amount
to 20 million tonnes of CO,. Between 1998 and 2018 alone, at least 5.8
million hectares of forest were cleared.”®
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10. Leather seats for passenger
vehicles: destruction of forests in the
Amazon



The European automotive industry is among the buyers of a product that
is one of the most important drivers of deforestation in South America:
cowhide leather. All four Mercosur countries export cowhide that Euro-
pean suppliers turn into car seats and interior linings that are fitted in
models from major manufacturers. In Argentina, Paraguay and Brazil -
the world’s biggest cowhide exporter — cattle herds are major contrib-
utors to deforestation. They often graze on pasture that was created by
the illegal clearance of forests, such as in Paraguay’s Chaco region or in
Brazil's Amazon.
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One study published by the German environmental organisation
Deutsche Umwelthilfe and the Rainforest Foundation Norway found a
complex supply chain that stretches from Brazilian cattle farms through
to European carmakers. As tracking systems are absent or inade-
quate, none of the tanneries, leather manufacturers, car seat factories
or vehicle brands themselves can reliably prove the origin of the cow-
hide. For this reason, the study could not rule out the possibility that the
major European manufacturers of VW, Daimler, BMW, Renault and PSA
are using leather components originating from illegal slash-and-burn
farming in the Amazon. Severe human rights violations at the origin of
the manufacturers’ supply chains were also unable to be ruled out. For
example, various cattle farming operations that supply abattoirs in the
Amazon face allegations of land theft, falsifying land titles, committing
violent attacks and facilitating slave-like employment.””

Around half of Brazilian cattle are bred in the Amazon, where most
abattoirs are also based. The cattle are skinned in the abattoirs, where
their skins are salted to preserve them. Tanneries then process the salted
skins into ‘wet-blue’ semi-finished leather, which is subsequently pro-
cessed further into finished leather. Specialised companies turn the
finished leather into vehicle leather that they then on-sell to car seat
manufacturers. Among the biggest companies based in the EU that
manufacture car seats are Adient, Lear, Faurecia, Toyota Boshoku and
Magna. The biggest manufacturers and exporters of car seats in the EU
are the Czech Republic and Germany.

In Brazil, most tanneries manufacture wet-blue leather, but some also
make finished leather. The country exports both wet-blue and finished
leather, as well as smaller quantities of salted skins. Measured in terms of
product weight, 86 per cent of Brazilian exports are wet-blue leather, 11
per cent are finished leather and the remainder are salted skins. When
measured by the value of the goods, however, 58 per cent of exports are
finished leather, with 42 per cent being
wet-blue leather. The salted skins are insig-
nificant. This means that the Brazilian ex-
porters earn far more with the processed
finished leather than with the wet-blue
leather that dominates in quantity terms.
When measured by value, around half of
Brazilian export leather is processed for
the automotive industry.”®
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In the EU, Italy is the main buyer of Bra-
zilian finished and semi-finished leather.
Specialised tanneries in Italy prepare the
leather for the automotive industry and
subsequently supply it to car seat man-
ufacturers in countries such as Germany,
Austria and the Czech Republic. However,
Germany also sources finished leather di-
rectly from Brazil. For example, in 2019
around 42 per cent of finished leather that
was imported to Germany came from ltaly,

In order to produce the coveted leather for car seating, grazing
: . ; areas are needed. The result is even more pressure on forests and
with 17 per cent coming from Brazil.”® indigenous areas. Photo: Sentinel Hub, Flickr
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Clouds of dust instead of rainforests are the price for the growing demand for leather.
Photo: A C Moraes, Flickr

The EU-Mercosur Agreement could see South American cowhide exports
to Europe growing even further, given that tariffs and export taxes are
to be lowered. In the EU, the importation of wet-blue leather is already
tariff-free, but tariffs of 6.5 per cent need to be paid on dried finished or
full-grain leather. The EU plans to remove these tariffs within four years
of the agreement coming into force.8°

Under the annex on export duties, Argentina will also undertake to re-
moving the standard rate of export taxes on wet-blue and finished
leather of 10 per cent within five years of the agreement coming into
force. Uruguay is also committing to reducing the standard rate of ex-
port taxes on wet-blue leather to zero within a five-year period, from the
current rate of five percent. The annex to the agreement currently does
not contain any lists of commitments from Brazil or Paraguay.®' If this re-
mains the case, both countries would effectively be backing themselves
into a corner, because they would not be allowed to impose or reintro-
duce any export duties.

