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INTRODUCTION

Chile, with its strong democratic institutions, sdueconomic policies and support for
multilateralism is a close and like-minded partioerthe EU, and a key ally in Latin America.
On global economic and trade issues, Chile is gvortant partner e.g. in the World Trade
Organisation (WTO) or in the Organisation for Ecaomo Co-operation and Development
(OECD). More broadly, Chile and the EU share a @hrepectrum of values, ranging from
democracy, human rights and good governance taigable development, the fight against
climate change or the essential role of the UniMatons (UN).

Relations between the EU and Chile were initiallyitbon the 1996 Framework Cooperation
Agreement, which was replaced subsequently by tbleChile Association Agreement,
signed in 2002 and fully in force since 2005. Thesdciation Agreement provides the legal
framework for our strong bilateral political, traded cooperation relations.

The trade pillar of the Association Agreement ezdeprovisionally into force on 1 February
2003. It is a comprehensive free trade agreemeM)Fwhich at the time was the most
ambitious FTA concluded by the EU.

The process for the implementation of the EU-CRil&A, notably though the work of the
various Special Committees, the Association Conemitnd the Association Council
established under the Agreement, has worked velly we

However, since the EU-Chile FTA entered into foticere have been substantial economic
changes in the EU and in Chile. There have alsa bgmificant trade policy developments in
the world, and both parties have concluded highipitious and comprehensive agreements
with third partners, which go well beyond the psiwns of the EU-Chile FTA.

Against this backdrop, between 2006 and 2010 theadChile attempted to advance trade
relations through the revision of the EU-Chile FTéview clauses on agriculture and on
services. However, partly due to this narrow sedtapproach, it was not possible to find a
balanced and mutually satisfactory outcome.

Hence, at the EU-CELAC Summit in Santiago in Jan&13 the EU and Chile agreed to
explore the options for a comprehensive updatehef EU-Chile Association Agreement.
Bilateral contacts took place and an EU-Chile WgkiGroup was set up in 2015 to this
effect.

After two EU-Chile Working Group meetings (Octold&15 and January 2016), in early
2016 the EU and Chile agreed to move forward wighirst scoping exercise. The aim was to
test the degree of convergence on the scope antheotevel of ambition of a potential
modernised FTA so as to increase the likelihood sticcessful outcome of a modernisation
process. This was in line with the Communicatibrade for All - Towards a More Effective,
Transparent and Responsible Trade and InvestmelityRbin which the Commission had
announced its intention to pursue the modernisatibthe EU-Chile FTA and to request
negotiation authorisation and directives to thfef

! http://trade.ec.europa.eu/doclib/docs/2015/octofaeidc  153846.pdf




The scoping exercise with Chile was completed @iz on 31 January 2017, and resulted in
an EU-Chile Joint Scoping Paper. It reflects thespit with Chile of the key objectives of EU
trade policyestablished by the Treaties, and the prioritiedliggted in the'Trade for all’
Communication. As in the case of other scoping @sges, it does not prejudge the work
under the impact assessment or the decision byCtrmmission to request negotiation
directives. The Joint Scoping Paper does not sethmuEU priorities in a potential future
negotiation. These priorities will be set out i tBouncil negotiating directives, should the
Council decide to authorise negotiations.

In preparation for a potential Commission decidiomequest authorisation from the Council
to launch negotiations with Chile, Commission sasiconducted work to assess the impacts
of a possible modernisation of the EU-Chile FTAe($e:nex 1), including through a public
stakeholder consultation, which elicited 32 respsnésee Annex 2). An external ex-ante
study on the possible modernisation of the EU-CRIT& was carried out by an independent
consultant (ECORYS/CASE) and concluded in Janu@fiy 4see Annex 5).

The aim of this Impact Assessment is to supporidén@sion on whether to propose the start
of negotiations, and what should be the broad regliand the general level of ambition of a
possible future Agreement. When the negotiatingdfiives are approved by the Council and
negotiations are underway, a more detailed analydlie undertaken in the framework of a
Sustainability Impact Assessment (SIA). SIAs, ugjogntitative and qualitative approaches,
complement impact assessments by conducting a imalepth analysis of the likely impacts
of the future Agreement on the three pillars oftsumsble development and on human rights.
They also include wide-ranging, continuous stakediotonsultation. SIAs are carried out by
external consultants and their findings feed i@ megotiation process. They help steer the
negotiations, provide recommendations and proptaekihg measures to maximise the
benefits of the Agreement and prevent or minimisg@otential negative impacts.

The potential decision of the Commission would t#ke form of a recommendation for a
Decision of the Council (authorising the openinghefotiations for the modernisation of the
EU-Chile Association Agreement). The Commissiororemendation would be accompanied
by draft negotiating directives, which, when addpby the Council, would provide guidance
to EU negotiators, subject to review within theexgnt Council Committees during the
course of negotiations.



1. WHAT IS THE PROBLEM AND WHY IS IT A PROBLEM?

1.1.What is the issue that may require an action, whais the size of the problem?

1.1.1. Overview of the current EU-Chile trade relaibns

In 2015 bilateral trade in goods stood at €16.6obil The EU was Chile's third largest
trading partner, representing 14.4% of Chile'sltotade, and the second export destination,
whilst Chile was the EU's 88trading partner, representing 0.5% of total EUdéra
Regarding trade in services, in 2014 the EU exdagt8.3 billion to Chile and imported € 1.7
billion. The EU remains Chile's first Foreign Ditdnvestment (FDI) provider. Total EU FDI
flows in 2014 stood at € 7.4 billion and EU FDIdhts stood at € 38.9 billion.

Main EU export categories in bilateral trade in g®ian 2015 were machinery and transport
equipment (52%), chemical products (15%) and mantufad goods (13%). Main EU import
categories were crude materials except fuels (2&%hufactured goods (26%) and food and
live animals (25%). By Member State the main padnin bilateral trade were Germany
(20.6%), Spain (16.6%), Italy (12.5%), The Netheds (12.3%) France (9%), United
Kingdom (8.5%) and Belgium (6.8%).

1.1.2. What are the problems?

What are the general issues at stake?

The Trade for AllCommunication has three key policy messages tigaalao applicable to
EU bilateral trade and investment relations withl€h

. To be effective: trade needs to actually deliverisnpromise of new economic
opportunities. This means addressing the issuess atfiect today's economy, and
providing the means and information necessary tsuren SMEs, consumers and
workers can take full advantage of - and adaptrwre open markets. It also means
improving implementation and enforcement of oudéraights.

. To be transparent: opening up negotiations to npaglic scrutiny by publishing
negotiating directives and key negotiating texésrfmegotiations.

. To be based on values: first of all, safeguardimg European social and regulatory
model at home. It also calls for using trade agesgsand preference programmes as
levers to promote, around the world, European wlike sustainable development,
human rights, fair and ethical trade and the fagminst corruption. The EU also leads
a reform of investment policy globally, which iskiag into account these non-
economic societal values.

As highlighted in thelrade for AllCommunication, an ambitious programme of multriate
and bilateral negotiations is needed to deliverfthiepotential from trade. The opening of
negotiations to modernise the EU-Chile FTA is ohehe concrete initiatives listed in the
Communication.



What are the specific problems?

a) Outdated EU-Chile FTA rules-based provisions dmot allow bilateral trade and
investment to reach its full potential

Fourteen years after entry into force, the EU-CHRI& - considered a very advanced FTA

when it entered into force in 2003 - does not asklreome of the important trade and

investment issues included in the most recent Agess concluded or currently under

negotiation by the EU or by Chile with third pastiesuch as the Comprehensive Economic
and Trade Agreement (CETA) with Canada, the FTAdeiegotiated by the EU with Japan,

the modernisation of the EU-Mexico FTA or the Triteific Partnership

As a result, economic operators are currently ke an excessive administrative burden
due to remaining non-tariff barriers and outdatedtems procedures and rules of origin,
which is particularly burdensome for SMEs. Thereoidy partial coverage of investment
protection (through Bilateral Investment Treatiasjlst protection and enforcement of IPR
remains insufficient, and with no protection of @eaphical Indications on foodstuffs. This
view is shared by many public consultation respatglewho consider that there is a clear
need to modernise the existing FTA to achieve adeoand more ambitious Agreement.

b)  Unfulfilled market access in agriculture, servies and public procurement

In contrast to the 100% tariff liberalisation browigdbout by the EU-Chile FTA on industrial
products, trade liberalisation on agriculture anddf was more limited, with a number of
products subject to partial liberalisation or exidd.

It should be noted, however, that Chile has besgfigreatly from the trade liberalisation

offered by the EU, especially on fruits, wine amdtain fish, where Chilean exports to the EU
have increased substantially since 2003. EU expbrégricultural products have also grown,
but there is still scope for the EU to exploit @gport potential on agriculture, as 6% of
agricultural tariff lines were excluded from theitlaconcessions offered by Chile (including

dairy products, vegetable oils, sugar and wheair flas well as some types of fish, currently
subject to partial liberalisation).

The public consultation provides mixed results,hw#ome respondents considering that
partial liberalisation on agriculture (through gtitative measures and quotas) does not hinder
trade, but others taking the view that both siégport potential could be improved through
further liberalisation of specific agricultural phacts.

The EU-Chile FTA includes market access commitmentservices, and Chile's economy is
generally considered to be quite open. NeverthethesAgreement contains some limitations
or exclusions for the EU in some key sectors, inctvithe EU is highly competitive (e.qg.
financial services). Thus, EU exporters of serviaes not able to take full advantage of the
potential of the Chilean market. Some respondentle public consultation highlight the
existing barriers in Chile to trade in services.

The current Agreement includes market access camenis on public procurement, a key
priority for the EU, covering both central and sténtral entities. Nevertheless, it has limited
coverage of State-owned enterprises and underskuitpy special or exclusive rights, and

2 The Trans-Pacific Partnership was negotiated leyU$, Canada, Brunei, Chile, New Zealand, Singapore
Australia, Canada, Japan, Malaysia, Mexico, Pedi\datnam. It has not yet entered into force.