For example, Brazil has imposed an export tax of nine per cent on wet-
blue leather and salted skins since 2000. In September 2018, meanwhile,
the conservative government led by Michel Temer decided to give in to
long-voiced demands from the Brazilian agricultural lobby and tanneries
and remove the export tax.®? A future reintroduction of the tax, perhaps
under a new government, would be a breach of the EU-Mercosur Agree-
ment under the current wording of the text.
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11. Employees: Fear of predatory
competition and job losses
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For workers in steel processing plants in Mercosur, wage dumping and predatory com-
petition could increase under the trade agreement.
Photo: Luci Sallum/PMC, Flickr

The EU-Mercosur Agreement also creates particular issues for employ-
ees in the automotive industry, especially on the Mercosur side. They can
expect stronger competition from EU-sourced vehicles and, in particular,
vehicle parts. Even now, Mercosur has a major trade deficit with the EU
in the automotive sector. In the years before the coronavirus crisis, the
deficit already stood at €3 billion for the crucial vehicle part sector alone
(see Figure 12).

EU-Mercosur: trade with car parts
Figure 12: Million Euro, source: European Commission, 20.5.2021

4000 3585 3,742
3500
3000
2500
2000
1500

1000

500

2017 2018 2019 2020

. EU-imports from Mercosur

. EU-exports to Mercosur



As the agreement does not contain any measures for improving the com-
petitiveness of the auto industry in Mercosur, the structural advantage of
the EU industry will remain in place with the agreed tariff reductions.
The agreement requires Mercosur to completely remove tariffs on vehi-
cles within 15 years of the agreement coming into force. Currently, Brazil
and Argentina impose tariffs on vehicles of 35 per cent. Uruguay imposes
a 23 per cent tariff, while Paraguay has a 20 per cent tariff. The gradual
dismantling of tariffs is planned to begin after a transitional period of
seven years from the time that the agreement comes into force. Dur-
ing this period, however, Mercosur will already provide a quota of 50,000
passenger vehicles that are allowed to be imported at half the usual tariff
rate. Import tariffs on vehicle parts in Mercosur are at a somewhat lower
level, usually between 14 and 18 per cent. Under the agreement, 80 per
cent of these tariffs are to be removed within ten years, with an addi-
tional tranche being removed within 15 years.8®

The origin rules under the agreement are another cause for concern
amongst employees in Mercosur. These are set down in a separate proto-
col and product-specific annex. CLEPA, the European automotive suppli-
ers’ association, voiced criticism in a 2017 position paper about the local
content component that carmakers need to create in their countries of
origin to be allowed to export cars and parts to Mercosur. In Argentina
and Brazil, these local content components stand at 60 per cent.®4

However, the annex on rules of origin prescribes a lower local content
ratio of 55 per cent for EU exports of vehicles and 50 per cent for vehi-
cle parts.t> Additionally, in the future Mercosur will accept an option for
exporters to provide proof of origin for their products and components
using self certification.®® However, the self-certification process will open
up mMajor opportunities for exporters to disguise the origin of parts and
raw materials from third countries outside the EU.

CLEPA is certainly pleased about the results of the negotiations. With the
lower “local content” requirement, CLEPA says Mercosur is moving closer
to EU origin rules for the vehicle sector.®’” But trade unions in Mercosur
see precisely this point as a major risk. This is because EU manufacturers
can now use even higher proportions of raw materials from outside
the EU in their vehicles and vehicle parts that they can then export into
Mercosur. By doing so, however, suppliers based in Mercosur will be sub-
ject to even greater competitive pressures and are likely to lose market
share in their own region.

In a joint statement, trade union confederations in Mercosur are critical
of the provisions agreed upon in the agreement with the EU. The unions
say the tariff reductions are too much and the pace is too rapid for local
industry to be able to adapt to the tougher competition. Moreover, the
relaxation of origin rules runs the risk that precursor products from
third countries enjoy Mercosur's tariff preferences, despite being manu-
factured under ultra low-wage conditions and in ways that violate labour
standards. The unions argue that the more intense competition will put
jobs at risk and will increase the precarious nature of employment rela-
tionships in Mercosur countries. Signing up to the agreement is “a death
sentence for our industries”, the unions say.®®

A study by the “Universidad Metropolitana” (UMET) in Buenos Aires cal-
culated the number of jobs that could be put at risk in various sectors
of the Argentinian economy as a result of the EU-Mercosur Agreement.
According to the study, a total of 186,000 jobs could be lost as a result of
the liberalisation of the market. In the metal industry, 48,000 jobs are at
stake, while 32,500 jobs are at risk in the manufacture of vehicle parts
and 9,500 in vehicle production. This means around half of the potential
job losses would be in the vehicle and metal industry.®
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12. Motor vehicle annex: Recognition of
substandard approvals and tests



The competitive pressures in Mercosur may also increase as a result of
the rules of the motor vehicle annex that is to become part of the trade
agreement. The annex is dedicated to removing and simplifying “tech-
nical barriers to bilateral trade” resulting from state regulation and con-
formity assessments for recognising foreign tests and certificates.*®

To this end, the annex points to the UNECE agreement from 1958 on
standardised technical regulations and the mutual recognition of
approvals in the vehicle sector. Around 60 European and some non-
European countries have signed this agreement from the United Nations
Economic Commission for Europe (UNECE). However, some countries
such as the US, China, India and the Mercosur members are missing -
a fact lamented by the ACEA and CLEPA automotive industry associa-
tions in their submissions to the EU Commission. Around 160 technical
regulations for vehicle approval have been recognised under the UN-
ECE agreement to date, with recognition for corresponding approvals
granted that the signatories have largely adopted in their national law.

In the automotive annex, the Mercosur countries do not commit to
ratification of the UNECE agreement, but they do recognise it as a
“useful reference” for their own approval procedures. Moreover, the
Mercosur members are also undertaking to compile lists of test reports
and certificates that are issued in the EU on the basis of UNECE or EU
regulations and are recognised by Mercosur countries. These lists are to
be added to the automotive annex, making them a binding part of the
EU-Mercosur Agreement, but still remain unpublished.

However, the recognition of certificates and tests that were undertaken
on the basis of UNECE or EU regulations carries risks, as these regula-
tions have in the past often proven to be too weak to meet major targets
such as emissions reductions in the vehicle fleet. But the weak testing
and approval procedures in the EU not only made it easier for carmakers
to manipulate their exhaust figures by using defeat devices in lab tests,
they also allowed for the massaging of their emissions levels.

To this day, various loopholes in the EU Regulation that was passed
in 2009 and amended in 2019 on CO, fleet targets allow EU levels of
average carbon emissions for all new vehicles (currently 95 grams of CO,
per kilometre) to be exceeded by a significant margin. According to a
Greenpeace investigation, the actual carbon emissions of new vehicles
from VW, Daimler and BMW exceeded the 95-gram target for the EU
vehicle fleet by 65 to 85 per cent in 2020.%