EU operators currently forego important procurenapgortunities. Many respondents in the
public consultation who expressed an opinion omtlagter highlight the difficulties faced by
EU companies in accessing public procurement iheChi

C) EU bilateral trade and investment with Chile faes increased competition from
third countries

Bilateral trade in goods since the provisional emto force of the EU-Chile FTA in 2003
has increased 11% per year on average. Howevepitelghis prima facie strong bilateral
growth rate, the EU has progressively lost marketres in Chile to other trading partners,
including China and the US. Between 2003 and 288U was Chile's first trading partner,
but it was overtaken by China in 2009 and by theitU&011.

This increased competition from third countrieshighlighted in the public consultation,
especially on investment, where some respondeints focthe preferential treatment provided
to investors from other jurisdictions in comparigorthe EU.

An external ex-post assessment of the impact ofEtlleChile FTA commissioned by DG
TRADE in 2012 concluded that the EU-Chile FTA had helped to préwvthe EU market

share in Chile from falling substantially furthémereby mitigating the crowding-out effect of
FTAs concluded by Chile withBparties.

The 2017 external ex-ante report on the moderoisadf the EU-Chile FTA (Annex 5)
concludes that despite the apparent positive eeolub bilateral trade, when analysing the
evolution of Chile's trade with the rest of the ldat becomes apparent that the EU and Chile
have been operating under progressively less ateaconditions on bilateral trade. The
study notes that, due to the ambition and geogcapkbverage of Chile's above-mentioned
FTAs, trade preferences between Chile and the EUaarisk of losing progressively their
relevance; and hence to be subject to comparatiesly attractive conditions for bilateral
trade and investment in the years to come.

d) Limited possibilities to promote a greater contibution of trade and investment to
Sustainable Development

The EU-Chile FTA does not include provisions ondéaand sustainable development,
therefore limiting the potential contribution ofethlFTA to foster a positive impact on
environmental, labour and social conditions. Thisthtion is strongly reflected in the public
consultation, with respondents heavily in favour prbvisions to promote adherence to
internationally agreed principles, labour rightsl @mvironmental provisions.

The 2012 ex-post assessment of the impact of th€Eilé FTA concluded that the impact of

the agreement on the use of natural resourcestendegradation of the environment had
been marginal. However, the increased use of ifmmtd for fruits, vegetables and wine

exports was significant and this, together withréased exports of salmon, molluscs and
wood products, might have contributed, in a limivealy, to different forms of air and water

pollution.

3 http://trade.ec.europa.eu/doclib/docs/2012/august/tradoc_149881.pdf




1.2.What are the drivers of the problems?

There are a number of underlying factors affectitdyChile trade and investment relations
that could be addressed by trade policy. The maatofs that are susceptible to change
through trade policy measures and/or regulatorgiite are listed below.

The problem drivers fall under two distinct categsy namely the shortcomings of the
existing provisions of the Agreement, and the nssués included in the most recent FTAs
negotiated by the EU, and which are missing inctiveent Agreement.

More generally, there arehanges in the global economyhat impact EU-Chile bilateral
trade. Chile has concluded numerous and import@AsFand trade agreements since 2003,
including with the US (2004), China (2006) and Ja(#007). More recently, Chile has joined
the Pacific Alliance and has signed the Trans-RaBiértnership, which, although currently
on hold, could come back in another form, includimithout the US. In the Americas, since
the entry into force of the EU-Chile FTA the EU ltamcluded ambitious and comprehensive
FTAs with Central America, with Colombia, Peru aBduador, and more recently with
Canada. Moreover, the EU is negotiating a modetiniseof the EU-Mexico FTA and
negotiations for an EU-Mercosur FTA have gained maotum.

1.2.1. Shortcomings of the existing provisions

The following problem drivers are based on the asswaised identified by Commission
services or by Member States and business in thixioof market access work with Chile,
and are complemented by the public consultation thedfindings of the external study in
Annex 5.

» Limited liberalisation of trade in agriculture and food products. While there is full
elimination of tariffs for industrial products ihé EU-Chile FTA, liberalisation of trade in
agriculture and food products is partial. The Edrged partial liberalisation through tariff
guotas on around 200 tariff lines, and excludednfideralisation approximately 500
tariff lines. Chile excluded 6% of agricultural itarlines from its tariff concessions,
including dairy products, vegetable oils, sugar argkat flour, as well as certain fish,
currently subject to partial liberalisation.

* Rules of origin require updating. The EU-Chile FTA provisions on customs procedures
are based on a framework of cooperation betweetwbgarties and rely on an outdated
set of rules of origin (RoOs), which pre-datesBi&RoOs reform launched in 2003. This
leaves the RoOs of the Agreement at odds with #we set of EU standard RoOs, and
creates an unnecessary burden for economic ope(atgrarticular SMEs), which have to
adapt to the variable geometry of the differens €6tRoOs in forceThis divergence will
become even more burdensome for economic openatoea other ambitious EU FTAs
with third countries (e.g. Canada, Vietnam) entéo force. Updating the rules of origin is
also of increasing importance, as Chile is sigriggeements on cumulation of origin with
other trading partners. Rules for certification amdification of origin also need to be
updated, so as to reflect newer and more effigieactices agreed by Chile or the EU in
other FTAs. Ten respondefis the public consultation highlight the need plate rules

* Two each from business interests in the fishing amdaculture and base metals and metal produdisrsec
two from public administrations linked to EU Meml&tates; and four from cross-sectoral businescedsms.



of origin in order to bring them in line with thoagreed by the EU with other countries in
recent trade agreements.

Customs and trade facilitation provisions are outdged. Provisions on customs
procedures rely largely on cooperation and areadapted to the most recent international
developments on trade facilitation such as the Warade Organisation (WTO) Trade
Facilitation Agreement Some respondents in the public consultation pairproblems
with current customs procedures and border enfaeoém

Non-tariff barriers (NTBs) are not addressed fully. A number of NTBs prevail in the
agriculture sectorf-or instance, some specific EU exports such asdekfresh fruits and
vegetables have been denied access to the Chilemketmdue to sanitary and
phytosanitary-related issues and other requirem@eis detailed qualitative analysis in
the external study, in Annex 5, for further detailhere is also scope s&trengthen and
widen TBT provisions in line with more recent pracice. A more comprehensive
chapter, building on the WTO TBT Agreement wouldd@$s more effectively the
unnecessary obstacles to trade stemming from sw@sdachnical regulations, conformity
assessment procedures and metrology. This couldessld for instance, double
certification for electronic products and burdensoroonformity requirements for
cosmetics and hygiene products, which are currgmtiplematic for economic operators.
A number of respondents in the public consultatiaghlight the obstacles to bilateral
trade that result from divergent standards, te@iniegulations or conformity assessment
procedures.

Market access limitations remain for key EU service sectors.The EU-Chile FTA
contains market access limitations or exclusions@me key sectors, where the EU is
highly competitive, such as financial servicese¢elmmunications, business services,
postal and courier, transport (including maritinog)distribution services. For example,
very strict requirements prevail for foreign bardesd insurance companies wishing to
open branches in Chile. Public consultation respotsl who expressed an opinion
highlight the lack of recognition of EU qualificatis and diplomas in Chile, a 15%
additional tax applied by Chile on foreign servigesviders, and Chile's requirement for
85% of employees in companies to be of Chilearonatity, as key problems.

The Agreement lacks comprehensive investment libeliaation disciplines.In addition
to disciplines on establishment (GATS mode 3) fenviges sectors, the EU-Chile FTA
offers only national treatment for establishment mon-services sectors. Three
respondentsin the public consultation pointed to barriersHBI, the main Chilean one
being the requirement for companies with over 2plegees to employ 85% of Chilean
nationals. The same three respondents indicatadirthestors from other jurisdictions
were granted preferential treatment.

® The Trade Facilitation Agreement, emanating frmth Session of the WTO Ministerial Conferenclel e
December 2013 in Bali, contains provisions for alfieg the movement, release and clearance of goods
including goods in transit. It also sets out meesufor effective cooperation between customs amrot
appropriate authorities on trade facilitation angtoms compliance issues. It further contains gioms for
technical assistance and capacity buildihtps://www.wto.org/english/tratop_e/tradfa_e/tadt.htm

® An investment management company based in Chilgov@rnment department in one of the EU Member
States, and a cross-sectoral business associapogsenting business interests in the EU servaers
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* Public procurement market access does not cover ahtities. The EU-Chile FTA has
limited coverage of State-owned enterprises ancemiakings with special or exclusive
rights, with the result that EU operators, at pmésdorgo important procurement
opportunities. CODELCO, for instance, Chile's latg8tate-owned enterprise and one of
the world's most important copper producers iscovered by the current FTA.

* Procurement rules are outdatedThere is a list of 10 identified barriers to accdss
Chilean public procurement market that could bereskbed through a modernisation of
the existing FTA” More generally, the provisions require some updgith order to adopt
modern rules that would allow, for instance, thenpotion of green procurement and the
use of e-procurement. Ten of the thirteen respasdenthe public consultation who
expressed an opinion highlight the difficulties #ld companies to access Chile's public
procurement.

* Intellectual property rights provisions are very limited. Current IPR provisions are
largely limited to respecting the WTO AgreementToade-related aspects of Intellectual
Property Rights (TRIPs) and key international caoras. Contrary to more recent
agreements the EU-Chile FTA lacks enhanced enfanémrovisions, which are key to
protecting the rights of EU operators, includingtlwe digital environment (which is not
covered in the TRIPs Agreement) and at the borSeven respondefitsin the public
consultation draw attention to current problemshwvitie protection and enforcement of
IPR in Chile.

« The EU still lacks protection of its geographical ndications (Gls) on foodstuff
products In the case of Gls, which are of importance to Bt the current FTA only
affords protection to EU wines and spirits Gls, dt to foodstuff Gls. Three
respondentsin the public consultation highlight current pretsls with the protection of
Gls on foodstuffs, for instance for cheese.