Against this backdrop, it seems inadvisable for Mercosur countries to
recognise EU type approval certificates without further investigation.
Instead, there should be much stricter testing and approval procedures
that make up for the inadequacies of EU regulation. In Brazil, for example,
the recognition of European certificates could potentially weaken cur-
rent approval procedures. IBAMA, the Brazilian environmental authority,
currently only accepts tests for monitoring the environmental impact of
vehicle types if they were conducted in the presence of IBAMA employ-
ees — a process that could potentially be dropped in the future.®*
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13. Insufficient:
Clauses on risk prevention



The automotive industry ultimately benefits from the completely inade-
quate rules in the EU-Mercosur Agreement that are supposed to combat
the environmental, social and human rights risks the deal poses. These
shortcomings mean that significant damage to the environment and
severe human rights violations can continue to be expected across the
automotive industry’s supply chains.

For example, if the leather bought for car seats comes from Brazilian
cattle farms that use slave-like employment conditions, the ability to
impose sanctions for such violations of labour rights needs to be avail-
able even under the association agreement. If these operations have
obtained pasture through slash-and-burn farming, illegal land seizures
or the expulsion of indigenous peoples, these violations also need to be
investigated. The same applies if sugarcane for bioethanol production
or soy for biodiesel manufacture comes from arable land that had been
previously illegally cleared. Penalties also need to be possible if compa-
nies commit gross breaches of their duty of care, such as in the case of
the burst dam at the iron ore mine in Brumadinho.

However, one of the key chapters containing provisions on international
labour and environmental standards is excluded from the dispute set-
tlement process of the EU-Mercosur Agreement. Trade sanctions are
therefore generally unable to be imposed for breaches of the provisions
of this sustainability chapter.®> The implementation of the chapter’s re-
quirements is for this reason almost impossible.

For example, violations of core labour standards and other conventions
from the International Labour Organisation (ILO) that refer to the sus-
tainability chapter cannot be effectively processed. Another issue is that
Brazil has still not ratified one of the fundamental ILO labour standards,
Convention No. 87 on the Freedom of Association and Protection of the
Right to Organise.®® The Mercosur Agreement fails to make the ratifica-
tion of this convention a requirement for the deal to come into force.

In the sustainability chapter, the EU and Mercosur also commit to the
“effective implementation” of multilateral environmental agreements,
including the Paris climate change agreement.®’” But the chapter lacks
specific steps to guarantee the implementation of national climate pro-
tection measures which EU and Mercosur countries have signed up to in
the Paris agreement.

Concrete commitments on the implementation of deforestation-free
supply chains, as are currently being discussed in the EU on the basis of
a related proposed regulation, are also a gap in the sustainability chapter
(see chapter 14 of this report).°® In this respect, it is an obvious contra-
diction that the EU is seeking to recognise the necessity of deforesta-
tion-free supply chains and to guarantee this through regulation, but is
failing to include matching assurances in a trade agreement that has yet
to be signed.

The sustainability chapter also offers no relief when it comes to avoid-
ing rampant territorial conflicts in the Mercosur countries. For example,
Article 8 of the chapter includes only a commitment from the parties to
the agreement to support the integration of local communities and in-
digenous peoples in the supply chains of forestry products. The affected
parties are supposed to provide their “prior informed consent” for such
integration.®® However, this wording lags far behind the more demand-
ing UN concept of free, prior and informed consent that requires the
consent of indigenous peoples for any use of their territories.
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Although there have been major breaches of duty of care by corpora-
tions in Brumadinho and other mining disasters, the sustainability chap-
ter contains no mandatory provisions on corporate responsibility. While
Article 11 mentions the “responsible management of supply chains”, the
parties to the agreement are obliged only to “circulate” non-binding
guidelines from international organisations (UN, OECD, ILO), providing
they have signed these.'®©

Ultimately, it remains questionable whether the association agreement
will include a human rights clause that will remove the known weak-
nesses of the deal. The EU does not normally integrate such clauses into
its trade agreements. In the sections of the Mercosur Agreement that
have been published to date, such a human rights clause is still miss-
ing.'”! In general, this clause would suspend trade preferences in the
event of human rights violations. But as the hurdles for a human rights
clause to be activated are incredibly high, it is rare for one to be used.
Specific monitoring and complaints mechanisms are also lacking. For
these reasons, the mere acceptance of a human rights clause would not
guarantee the better use of such a tool.'?