1.2.2. New trade issues missing in the existing Aggment

 Modern standards of investment protection not avadble for all EU investors.
Currently, investment protection is only partly eoed by the Bilateral Investment
Treaties (BITs) in force between 16 EU Member Stated Chilé® However, the BITs
do not cover investment from all Member States, difiér in their level of ambition,
resulting in an unlevel playing field and, potelyiain investment flows diversion. They
are also not in line with key elements of EU inwesit policy, such as support for an
Investment Court System.

’ This includes, among others, national componentirements, discrimination against experience ahrhmeaz
presence requirements for registration of suppliénsitations to register workers from an office rahd,
requests for official translations into Spanishfa@rdocuments in original form. Furthermore, altdign SMEs
are requested to pay the same registration felEsges companies, whereas Chilean SMEs benefit adawer
price.

% Including single sector business associationsesgptting the computers/telecoms and pharmaceusieatsrs
and the music recording industry; a cross-sectmainess association representing business irgéretiie EU;
and two linked to public administrations in EU MegnlStates.

° Three respondents indicated particular problenth véspect to Gls, including: one answering in espeal
capacity; one government department from an EU Mengiate; and one cross-sectoral business associati
representing business interests in the EU.

10 Austria, Belgium/Luxembourg, Croatia, Czech Refytbenmark, Finland, France, Germany, Greecey, Ital
Poland, Portugal, Romania, Spain, Sweden and UKitegidom.
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» Lack of Trade and Sustainable Development provisiasm The EU-Chile FTA does not
include provisions on sustainable development ardefore limits the positive impact of
the FTA on environmental, labour or social aspeassyell as on gender issues. Many
public consultation respondents who expressed amoopare in favour of including trade
and sustainable development related provisions.

* There is no dedicated and binding bilateral medmarto facilitate trade and investment
for SMEs. Currently, some SMEs forego export opportunitiee to lack of knowledge
on the market access requirements. A dedicated anexch would include information-
sharing arrangements on market access requirertiattsvould help to solve this issue.
Numerous respondentsin the public consultation highlighted the partauproblems
encountered by SMEs in exporting or importing betvthe EU and Chile.

1.3.Problem tree

The chart on the following page relates the probklaedentified to the underlying causes,
grouped thematically, and links them to the actrgbotential consequences for the EU and
Chile, in the form of a "problem tree".

1 Respondents indicated particular problems in teasaof: rules of origin as applied by both the &td Chile;
customs procedures as applied by Chile; technaaldrs to trade arising from policies applied logththe EU
and Chile; services sectors, especially in Chitgal@ishment of companies in Chile; and policies gablic
procurement in Chile.

12



EU — CHILE: PROBLEM TREE

DRIVERS

TRADE IN GOODS
Partial liberalization of
trade in agriculture and
food products

Rules of origin are by
now outdated

Customs and trade
facilitation provisions

SERVICES AND
INVESTMENT MARKET
ACCESS

Limitations on market
access remain for key
EU services sectors.
The agreement lacks
comprehensive

L]

PUBLIC PROCUREMENT
Access to Chile’s public
procurement market
has restricted coverage
of state-owned
enterprises (SOEs) and
undertakings with
special or exclusive

INTELLECTUAL PROPERTY

RIGHTS (IPR)
IPR provisions do not
cover all IPR rights, and
do not ensure
sufficient enforcement
EU geographical
indications (Gls) only

NEW TRADE ISSUES NOT
COVERED BY EXISTING
AGREEMENT

e  Modern standards of

investment protection
not available for all EU
investors

e No provisions on trade

are outdated, and do investment rights cover wines and spirits and sustainable
CONTEXT: CHANGES IN not take account of the liberalization e Provisions on public - foodstuffs are not development (trade
GLOBAL ECONOMY WTO Trade Facilitation disciplines procurement are protected. and environment,
IMPACTING ON EU-CHILE Agreement outdated (eg, e- social and labour
BILATERAL TRADE NTBs/TBT barriers are procurement not issues) or on gender
e Recent entry into force, not fully addressed available) *  No dedicated and
conclusion or on-going binding p|lateral
negotiations of EU meghanlsm to
FTAs with other facilitate trade and
partners such as investment for SMEs
Canada, Vietnam,
Japan, and Mexico
e  Chile has an increasing
number of FTAs in
place with 3™ countries
(Latin America, USA,
China, Japan, etc.)
PROBLEMS

EU BILATERAL TRADE AND
INVESTMENT WITH CHILE FACES
INCREASED COMPETITION FROM

THIRD COUNTRIES

OUTDATED RULES-BASED FTA
PROVISIONS DO NOT ALLOW

TO REACH ITS FULL POTENTIAL

BILATERAL TRADE AND INVESTMENT

UNFULFILLED MARKET ACCESS IN
AGRICULTURE, SERVICES AND
PUBLIC PROCUREMENT

LIMITED POSSIBILITY TO PROMOTE
POSITIVE CONTRIBUTION TO
SUSTAINABLE DEVELOPMENT
THROUGH THE EXISTING
AGREEMENT
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1.4. How would the problem evolve, all things being equa

The identified problems would persist and increaseChile would progressively implement
new FTAs with other partners. European stakehold@@nufacturers, service industries,
traders and their workforce, as well as consumers r@gulators, would forgo potential
additional benefits if no policy action is taken.

1.5.Has any fithess check/retrospective evaluation beetarried out of the existing
policy framework? What was concluded from the evalation / fithess check?

a) Evaluation of the economic impact of the trade ifjar of the EU-Chile Association
Agreement (ITAQA Sarl, 2012)*

The study, commissioned by DG TRADE and preparedT®QA Sarl in 2012, evaluated
ex-post the impact of the EU-Chile FTA. Using ammeametric analysis, it concluded that
tariff cuts had had a significant impact on bilatdrade flows. Simulations showed that in the
absence of an Agreement (i.e. applying MFN tarif@)ile's exports to the EU in 2009 would
have been 20% lower, and EU exports to Chile im020&uld have been cut by at least 40%.
The study pointed at the declining EU share in €#ilotal trade since the entry into force of
the Agreement, despite a substantial increaselatebal trade flows, suggesting that, in the
absence of an FTA, EU exporters could have beanifisigntly crowded out from the Chilean
market, due to the significant number of FTAs styhg Chile.

Due to methodological challenges the study didprovide an assessment on the impact of
non-tariff measures. Building upon a Computable €a&inEquilibrium (CGE) model the
report concluded that the sectors that had bedefitest from the FTA had been fruit, wine,
fisheries and fish processing on the Chilean saahel machinery, transport equipment and
chemical industries on the EU side. Compared tooanterfactual state without the
Agreement, Chilean exports to the EU were assessé@ 20% higher and EU exports to
Chile 60% higher. The higher sensitivity of EU expoto tariff changes was due to
differences in price elasticity and stronger subtdbility of the main EU exports. In terms of
aggregate economic gain the CGE model estimat€d28% real income gain for Chile.

The study encountered serious limitations whemgitang to analyse quantitatively the FTA
impact on bilateral trade in services, which hatt@éased steeply since the entry into force of
the Agreement. Comparing the FTA provisions with tavel of commitment of the Parties
under GATS, it concluded that EU services expoas imcreased more after the FTA entry
into force in those sectors where commitments haddht a higher degree of (consolidated)
liberalisation. Chile's services exports to the Ball performed relatively well in several
sectors where FTA commitments had significantlynowed those made in GATS.

2 http://trade.ec.europa.eu/doclib/docs/2012/august/tradoc_149881.pdf
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Overall, the study concluded that the impact ofAlgeeement on the use of natural resources
and on environmental degradation had been margidalvever, the increased use of
fertilisers for fruits, vegetables and wine expdrél been significant and this, together with
increased exports of salmon, molluscs and wood yatsd might have contributed, in a
limited way, to different forms of air and waterlipdion.

Finally, the study estimated the social impact leé EU-Chile FTA on Chile. The CGE
analysis concluded that reallocation between sedfargely in favour of fruits and wine
sectors) for low and medium skills was small. He &griculture sector, although small farm
households might have lost out relative to largetes farming enterprises (increasing intra-
sectoral inequality), globally they had benefitedni the increase in overall agricultural
income and from the reduced inequality in termsnairket access between agriculture and
other sectors, which had been brought about bfEth&€hile FTA.

2. WHY SHOULD THE EU ACT?

The main objective of policy intervention in thiase is two-fold. First, the initiative aims to
create more favourable conditions for further iasiag trade and investment between the EU
and Chile by addressing shortcomings in the exgsimA. Secondly, the initiative aims to
expand the coverage of the Agreement to take atafuihe new economic realities and to
enhance the contribution of trade policy to othetiqy objectives including sustainable
development and the particular needs of SMEs.

This objective is in line with the Foreign Affai€ouncil conclusions on trade of 21
November 201% which underlined tharade in goods, services and investment can make a
significant contribution to achieve the aims at ttuge of the ‘Strategic Agenda for the Union
in times of changeand expressed thauilding on the tangible progress made in the EU's
bilateral trade agenda, efforts should be devotepursuing agreements with key partners

The intervention is also fully in line with the Camnication Trade for all - Towards a More
Effective, Transparent and Responsible Trade amdstment Policy’ which highlighted the
need to move forward our bilateral relationshipsonder to deliver jobs and growth by
tackling trade and investment barriers in a comgmslve way while securing the EU's high
level of social and environmental protection anahtgbuting to other policy objectives,
including sustainable development and the particudads of SMESs.

According to Article 5(3)pf the Treaty on European Union (TEU), the subsityigrinciple
does not apply in areas of exclusive EU competeRte.common commercial policy is listed
among the areas of exclusive competence of therlJmoArticle 3 of the Treaty on the

13 http://www.consilium.europa.eu/uedocs/cms_datalgoessdata/EN/foraff/145908.pdf
% http://trade.ec.europa.eu/doclib/docs/2015/october/tradoc 153846.pdf
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Functioning of the European Union (TFEU). This pwlincludes the negotiation of trade
agreements pursuant to Article 207 TFEU.

In line with the principle of proportionality, aleasonable policy options are presented below
in order to assess the likely effectiveness of qallty interventions.