Overall, the weak provisions on risk mitigation strengthen the already
privileged position of the European automotive industry and related in-
dustries. Completely inadequate environmental, social and human rights
clauses stand in contrast to the numerous benefits for vehicle manu-
facturers and suppliers. In this manner, the agreement entrenches the
supply chains in the automotive industry that are harmful to people and
the environment, without taking sufficient steps towards a social and
environmental transformation of the vehicle sector.

By favouring the automotive industry, the EU-Mercosur Agreement will
also prevent the mobility revolution we need. By being strengthened in
terms of trade policy, the influence of this sector will grow further, making
it easier for the industry to defeat measures aimed at combating traf-
fic and reducing individual motorised transport. At the same time, the
agreement will promote environmentally harmful agrofuels made from
sugarcane and soy diesel, such as bioethanol - false climate solutions
that convey a green seal of approval on consumption-heavy combustion
engines, the aim of which is to drag out the necessary phasing-out of
internal combustion technology. In this sense, the agreement puts on
hold the social and ecological transformation of the automotive industry
and a more comprehensive transport shift that replaces environmentally
harmful personal transport methods with collective, public transport
options.
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14. Conclusions
and recommendations
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The considerable influence that the automotive industry and related eco-
nomic sectors have been able to exert on the EU-Mercosur Agreement
underlines the urgent need for a comprehensive reform of EU trade
policy. There should not be ratification for an agreement that carries the
fingerprints of the automotive industry, entrenches its supply chains that
are damaging to people and the environment and places obstacles in
the way of the much-needed mobility revolution. The agreement would
increase global inequality, lead to deindustrialisation of the Mercosur
countries and increase their dependence on problematic exports of raw
materials. The deal does nothing to address the pressing global chal-
lenges of climate change, species decline and human rights violations.

Rather than an EU-Mercosur Agreement that puts further barriers in the
way of overcoming these global challenges, the EU needs a legal frame-
work that shapes its external trade relationships in a way that is environ-
mentally-friendly, humane and sustainable. The retention of livelihoods,
respect for our planet’s limits and the just access to goods and services
must be the cornerstone of sustainable trade relationships.

Accordingly, trade agreements need to be embedded in the social and
ecological transformation of our economies and lifestyles and support
this shift. Trade agreements should make a measurable contribution
to maintaining livelihoods and to ensuring a more equal distribution of
goods and services, while respecting earth’s limits. By contrast, trade
agreements that — as is currently the case — privilege corporate interests
over the protection of the environment and human rights, causing
significant harm in the process, should be a thing of the past.

Along with a fundamental reform of trade agreements, we need
additional components that ensure companies respect and implement
human and labour rights obligations and environmental and climate
protection measures across their entire supply chains. In this regard, the
EU Commission took a - still insufficient — step forward in November 2021
with its proposed regulation for deforestation-free supply chains under
the regulation, companies would in future have to prove that relevant
agricultural and forestry products that they plan to launch in the EU
market have not contributed to deforestation and forest degradation.!®

The regulation also captures particular at-risk products that are used by
the automotive and fuel industries in large volumes, such as leather, palm
and soy oil. But some important resources for the tyre industry, such
as rubber, are missing from the list. Mineral resources, the production
of which is often associated with major forest destruction, are also not
included. These include iron ore, copper and gold. The draft regulation
also excludes other ecosystems from its scope, such as wetland areas
and savannahs that are currently under major threat from the cultivation
of agricultural commodities. The regulation also fails to embed interna-
tional human rights norms, even though land grabs and forced evictions
often occur during the production process of the raw materials in ques-
tion.'°* With its regulation for deforestation-free supply chains, the EU is
pursuing a product-based approach, as it also does for some other EU
regulations on issues such as conflict minerals, fishery products and the
illegal timber trade. A product-based approach is also behind the carbon
border adjustment mechanism. In theory, carbon border adjustments
place a surcharge on the importation of certain industrial products that
breach specific thresholds for greenhouse gas emissions. The affected
products include iron, steel and aluminium - important raw materials for
the automotive industry that uses them in large quantities.'®®