3. WHAT SHOULD BE ACHIEVED?

3.1. General objectives

The EU general objective as regards economic auktrelations derives from the TFEU,
which in Article 3(1) (3) establishes the EU exohes competence for the common
commercial policy. Furthermore, Article 206 prowsdiat the overall objective of EU policy
as regards economic and trade relations isctmtribute, in the common interest, to the
harmonious development of world trade, the progvessabolition of restrictions on
international trade and on foreign direct investyeand the lowering of customs and other
barriers.

As established by Article 205 of the TFEU, the cosnntommercial policy also serves the
more general objectives of the Union’s Externalidwias described in Article 21 of the TEU.

The general objectives of this initiative are ineliwith the general EU policy and include
concretely:
- promoting smart, sustainable and inclusive growilough the expansion of trdde
investment and relevant rules,
- creating job and labour opportunities and welfaamg®,
— increasing consumer benefits (e.g. in terms of icehoavailability, price and
maintaining high standards),
— improving Europe’s competitiveness in global maskend
— reinforcing cooperation on trade-related issueh wilike-minded partner.

3.2. Specific objectives

With regard to future EU-Chile economic and tradiations, the general objectives set out
above would translate into the following specifigjextives:

— realise untapped market opportunities in goodsjics, investment and government
procurement from the EU and Chile by further eliating, reducing or preventing
unnecessary barriers,

15 COM(2010) 2020, "Europe 2020: A strategy for smartstainable and inclusive growth", March 2010.
“Trade, Growth and World Affairs”. Trade Policy asCore Component of the EU’s 2020 Strategy”, 2010,
available athttp://trade.ec.europa.eu/doclib/docs/2010/novefiiaeioc146955.pdf
16 36 million jobs in the EU depend directly or irefitly on trade.
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— ensure a single, effective investment protecti@miwork for all EU investments,
enforced through an Investment Court System,

— ensure a high level of protection of IPR,

— reinforce dialogue and cooperation on regulatogmiworks (including technical
regulations and conformity assessment proceduned)aaministrative practices to
improve regulatory coherence,

— increase opportunities through specific mechanismd simplified procedures for
small and medium-sized enterprises, and

— contribute to the shared objective of promotingtaunsable development and broader
EU values such as human rights, inter alia by choly trade-related provisions on
labour, environment and gender.

These objectives are consistent with the findinfgghe public consultation, with respondents
indicating as key general priorities in the FTA rapdsation exercise: increased market
access on agriculture and fisheries, removing é&arrand facilitating investment, increased
access to public procurement, updating rules ofimriincreasing IPR protection and
enforcement, reducing non-tariff barriers, furtmegulatory cooperation, addressing digital
trade and ensuring that the Agreement contributesistainable development.

3.3. Consistency of the objectives of this initiative vilh other EU policies

The objectives described above are fully consistétit, and indeed stem from the principle
that the European Union shoudsthcourage the integration of all countries into twerld
economy, including through the progressive abaiitid restrictions on international trade

The objectives are also in line with the Trade Al Communication of 2015, which
underlined the need to move bilateral relationsHgosvard in order to deliver jobs and
growth by tackling trade and investment barriera icomprehensive way while securing the
EU's high level of social and environmental pratectand contributing to other policy
objectives, including sustainable development &edparticular needs of SMEs. In particular
the Communication indicated thalThe Commission will request negotiating directives
modernise the FTA with Mexico and Chile after catipy the scoping exercise. These
agreements should be comparable to, and compatiithe our FTA with Canada (..".)

In terms of contribution to the multilateral tradisystem, deep and comprehensive FTAsS can
usefully reinforce the benefits to be derived frime multilateral process, in particular by
providing improvements in trading conditions, nostj for the partners who are parties to
bilateral agreements but also by providing benefdismost favoured nation treatment (MFN)
to other WTO members, where this results from tireement in question.

The objectives are also fully consistent with thisjeotives set out by the European
Commission's Communications ‘Small Business ActHarope’ (2008) and ‘Small Business,
Big World’ (2011). Supporting SMEs economic aciegt outside the EU is also embedded in

7 Article 21 para 2 (e) TEU.
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the Union's overall competitiveness strategy atimaat in the Europe 2020 Communication
on Industrial Policy.

The objectives also comply with the principles bbshed in the TEU stipulating that the
Union's policies and actions should ainttmsolidate and support human righitand tohelp
develop international measures to preserve and avpithe quality of the environment and
the sustainable management of global natural resesit in the manner set out in Chapter 5.

The objectives are consistent with other EU poticaaad with the Charter for Fundamental
Rights. Finally, the objectives are fully considtemth the Juncker Commission’s top priority
to get Europe growing again and to increase thebeurof jobs without creating new déht
with the Investment PI&h and with the specific priorities set out by then@nission Work
Programme for 20%7.

4. WHAT ARE THE VARIOUS OPTIONS TO ACHIEVE THE OBJECTI VES?

With a view to attaining the objectives set outGhapter 3, this chapter outlines three
different scenarios. The impact analysis carriedimhapter 5 of this report will assess the
opportunity and feasibility of the various optiongth a view to providing clear indications
on what would be the best option to follow.

4.1.Policy option A: No policy change (baseline scenar)

The first option would be to continue to operatelemthe existing framework, with possible
incremental improvements of its functioning andeefiveness (e.g. updating the rules of
origin to reflect the changes in the Harmonisedt&ysrun by the World Customs
Organisation, or addressing some specific tradants).

Thus, the analysis of this baseline scenario i®rg&dly based on the developments in
bilateral trade relations likely to result from téeolution of the EU and Chile economies and
from global economic conditions.

The economic modelling tool (see Chapter 5 and &nrb)eprojects this baseline scenario into
the long term (2025) for it to be comparable withigy option C.

18 Article 21 para 2 (b) TEU.
9 Article 21 para 2 (f) TEU.
2 http://ec.europa.eu/priorities/jobs-growth-investtfiadex_en.htm
2 http://ec.europa.eulpriorities/jobs-growth-investtiglan/index_en.htm
*? http://ec.europa.eu/atwork/key-documents/index_en.htm in particular No12 in annex 1
http://ec.europa.eu/atwork/pdf/cwp 2017 annex i en.pdf
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4.2.Policy option B: Use of the sectoral review clausas agriculture and services

The existing Agreement includes sectoral reviewsis foreseen in Article 74 (evolution
clause for agricultural products), Article 100 (e on services) and Article 101 (review on
movement of natural persons (services —mode 4)).

An EU-Chile FTA revised along such lines would dnkeeping the existing framework
without any possibility to redesign the provisiomst covered by the review clauses (e.g.
TBT, IPR including Gls, public procurement, competi), or to incorporate new ones (e.g.
investment protection, trade and sustainable devedmt).

This option has been discarded and it is not dgeeldurther in this report, as numerous
discussions with Chile between 2006 and 2010 prdfedt it was not possible to achieve
further liberalisation through a narrow sectorgbra@ach. Chile was very interested in further
liberalisation on agriculture but it was not possilito reach a balanced outcome in this
sensitive area. In contrast, on services, it wagpassible to reach an ambitious result in areas
of EU interest (e.g. financial services). It wasocatomplicated to reach a balanced result on
movement of natural persons (mode 4). The difficolt moving forward with an isolated
sectoral approach was in fact part of the reasontivd EU and Chile started discussing the
possibility to upgrade the agreement in a comprgkemmanner.

In addition to being unfeasible for the above-mamgd reasons, policy option B would be
unsuited to meet the EU broader trade policy objest

4.3. Policy option C: comprehensive modernisation of th&U-Chile FTA

Under option C, the EU and Chile would enter integatiations to comprehensively
modernise the EU-Chile FTA. Such an approach woaler issues and sectors other than the
two foreseen in the review clauses and would dlsavaynergies between different areas.

In line with recent and on-going established peBcboth in the EU and in Chile, Option C
would enable the partiesnter alia, to further liberalise services and investment, to
establish a single and coherent investment proteot framework, to address more
efficiently non-tariff measures (including TBT aspets), to spur regulatory coherence, to
provide higher standards of protection and enforcerant of IPR, to improve access to
public procurement markets (including for SMEs) and to promote the contribution of trade
and investment to sustainable development.

As the more recent FTAs concluded by the EU, OpGonould include an ambitioubrade

and Sustainable Developmentchapter with robust labour and environmental mtde
provisions, which would refer to ILO Conventiongher ILO instruments and multilateral
environmental agreements. The chapter would alslide specific provisions encouraging
trade practices and schemes that support and peasustainable development (e.g. corporate
social responsibility, voluntary sustainability asmnce schemes etc.). Furthermore, there
would be a dedicated institutional set-up includiggvernmental and civil society
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involvement so as to foster transparency, accouityabnd dialogue, as well as a tailored
mechanism to address disputes involving third pasgessment.

In order to take account of existing sensitiviti€&ption C is divided into two different
possible sub-scenarios, differing only on the degreambition in the liberalisation dirade
in goods

Cl: Conservative, partial liberalisation scenario
C2:  Ambitious, including full liberalisation of imp ort tariffs

Overview of the different assumptions of options C1 and C2 in trade in goods

Option C1 Option C2

Tariffs Full liberalisation by EU of remaining tariffs Full liberalisation by both parties of remaining
in agricultural goods except for sugar, bgefariffs in agricultural goods.
lamb, pig, turkey and poultry, which retain the
status quo.

Full liberalisation by Chile of all remaining
tariffs in agricultural goods.

NTBs non- | 5% reduction rate by Chile 10% reduction rate by Chile
agriculture
goods No change by EU No change by EU
NTBs 1% reduction by Chile 3% reduction by Chile
services .
No change by EU 1% reduction by EU

In terms oftariffs, option C2 includes full elimination by both Padiof remaining tariffs in
agricultural goods. Option C1 includes full elimiloa by the EU of remaining tariffs in
agricultural goods except for sugar, beef, lamd, nirkey and poultry, which retain the status
quo (tariff rate quotas). Option C1 foresees flithaation by Chile of all remaining tariffs in
agricultural goods. In terms afon-tariff barriers (NTBs) for non-agriculture goods,
option C1 includes a 5% reduction rate by Chiles@oaon ad-valorem equivalent), whilst
Chile's reduction under option C2 is at a 10% (ba#sed on ad-valorem equivalent).

Due to lack of reliable datasets the effect ofduotion of NTBs in the agricultural sector was
not modelled. A qualitative analysis of agricullufdTBs is provided in the external
Ecorys/CASE study in Annex 5.

As regardsNTBs on services(based on existing estimates by the World B&hkand
considering that the existing Agreement has alresmthyeved a significant level of services
bindings, option C1 estimates a 1% reduction antbepC2 a 3% reduction by Chile. As
regards the EU, option C2 estimates a 1% reduatiddiTBs and option C1 no reduction.

2 Jafary, Y., and Tarr, D. G. 2014. Estimates of Aaldvem Equivalents of Barriers Against Foreign Sigpg
of Services in Eleven Services Sectors and 103 tfiean
https://openknowledge.worldbank.org/bitstream/hafid1986/20620/WPS7096.pdf?sequence=1&isAllowed=y
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5. WHAT ARE THE IMPACTS OF THE DIFFERENT POLICY OPTION S AND
WHO WILL BE AFFECTED?

This chapter analyses the impacts of the diffepalicy options outlined in Chapter 4 on
different levels. It first examines the overall somic impact resulting from the different
policy options for the enhancement of EU-Chile teital trade and investment relations. It
then looks at impacts on specific sectors, SMEslaza$t Developed Countries (LDCs), and
assesses environmental, social and human rightactsipThe administrative and budgetary
impacts are also covered, as well as the admitilsraapacity of Chile's customs to
implement the new Agreement.

The analysis focuses on the impacts for the EU fandChile. It does not present detailed
results at EU Member State level, which might bel@ading for methodological reasons.
First, an assessment by Member State would beecigatlg to conduct due to lack of data,
and would not lead to further insights on the oldsanefits of the trade agreement. For
example, estimates of the level of non-tariff lEsi(NTBS) in goods at Member State level
by sector are not available; hence, the impaced@icing sector-specific NTBs would differ

across Member States depending on their sectoifispgade exposure and the specific

products that face problems in trading. Seconditernational trade in goods statistics are
accurate at EU level. At Member State level trade lbe over-estimated or under-estimated
mainly due to the "Rotterdam effect": a Member &tedceiving a good from a non-EU

country is not necessarily the Member State ofl filestination, and a Member State sending
a good to a non-EU country is not necessarily tieenider State of origin of the good.

The analysis in this chapter is based on the ecanomodelling performed by the Chief
Economist Unit of DG TRADE, the study carried ouy lhe external consultant
(Ecorys/CASE), commissioned by DG TRADE (Annex @nd the assessment and
information available to the Commission servicegluding the stakeholders' input to the
public consultation.

Regarding the impact on sustainable developmenglinthree dimensions (economic,
environmental and social) and on human rights,atelyses combine quantitative estimates
modelled by the Chief Economist Unit in DG TRADEden scenarios C1 (conservative) and
C2 (ambitious) — i.a. GDP, sectoral output, consupré&ce indexes, real wages, welfare
impact and C@ emissions — with complementary analyses providgdthe external
consultant study. In particular, the external stadgesses the effects of both scenarios on
employment (combining quantitative and qualitativeethods), on the environment
(combining also quantitative and qualitative workd identifies the key human rights issues
and likely impacts, with particular attention p&admpacts on gender under each scenario.

5.1.Model and assumptions

The quantitative analysis is based on the econamodelling carried out by the Chief
Economist Unit of DG TRADE, complemented in someaar (e.g. C®emission) by the
external study. For the simulations made in thenjtsive analysis, the global quantitative
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CGE (Computable General Equilibrium) model GTAPdll Trade Analysis Project) and
its most recent database V9, with a base year bf #@re used.

The description of the analytical model used, idrig its limitations, can be found in Annex
4. However, main features should be highlightethiat stage, to help the reader understand
the results:

» The general model projects trade flows in the lorigam (2025), factors in the measures
impacting on trade flows and makes a calculationguga series of assumptions on the
impact of reduced bilateral barriers on trade flowEAs are made up of market access
liberalisation measures covering goods, serviced awestment, and rule-based
provisions. It is not possible to model rules, sashntellectual property rights, including
Gls. While rules included in FTAs would surely iaase the level of certainty for
business and decrease risk for business, it isdiffrgult to capture those effects through
a model. The modelling, therefore, looks at tdifféralisations that would result from the
FTAs, reductions of NTBs and binding of market dpga in services.

» To understand output results, it is necessary tsider that the model cannot expand the
factors of production (as might be the case inlitgl but instead pulls them across to the
most efficient sector. This partially explains tthecline in output in some sectors when
production increases in other sectors.

* The model works with a so-called ‘fixed employmeldsure’, meaning that the overall
number of jobs is set so as not to change, andutabmrket adjustments take place
through wage changes. This approach is commonlg teethis type of analyses since
there is no established theoretical framework figkihe functioning of labour markets to
CGE models. However, the fixed employment closyagr@ach provides information on
shifts between sectors thus indicating in whicht@scemployment is likely to increase
and decrease as a result of the new Agreement.

» The modelling provides figures for the impact ofluetion of non-tariff barriers (NTBS)
on trade in goods. However, as robust estimatelsl cmi be established for reductions of
NTBs for trade in agricultural products, a quaiitatassessment of agricultural NTBs has
been provided in the external study. This would mé#zat the likely impact of NTB
reduction as modelled by the CGE simulation ford&Xgorts is probably underestimated.

» For cross-border services, the assessment of IM&B reduction is more difficult than
for goods. This is mainly due to the nature of érdiberalisation of services, which
usually takes place through binding, i.e. a comraittrby the negotiating partner not to
raise the levels of existing barriers, thus remgvimcertainty in terms of risks for
economic operators. This impact is difficult toiestte since it is not a traditional cut in
trade barriers. At the same time, it is acknowledtgeat removing uncertainty through
binding has a value. Previous empirical work irsthrea has found that, on average,
binding corresponds to a 3% reduction in tradesc@shich is the reduction assumed by
the CGE modelling on NTBs applied by Chile on seggiunder the ambitious scenario).

* The model does not contain data as regards theoetonmpacts of liberalisation in the
areas of public procurement and investment nor len impact of rules regarding
investment protection, protection of intellectuabgerty rights, including Gls, given the
difficulty in the quantification of these impacts.
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All limitations duly considered, theCGE model remains the best toolin the
methodological toolbox of economistso quantify the impact of trade agreements. In this
context, it should be mentioned that administrati@mound the world, including in EU
Member States, rely on CGE modelling to analyseitfgact of trade policies. The Chief
Economist Unit of DG Trade actively engages in exges with the research community to
stay at the forefront of methodological progressrade policy analysis. Recently advanced
approaches have not been able to offer convindiegnatives. Essentially, all the limitations
of the CGE model identified above are inherentdmpeting approaches too.

5.2.Policy option A: No policy change (the baseline soario)

Given the results achieved so far under the EURIIA, and the scope of the agreement, it
is reasonable to assume that no further reducticegulatory trade costs may be expected
from the operation of the Agreement, and that weukhnot expect it to foster any substantial
further growth of bilateral trade and investmeniumees. Thus, no significant additional gains
in overall welfare attributed to the EU-Chile FTAambe expected in the EU or in Chile in
the short to medium term. The only possible changeEU-Chile trade and investment
relations would be those resulting from changehéntwo economies, bilateral trade relations
with third countries, the multilateral trading st and the world economy at large.

The status quo would also imply that important @olareas, such as investment protection,
trade and sustainable development, digital tradeSMEs would not be addressed.

Overall, the status quo would mean a comparatigetgriorating environment for EU exports
and investment relative to third countries with evhiChile has concluded more recent
ambitious FTASs.

The economic modelling tool, within its limits, peots this baseline scenario to the
simulation horizon by using projections e.g. wigsspect to GDP growth This baseline
scenario is compared with the policy scenariosomgtiC1 and C2 that are based on the same
long-term projections and include the parametershef policy choices as defined in the
respective scenarios. So, for example, the EU é&x@®projected by the model in the long
term in option A is compared to the relative changder options C1 and C2 in the equivalent
projection horizon. The figures for gains in trga®vided for option C2 can, thus also be
interpreted as an estimate of untapped trade palent

5.3.Policy Option C: Comprehensive modernisation of th&eU-Chile FTAs

The impact of policy option C on key indicators sdebed below, illustrates the expected
change relative to option A (no policy change) vateimilar long-term projection.

* Cf. annex 4 for additional details and the sounfafe projections used.
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GDP and bilateral trade

In the long run, the modernisation of the EU-CIHIEA is estimated to have a positive impact
on real GDP. Chile would see a positive changeeat GDP of 0.090% in the conservative
scenario and of 0.175% in the ambitious one. A®etqal, the impact on EU real GDP would
be almost negligible, but in a positive directian:0.001% increase in the conservative
scenario and a 0.002% in the ambitious one. Iolatesvalues, the gains in real GDP in the
long run for the EU would be € 196 million in thenservative scenario and € 391 million in
the ambitious one. Chile would accrue real GDP gg@h€ 304 million and € 592 million
under the respective scenarios.

Bilaterally, EU exports to Chile would increase mtinan EU imports from Chile. EU exports
grow at 9.91% and 21.46% respectively, in the cordre and ambitious scenarios. Chile's
exports to the EU, on the other hand, would ine&gast 0.72% in the conservative scenario,
and 1.60% in the ambitious scenario.

Because of the dynamic baseline described aboeegxpected increase in bilateral trade
under policy options C1 and C2 can be considerectstimate of the untapped trade
potential. Table 3 in Annex 4 ('Expected increase in EU etgpof goods and services by
sector under policy options C1 and C2') outlines dstimated untapped potential in the
different goods and services sectors. Quantitagémates on investment and public
procurement are not available due to lack of sigffity robust methodologies. However, the
gualitative analyses included in the external st{f&hynex 5), and the concrete barriers set out
in section 1.2 provide a good approximation touht@apped potential in these areas.