However, gaps in the proposed regulations and directives show that it is
not just additional product-specific legal regulations that are needed. A
framework is also urgently required to compel companies from across all
sectors to act with due care with respect to the environment and human
rights. On 23 February 2022 - after numerous delays — the European
Commission published its proposal for EU supply chain legislation. This
is the Corporate Sustainability Due Diligence Directive (CSDDD).°®* One
positive aspect is that the proposal includes environmental and climate-
related duty of care requirements, as well as human rights obligations.
Another major step forward: In addition to official penalties, the Com-
mission is also proposing civil liability for companies that cause harm by
breaching their duty of care obligations.

However, the draft contains several loopholes that would severely restrict
the effectiveness of the EU supply chain legislation. For example, the duty
of care obligations apply in principle to the entire value chain, but only in
relation to what are referred to as “established business relationships” of
a permanent nature. Short-term transactions that can also harm people
and the environment would be excluded under these terms. In addition,
the loophole is almost an invitation to companies to change business
partners more frequently, particularly in at-risk areas.

Another shortcoming: If wrongdoings are committed by indirect busi-
ness partners, companies can evade liability by including human rights
clauses in their business contracts and transferring scrutiny to third
parties. But the horrendous bursting of the dam in the Brazilian town
of Brumadinho and several devastating fires in the textile sector have
already demonstrated that superficial audits and certifications can en-
danger people’s lives. The fact that companies are required to publish
climate plans that are compatible with the 1.5 degree target but are not
explicitly obliged to implement them is also unsatisfactory. The proposal
would have to be improved in relation to these and other matters if ef-
fective progress is to be made on the EU supply chain legislation to pro-
tect human rights, the environment and the climate.

This type of legislative framework that combines cross-sector EU sup-
ply chain legislation with detailed, product-based regulations, could help
to strengthen human rights and environmental protection in the EU’s
external economic relations. However: The structural problems resulting
from deficient trade agreements such as the one with Mercosur would
still not be resolved even if this were implemented.

But as the EU has now made a start on reversing some of the environ-
mental and human rights deficits in its external economic relations, it
would not be acceptable to implement the agreement with Mercosur in
its current form. Rather, the EU should recognise the significant risks of
this agreement, suspend the planned ratification and seek to renegoti-
ate the deal. This would send a strong signal about the urgent need for a
social and environmental transformation of its trading relationships.
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Future negotiations should aspire to agreements that
meet the following minimum standards:

Participatory and effective impact assessments: Fundamental re-
forms need to be made to the current four-level system used by the
EU Commission for assessments (including Impact Assessments
(IAs), Sustainability Impact Assessments (SIAs), economic assess-
ments of the negotiated outcome, ex-post evaluations). In particular,
fundamental changes need to be made to the Sustainability Impact
Assessment (SIA) conducted during the negotiations. Various econo-
metric models need to be used as part of the methodology. When
conducting the impact assessment, there needs to be as much trans-
parency as possible and civil society needs to be involved at all levels.
Another important aspect is this: The SIA needs to be concluded be-
fore the negotiations are completed and should serve as a basis for
the granting to the EU Commission of a mandate to negotiate. SIAs
need to be repeated before signing and following a particular imple-
mentation phase of an agreement.'””

Respect for the planet’s limits: Trade agreements need to be struc-
tured in such a way that they respect the earth’s limitations and en-
sure a just, sustainable and responsible use of natural resources. They
should follow the ‘polluter pays’ principle and prevent society from
being burdened with the costs for remedying environmental dam-
age caused by trade.