The unusually small increase in EU imports from I€hmay be partly explained by the
assumption that NTB reductions are asymmetric (o@lyile reduces NTBs on non-
agricultural goods). In the longer run, howevere @ould also consider a reduction in the EU
NTBs faced by Chilean importers, if they start adup EU standards and technical
specifications.

It should also be noted that Chile's total exp@atsopposed to bilateral exports) increase by
0.15% in the conservative scenario and by 0.21%erambitious scenario, whereas EU total
exports increase by merely 0.01% and 0.02% resdgtiwhich is to be expected given the
difference in size between the economies of thea&tUChile.

Table - Estimated impact on GDP and bilateral expass (long term)

Variable Scenario EU Chile
Real GDP Conservative 0.001 0.090
(% change) Ambitious 0.002 0.175
GDP gain Conservative 196 304
(€ million®) Ambitious 391 592
EU-Chile bilateral Conservative 9.91 0.72
exports (% change) Ambitious 21.46 1.60

*USD converted to EUR at 1IEUR=1.1095 USD
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5.4.Impact on sectoral competitiveness

The CGE modelling estimates growth of EU exportEtole for all 31 sectors of the CGE
modelling under both scenarios. The impact on Ghégports per sector is more mixed, with
a considerable variation in the export behaviounsg sectors. Some sectors increase their
exports significantly (e.g. cereal, fruits, vegé¢abrice, dairy, fishing, other food, beverages),
but this is largely cancelled out in the final age by other sectors that contract. It should be
noted, however, that the fact that a sector is $seearduce its exports does not necessarily
mean that bilateral trade barriers pose a problé&ms is frequently observed as a
consequence of stronger liberalisation in certaota@s, which grow at the expense of
drawing resources (labour, capital) from other @ecof the economy.

One prima facie counterintuitive result across Chilean sectorghes expected reduction in
exports of ruminant meat (beef lamb) and other meaducts (pig, turkey, poultry) as a result
of further liberalisation. This is explained by ttaet that none of the current tariff-rate quotas
on meat granted by the EU in the context of the@iile FTA is used fully. As a result, the
model considered a 0% baseline import duty, whehviny we do not observe a positive
effect after liberalisation. On the contrary, th&se slight decrease in Chile's meat exports.
This would be the result of a re-allocation of @ses between sectors, i.e. other sectors
growing at the expense of the meat sector.

In terms of relative change of sectoral outputhia long term, the impact on the EU is, as
expected, negligible, given the difference in dizéween the EU and Chile. The impact on
sectoral output in Chile is mixed, with fruit anegetables, beverages, dairy, non-metal
products and utility sectors growing at the expeosfsethers (e.g. machinery, motor vehicles
and transport equipment, coal, fibers and crop¥htiuld be underlined that these expected
sectoral changes are expressed in percentagehanupact in absolute terms may differ. For
instance, the CGE modelling foresees a reductiomatbr vehicles and transport equipment
output in Chile around 1%. However, in absolutemterthe impact would be almost
negligible, as Chile has no vehicle production aagignificant component production.

It is worth noting that, in the services sectog thodernised Agreement is expected to have a
positive impact on all the services sub-sectorsicianed in the CGE modelling, both in the
EU and in Chile, although the impact on the EUlisast negligible.

Further details on the impact of the modernisede@grent on sectoral output and on sectoral
exports is presented in Annex 4.

5.5.Impact on SMEs

In general terms SMEs should gain from the modatins of the EU-Chile FTA on a number

of levels: NTB cost reduction, simpler rules of gmmi, increased regulatory cooperation
between the EU and Chile as well as further corererg towards international standards. A
modernised FTA would also create an opportunitgttengthen existing cooperation to help
SMEs to increase their exports.
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However, the small size of Chile's economy compaoethe EU means that the impact of a
modernised EU-Chile FTA on all EU SMEs, even unither ambitious scenario, would be
generally negligible. Nevertheless, EU SMEs wolddddit from the overall export growth of

an ambitious trade liberalisation (21.46% in 2028)particular in sectors where tariffs and
NTBs will be eliminated.

In the case of Chile, on the other hand, the impatte modernisation could have noticeable
effects on SMEs. Considering the importance of SKbE®verall employment, it is important
to identify in which sectors of the Chilean econo8MEs are predominant, and to match this
data with the CGE estimates on the impact of a mastion of the EU-Chile Agreement on
these sectors.

SMEs in the Chilean economy are particularly cotreged in three sectors, which account

for 60% of the total: recreational & other serviceesmmunication & business sectors, and
construction. In terms of employment, in 2014 thereational and other services sector alone
absorbed almost 50% of the total SME workforce. @mmication and business services,

transport and construction absorbed a further 288&e0SME workforce.

The 31 sectors of the CGE modelling cover otherviees (including recreation),
communication and transport. In terms of sectotaput, the CGE modelling estimates a
0.36% increase in the other services sector ineGhila conservative scenario and a 0.52%
increase in an ambitious one. As regards the conuation sector, it estimates a 0.28%
increase in a conservative scenario and a 0.40fpuburicrease in an ambitious one. Finally,
regarding transport, it estimates a 0.07% outpatesse in the conservative scenario and a
0.11% output increase in the ambitious scenario.

Although the CGE model does not cover all of thet@s that absorb the majority of SMESs in
Chile mentioned above, the data on other servicgBich includes recreation), on
communication and on transport provides a goodegppiation; and appear to indicate that a
modernised Agreement with increased liberalisatiayuld likely have overall a positive
impact on a majority of SMEs in Chile.

This conclusion is consistent with the results bé tpublic consultation, with many
respondents highlighting the positive impact that a moderdisegreement would likely
have on SMEs.

5.6.Impact on third countries, in particular Least Devdoped Countries (LDCSs)

Third countries are generally impacted to a nelglegdegree, with some countries enjoying a
marginal positive impact (Turkey, Colombia, Japgh), neighbours) and others suffering a

% significant numbers held the view that the beseffir SMEs of modernizing the existing agreementildo
include: higher output/employment due to higheragig(in both the EU and Chile); cheaper productiosts
through cheaper imports (in both the EU and Chiie)de facilitated with "8 countries due to convergence of
standards (in both the EU and Chile); benefits rafreased technology transfer (especially in Chitag
possibility to move from lower to higher value-addproducts (in both the EU and Chile); lower coists
importation requirements (in both the EU and Chitg)d possibilities for increased co-operation agnSIVIEs
(in both the EU and Chile).
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marginal negative impact (including US, Canadamodt Latin American countries). Results
of the CGE modelling are presented in the tableweleast Developed Countries are not at
all affected in a conservative scenario, while urthe ambitious scenario there would be a
negligible impact (albeit in a positive direction).

Table - Change in exports (% change, long term)

Conservative Ambitious

EU28 0,01 0,022
Chile 0,145 0,21
Turkey 0,08 0,083
USA -0,003 -0,005
China -0,001 0
Canada -0,002 -0,003
Mexico -0,004 -0,008
Mercosur -0,005 -0,01
Colombia 0,017 0,049
Peru -0,006 -0,014
Central America -0,002 -0,005
Latin America -0,005 -0,009
EFTA -0,001 0
LDC 0 0,001
PVS 0 0
Australia & New Zealand -0,002 -0,002
Japan 0,001 0,003
Korea -0,001 -0,001
Singapore -0,001 0
Rest of TPP -0,002 -0,003
EU neighbours 0,001 0,003
Rest of the World 0 0,002

5.7. Environmental impact

The external study (Ecorys/CASE, 2017) has scredregdotential environmental impact of a
modernised agreement on all environmental impaatkided in the EU Better Regulation
Toolbox®. The study concludes that the environmental effeétboth the conservative and
the ambitious scenarios are likely to be limitedGhile, and almost negligible in the EU.
Without mitigating measures, G@missions are likely to increase slightly in bogigions

*® Climate, air quality, water quality and resourdgsdiversity, flora, fauna and landscapes, soilliguar
resources, waste production/generation/recyclifiigient use of resources (renewable and non-rebtya
sustainable production and consumption, internatienvironmental impacts, transport and use ofgner
animal welfare, likelihood or scale of environmeémisks and land use.
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because of the scale and technique effects, antiebyprojected increase in transportation.
Other environmental issues that may require atientlue to the expected increase in
agricultural activities in Chile are water (duehigher water requirements), increase in some
of the drivers of biodiversity loss in Chile (lintkéo agricultural activities and associated use
of land, water, fertilisers and pesticides), amdllase. Increase in agricultural output may add
pressure to the ongoing land conversion in cendwad northern Chile. Further trade
liberalisation is likely to improve animal welfalgy increasing attention in Chile to the
welfare of animals in the meat and dairy sub-ssctor

Many of the respondents in the public consultatidio expressed an opinion tend to consider
that a modernised Agreement would have a positmpact on environmental concerns

overall, and in particular on air pollution, wasemergy use and mix, biodiversity and the
greening of the economy.

As noted in section 4.3, Trade and Sustainable Dpaeent chapters in recent EU FTAs
include provisions on environmental protection atm@ fight against climate change.
Provisions foresee engagement with partner cowntbased on enhanced dialogue,
transparency and civil society involvement. Pramisi also allow for independent and
impartial review. Such engagement would help tegawareness of the policy objectives, to
draw more attention to ratification of the relevannventions and to enhance the quality of
their implementation.

5.8. Social impact

5.8.1. Impact on real wages and welfare

Real wages

According to the CGE modelling, real wages wouldt@ase for both trade partners under the
two scenarios, although the impact in the EU igeoagain, almost negligible. In the case of
Chile, in the conservative scenario real wages wantrease around 0.346% for unskilled

and 0.191% for skilled labour. In the ambitiousrsg@ real wages of unskilled labour and

skilled labour would increase by around 0.610% @3d0% respectively.

Table — Estimated change in real wages (long terrfp change)

Conservative Ambitious
Unskilled Skilled Unskilled Skilled
EU 0,003 0,003 0,006 0,006
Chile 0,346 0,191 0,610 0,370

Welfare

In terms of welfare (an economic indicator that panes the change in consumer utility), the
impact on the EU and on Chile is expected to batiges In absolute values, the EU gains
vary between € 269 million (conservative) and € niflion (ambitious) in 2025. Chile's
welfare gains would be € 369 million in the conséie and € 529 million in the ambitious
scenario.
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Table — Estimated welfare gains in the long term (#nillion) ©)

Conservative Ambitious
EU 269 712
Chile 369 529

®) USD converted to Euro at 1 EUR=1.1095 USD.

5.8.2. Impact on employment

Sectoral employment

The CGE modelling estimated impact on sectoral @wutp Chile is mixed. Some key sectors,
notably fruit and vegetables, beverages, dairy;metal products and utilities are expected to
grow at the expense of others. Sectors expectedomdract include machinery, motor

vehicles, metal products, gas, fibres and cropsaeeat.

As a result of re-allocation of resources betwestiags we may expect labour (and capital)
shifts from contracting to growing sectors (e.g fhuit & vegetables sector growing at the
expense of the meat sector). This is confirmedhey @GE simulations results on sectoral
labour demand. Increase in labour demand in thevBlld be lower than 0.1% in every sub-
sector in both scenarios, except for the oil sultesein the ambitious scenario, where a
0.16% increase in labour demand is expected. Taldlein the external study (Annex 5),
provides further details on the expected changdabiour demand in the EU by sub-sector
category, showing that the impact on labour demande EU would be largely negligible for
all sub-sectors.

In the case of Chile, variations in labour demandsld be more significant, especially in the
dairy sub-sector, where labour demand would inerégsalmost 5% for both unskilled and
skilled workers in both scenarios, in the oilseeggjetable oils and fats sub-sector by around
2%, and in the vegetables, fruits and nuts sulmségtaround 1.5%. Such increases in labour
demand come partially at the expense of the meetats, and the plant and animal fibres and
other crops sub-sector. However, a net positivedaldemand effect in the agricultural and
food sub-sector of around 1% for both unskilled keos and skilled workers is expected.

The public consultation yields positive conclusioos the likely social impact of a
modernised Agreement. Of those respondents wheessed an opinion, many consider that
the modernisation would increase employment, imgrive quality of jobs, and raise wages
and household incomes.
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5.8.3. Impact on labour standards

Overview of the core labour standards situatioiCimile

Chile has ratified all eight core conventions thake up the ILO’s 1998 Declaration on
Fundamental Principles and Rights at Work, butl sdices issues in consistently
implementing their directives in domestic labowv land practices. A review of cases filed
against Chile at the ILO’s Commission on Freedomsgociation and Committee of Experts
on the Application of Conventions and Recommendati¢CEACR) panels shows that
freedom of association is often breached in Chiteluding through union motivated
dismissals, interference in the right to strikeqg @on-compliance with collective bargaining
agreements. Discrimination against women at thekplace is also widespread, and in some
cases backed by law.

Impact of the modernisation on labour standards

Trade and Sustainable Development chapters in réfddnFTAs (described in sections 4.3

and 5.7) include commitments to adhere to core st&hdards and conventions and to their
effective implementation in law and in practice,vesll as the pursuance of high levels of
labour protection, and the effective enforcemerdrad non-derogation from domestic laws in
these areas, in order to prevent a ‘race to thiinat They also include specific provisions

encouraging trade practices and schemes that dugpdmpromote sustainable development,
such as Corporate Social Responsibility.

The internationally recognised ILO core labour dems related to freedom of association
and the effective recognition of the right to cotlee bargaining, the effective abolition of

child labour, the elimination of all forms of folteor compulsory labour as well as the
elimination of discrimination in respect of emplogm and occupation would therefore

potentially be impacted positively by a revised EBce the Parties would be bound by the
Agreement to effectively implement and uphold daisur standards.

The labour provisions in the Trade and Sustain&8l@eelopment chapter of a modernised
EU-Chile FTA would also consider how both Partias ¢urther cooperate in promoting the
ILO Decent Work Agenda as provided by the ILO Deati@n on Social Justice for a Fair
Globalization of 2008 and its four pillars on pramg jobs, guaranteeing rights at work,
extending social protection and promoting socialafjue. Particular attention should be paid
to developing and enhancing measures for occuptmafety and health and for working
conditions and living wages, as expressed in tf38 200 Declaration on Social Justice for a
fair Globalisation and in related ILO Conventions avell as other international
commitments. Particular attention should also d&id o labour inspections through effective
implementation of relevant ILO standards.
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5.9.Impact on consumers

The potential enhancement of trade and investmelations with Chile may impact on
consumers in various ways, including in terms gfenditure, prices, and choice.

The CGE modelling estimates that by 2025 a modednisU-Chile FTA would increase the
consumer price index in Chile by 0.20% in the coveteve and 0.23% in the ambitious
scenario. As expected, given the considerablerdiffee in size the impact in the EU would
be negligible in a conservative scenario and a €y&% in an ambitious scenario. It should
be noted however that (as explained in more detaéction 5.1 and in Annex 4), one of the
limitations of the CGE modelling is a fixed emplogm closure, with labour market
adjustments therefore taking place through wagexggs This means that an increase in
wages automatically translates into higher consymees. Thus, the CGE modelling results
on consumer prices should be taken with cautiortheg may overestimate the increase in
prices.

Table — Estimated change in Consumer Price Indexdhg-term, % change)

Conservative Ambitious
EU 0,00 0,01
Chile 0,20 0,23

As explained in sub-section 5.8.1, in terms of a&f(an economic indicator that compares
the change in consumer utility), the impact on B¢ and on Chile would be positive. In
absolute values, the EU gains would vary betwe@&6% million (conservative) and € 712
million (ambitious) in 2025, whilst Chile's welfargains would be € 339 million in the
conservative and € 529 million in the ambitiousnsce®. Moreover, expanding trade will
provide a wider choice for consumers in the EU ian@hile.

The 2017 ex-ante study (Annex 5) concludes thaswoer welfare is expected to increase.
Although in Chile the relative increase in consumpeces for goods typically purchased by
low-income earners could, at first sight, possilthpact income inequality, this does not
appear to be the case, as the purchasing powemosKilled workers (who may be safely
assumed to be more than proportionately represembeshg low-income earners) increases at
a higher rate than the overall consumer price index

EU policy not to lower standards for safety, enmireent and other considerations will also
ensure that the current level of protection is Ughh&herefore the FTA is not expected to
have any immediate impact in this area. Howeves,itbended improvements to regulatory
cooperation could result in higher protection iedt areas in the future. Expanding trade
would provide more choices for consumers in the d&id in Chile. Consumers could also
benefit indirectly from cooperation on consumertgction.

31



The outcome of the public consultation is consisteith these results. Of the 32 responses
received, a third of respondents expect a posithgact on EU consumers, whilst half expect
a positive effect on Chilean consunférs

5.10. Impact on human rights

The modernisation of the EU-Chile FTA would be paift the modernisation of the

Association Agreement as a whole. Both sides haywessed their commitment in the

scoping process to the respect of human rightduamthmental freedoms. The outcome of the
preparatory work on the modernisation of the paditichapter indicates that the Parties will
base the new Agreement on values of human righgsjodracy, rule of law and good

governance. It also indicates that the existindodize on human rights (outside the FTA
pillar) should be maintained.

Both the EU and Chile are committed to high stadslaf protection for human rights (as
proclaimed in the main UN conventions on humantsgthe Charter of Fundamental Rights
of the European Union, the European Convention am&h Rights, or the American

Convention on Human Rights); and both Chile and &imber States are signatories to all
the main international conventions.

The EU and Chile conduct a regular Human Rightddgige where major issues of concern
for human rights are discussed, in particular geaahe violence against women, children’s
rights and rights of vulnerable groups (includimgligenous peoples and LGBTI). The EU
and Chile also cooperate fully in multilateral fana protection of human rights.

The establishment in the political chapter of resfper human rights as an essential element
of the new Agreement is a key feature for ensuprgper compliance with human rights
under the future agreement.

Notwithstanding the fact that human rights will &gdressed more generally in the political
and cooperation part of the agreeméme, Trade and Sustainable Development chapter of
the trade pillar of the modernised Agreement wouldinclude core labour rights (see
section 5.8.3), as this is a subset of human ritflaitsmay be affected by a modernised trade
and investment framework.

As highlighted in theGuidelines on the analysis of human rights impacatsimpact
assessments for trade-related policy initiativeéspact assessments should focus on the

27 Among various types of possibfsitive impacts/benefits for EU consumers identified bgpandents:
prices, choice and availability of goods or sersi¢a third of respondents); quality and safety obds or
services, information available to consumers, anategtion and enforcement of consumer rights (akeout
quarter of respondents). Among the various typeposkiblepositive impacts/benefits for Chilean consumers
identified by respondents: choice and availabitifygoods and services (a half of respondents)epriquality
and safety of goods and services (a third of redpots); and information available to consumersuartgr of
respondents).
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potential impacts of the different trade policyiops under consideration. The external study
(Ecorys/CASE, 2017) has identified the specific hanrights likely to be affected by
modernisation of the FTA and has analysed the piatampact upon them of the particular
trade measures under consideration. The main fysdane presented below.

In addition, the forthcoming sustainability impaa$sessment (SIA) will provide a more
detailed analysis and assessment, taking into atcaumore extensive consultation of
stakeholders in this context and possible recomudénts as to maximising the benefits of
the proposed Agreement and minimising potentiahtieg effects.

Overview of human rights situation in Chile

Chile has signed and ratified sixteen of eightegernational human rights treaties of the
United Nations (UN). Chile participated in the Uaigal Periodic Review by the Human
Rights Council of the UN in 2009, during which apoe assessing the human rights
challenges Chile was facing at that time was filkdsecond Universal Periodic Review in
2014 further detailed the administrative reformd ahanges that were implemented by Chile
in response. A number of human rights issues weesntioned: past use of torture,
extrajudicial killings and enforced disappearangesice conduct, and repression of the right
to assembly; discrimination against women; the gadmn of rights of indigenous
populations; and discrimination against sexual mifigs.

Both Universal Periodic Reviews praised Chile fog tvork the government continues to do
on addressing the human rights violations of pasegiments, while at the same time they
recognized areas where the use of force by pdfioald be addressed.