Democratic control of the negotiating process: To prevent power-
ful groups such as the car industry from gaining a strong influence,
all phases in the process — from preliminary talks to the negotiations
about final agreements — need to take place in a transparent man-
ner. During the negotiations, the European Parliament, parliaments
in the member states and the public need to have full access to the
mandates, negotiation proposals and complete texts. Above and be-
yond the right to be informed, members of the European Parliament
and national parliaments also need to be able to bring in mandatory
targets and new proposals into ongoing negotiations. The debates
related to these need to be public and involve civil society. In order to
stop individual lobby groups from gaining improper influence, trade
agreements also need to come with a “legislative footprint” that
makes the origin of individual clauses in the agreement transparent.

Climate and species protection as significant components: On top
of human rights, climate and species protection rules also need to be
made “essential elements” of future trade agreements. Action needs
to be taken against breaches of these essential elements. This means:
In the event of wrongdoing, an agreement - following a participatory
consultation process — can be suspended in full or in part.

Implementation of international agreements on human rights,
labour standards and the environment: Obligatory sustainability
chapters that are enforceable by sanctions in trade agreements need
to compel all parties to the agreement to effectively implement in-
ternational environmental and human rights agreements and core
ILO labour standards. This needs to include statutory provisions that
require companies to ensure appropriate duty of care obligations are
upheld, as well as guaranteeing the availability of legal remedies for
affected parties. The duty of care obligations must apply to all sec-
tors captured by the agreement, including at-risk sectors such as the
automotive industry and mining. Parties to the agreement must pro-
vide resources for the implementation of these obligations and en-
sure that legal remedies are easy to use and are readily accessible for
affected citizens and civil society actors. A general exceptions clause
also needs to ensure that trade and investment rules do not hinder



measures needed to implement human rights, labour rights, environ-
mental standards and climate action. Mandatory sustainability criteria
enforceable by sanctions should not just be included in the relevant
sustainability chapter, but should be found in all chapters of an agree-
ment. There need to be provisions for a tiered system of penalties —
the most severe being the suspension of trade preferences - that can
be imposed for repeated breaches of the sustainability criteria.

e Monitoring and complaint mechanisms: Additionally, monitoring
entities and complaints mechanisms need to be established for trade
agreements. To ensure monitoring, there need to be sufficient re-
sources that also allow civil society groups in the partner countries
to carry out necessary control functions. Complaints mechanisms
also need to be established that allow affected parties in the part-
ner countries to report breaches of environmental and human rights
clauses in a trade agreement. If infringements of the agreement do
not cease, complaints from civil society groups must also be able to
bring about tiered sanctions. The complaints mechanism that was re-
cently established by the EU Commission with the Single Entry Point
is insufficient for this purpose and has also been shown to be inad-
equate.'®® For example, between November 2020 and October 2021,
only complaints by companies were submitted and these sought to
remove trade barriers in non-EU countries. Meanwhile, complaints
about breaches of sustainability obligations were completely absent.
Moreover, the mechanism is only available to EU citizens and organ-
isations if they are seeking to lodge complaints about breaches in
third countries.'?®

e Time limitation on the validity of agreements and the introduction
of a revision clause: Trade agreements should run for a limited time
period (e.g. 10 years), with extensions requiring the active approval
of parliaments in the member states. Finally, there needs to be a
revision clause that allows for changes to be made to a trade agree-
ment if the agreement’s provisions prove to be inadequate for
the social-ecological transformation of supply chains and for the
implementation of human rights.

We need to see a significant improvement in trade agreements to be
able to meet upcoming challenges in society, whether these relate to
climate and species protection or to the mobility and agricultural trans-
formation. But we also need a social and environmental transformation
in the areas of manufacturing and consumption that precede and follow
trade. This transformation needs to be connected with the reforms for
trade relations that have been outlined here.
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