The rights of women, sexual minorities and indigenpeoples are still not fully secure, often

due to stigma, institutionalized discrimination,dalegislative bottlenecks to resolve them,
although Chile was praised for its 2012 Anti-Distnation law.

Impact of the modernisation on human rights

Among the current human rights issues in Chile e w§ force by police, gender
discrimination, the rights and recognition of ineligpus peoples, and the rights of sexual
minorities - all but two are essentially questiools domestic legislation. Both gender
discrimination and the rights and recognition aligenous peoples are two areas where the
intensification of trade and investment with the HEhtfough a modernised Association
Agreement could influence the human rights panoramnizast at the margins.

Specifically in relation togender discrimination, the issue at hand is twofold: the equal
participation of women in the work force, and sfgint gap in equality of opportunity

between men and women for permanent employment. &d@mseasonal and temporary
employment is largely centred in the fruit exparbsector, a major source of EU imports
from Chile. Intensification of trade in this sectmuld increase employment for women, but
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as such work is largely unskilled or temporary @uhd not impact the gender gap in pay, nor
would it address the imbalance in opportunitiesgemanent employment for women.

As for therights of indigenous peoples although increased investment in mining could
heighten land conflicts at the core of indigenoights claims — in part because mining
interests are in geographic regions covered by sl@ims — mining has been so far a
marginal source of conflict. Moreover, the modsedi Agreement is expected to result in
very modest changes in mining activities in Chilel{ below 1%), which is not surprising, as
these products are already free of tariff, and stmes are largely covered by BITs. Thus, the
effect on indigenous peoples is expected to bagiblg.

In the context of the broader social or sustainaideelopment commitments in trade
agreements, which also include corporate sociaporesibility (CRS), the modernised
Agreement could also foment the contribution ofvaré businesses in promoting and
furthering labour rights, complementary to the rof¢he states.

Generally speaking, participants in the public citagions considered that the reduction of
trade and investment barriers between the EU arilé @ould have no significant impact on
human rights, with some suggesting that this wastduhe already highly developed social
and human rights standards in both the EU and CRiéspondents considered in particular
that the availability and the affordability of esial goods and services would be positively
impacted.

Summary of potential impacts

The table below summarises the potential impadiwonan rights. The possible impact on the
right to an adequate standard of living and on rigat to work are based on the CGE
modelling results on GDP, welfare, real wages amghleyment. The possible impact on
work-related rights and child labour draws from fttietailed impact analysis on labour
standards included in the external study (Annexa® summarised in section 5.8.3. The
possible impact on the right to a clean environmsrtased on the environmental impact
analysis carried out in the external study and sansed in section 5.7. Finally, the
negligible expected impact on the rights of indiges peoples and on gender equality is also
based on the analysis carried out in the extetndlys

Nevertheless, it is important to underline thas thhalysis does not consider the possible
positive impact of the Trade and Sustainable chaptel the potential trade and gender
provisions of a modernised Agreement. The dialogue activities, based on the
commitments in the chapter, together with involvamef civil society, will provide the
means to address relevant trade-related issuesecblag the chapter, as well as to develop a
positive agenda. Experience with similar chaptarsther agreements suggests that a useful
role can be played by international organisationshsas ILO in relation to relevant
multilateral agreements and conventions.
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Particular rights Options C1 and C2

Right to an adequate standard of| EU Direct effect: 0
living Indirect effect: 0/+
Chile Direct effect: +
Indirect effect: +
Right to work EU Direct effect: 0
Indirect effect: 0/+
Chile Direct effect: +
Indirect effect: +
Work-related rights and child EU Direct effect: 0
labour Indirect effect: 0
Chile Direct effect: +
Indirect effect: +
Right to a clean environment EU Direct effect: 0
Indirect effect: 0
Chile Direct effect: -/0
Indirect effect: -/0
Rights of indigenous peoples EU Direct effect: 0
Indirect effect: 0
Chile Direct effect: 0
Indirect effect: 0

Gender equality EU Direct effect: 0
Indirect effect: 0
Chile Direct effect: 0
Indirect effect: 0

5.11. Governance impact

The trade pillar of the existing EU-Chile AssoamatiAgreement includes some very basic
provisions on transparency and provisions on astiuption, but does not include provisions
on anti-fraud.

A modernised EU-Chile FTA would include transpasemales that would ensure proper
involvement and consultation of stakeholders, andblipation of rules and measures
impacting trade and investment. Enhanced rulespfdlic procurement would prescribe
transparency, fairness, legal predictability ardigial review and would thus have a positive
impact. In line with the longstanding EU policy erade agreements, a dedicated set of
commitments under a specific Trade and Sustaifaelelopment chapter of the modernised
EU-Chile FTA would ensure the necessary promotioenvironmental and labour standards.
Anti-fraud provisions are included in comprehendiié\s negotiated recently by the EU, and
would be the case for the modernised EU-Chile F$Avall.

5.12. Administrative impact

Administrative impact can be defined as the castarred by economic operators and public
authorities in meeting legal obligations stemmimgnf a new framework for trade and

investment relations with Chile. For example, thesmild be obligations to provide
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information on their action or production, either gublic authorities or to private parties,
register and enforce certain obligations and rigtdsry out cooperation activities etc.

The details of implementation and associated adwnative cost would depend on the
negotiated provisions. The administrative impacthe two sub-options C1 and C2 can be
assumed to be of similar magnitude, with a somewiat important impact under option C2
due to more intense cooperation of regulatory mdgemore changes to NTBs are foreseen.

Although the modernisation of the EU-Chile FTA nmaguire improved administrative and
legislative procedures to implement the new provisi on both sides, the institutional
structures under the existing Agreement are alrepate developed, and the need to set up
additional institutional structures is therefor@ested to be limited.

Moreover, modernisation of the EU-Chile FTA wouldacreate simplification benefits and
would reduce administrative costs in both the Ed @&hile. The elimination of NTBs and
cooperation in the area of harmonisation of stasglaould greatly reduce such administrative
costs and create mutual benefits.

5.13. Assessment of administrative capacity of Chile's @ioms to implement the
agreement (notably on application of rules of origi)

Chile has full administrative capacity to propdrplement the provisions of the modernised
agreement. On the basis of Commission servicesttiped experience with Chilean
authorities for implementing the existing preferahtagreement, which has been very
positive, it can be concluded that Chile has thgacdy to implement a modernised version of
the FTA.

The protocol on the definition of the concept ofgorating products and methods of
administrative cooperation contains provisionstne¢ato proofs of origin, arrangements for
administrative cooperation and mutual assistanoadu®ts originating in Chile are granted
preferential tariff treatment when they comply wilie provisions of this protocol and when
covered by a proof of origin, which may be eithdE@R.1 certificate issued by customs or
competent governmental authorities, or an invoielatation made out by approved
exporters. Subsequent verifications may be camwigtdat random or whenever the customs
authorities of the importing country have reasoeathbubts on the originating status of
products or on the authenticity of submitted docotsieThe verification process is based on
administrative cooperation between the importing #me exporting authorities, the latter
being in charge of verification and of visiting theemises of the exporter. These procedures
have been established practice in the managemehée arigin protocol with Chile since the
entry into force of the current agreement.

Issues related to the interpretation, managemethtcarrect implementation of the protocol
are regularly discussed between the EU and Chiieia$ in the framework of the Special
Committee on Customs Cooperation and Rules of Qirilgioreover, a key element of EU
trade agreements is the reliance and trust planetie partner country to verify, on request
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from the EU, the originating status of their goadsthat they can benefit from preference
when entering the EU. In this regard figures shbat in 2013 a total of 69 verification
requests were sent by the EU to Chile, of whicty d@ were based on reasonable doubt, the
rest being routine requests. In all cases the praefre found to have been correctly issued.

All this would indicate that the procedures andcpicas in place by the Chilean authorities

are of a sufficient capacity to correctly apply ammhtrol the application of the Agreement as

regards the rules of origin for their exported goad least under the schemes of proof and
verification currently applicable under the EU-@HTA.

Looking at the long list of Chilean FTAs, it can beted that Chile is also used to different
schemes of proof and verification, implying officend also self-certification approaches in
relation with the proofs of origin. With regard tioe verification schemes, Chile is used to
systems based on customs cooperation but also rext diisits to the premises of the
exporters. Therefore Chile has experience in tHierdnt types of schemes for proof and
verification that could be agreed during the modation exercise of the EU-Chile FTA.

CHILE 2012 2013 2014
Request Requests sent Request Requests sent | Request Requests sent
sent "at based on sent "at based on sent "at based on
random" "reasonable random" "reasonable random" "reasonable

doubts" doubts" doubts"

Total
number of
verification 33 28 20 8 59 10
requests sent
to CL
No reply
after 10 1 5 2 0
months
Correct 32 23 17 8 59 10
proofs
Wrong 0 0 1 0
proofs

5.14. Impact on the budget of the European Union

Modernising the EU-Chile FTA would have very lindteffects on the budget of the EU,

notably through the loss of own resources in thienfof customs duties, as most of the tariff
lines are already eliminated and a modest increa€®mmission staff resources to address
new areas of the modernised Agreement.

Based on the projected value of duty income in 20250ss from tariff revenue is estimated
at € 3.34 million in the conservative scenario &8&187 million in the ambitious scenario.
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Table - Impact on the EU budget”

Conservative Ambitious
Modernised EU-Chile FTA € 3.34 million € 3.87 hah

(*) Foregone customs revenue at full implementaticth@fmodernised FTA in € million. Original calcutaiin USD and
converted at 1 €=1.1095 USD.

6. HOW DO THE OPTIONS COMPARE?

This Chapter links both the positive and negatmeacts of each policy option described in
Chapter 5 directly to the objectives mentioned hafter 3. The comparison of the different
policy options has been conducted according teeraitof effectiveness in achieving the
operational objectives, efficiency, and coherendd wverarching EU policy objectives. The
analysis has taken into account not only the teatteeconomic impacts (including on SMEs
and on specific sectors) of each alternative; et their environmental, social and human
rights impacts, as well as the budgetary and adtnative impacts.

6.1.Positive and negative effects of the policy options

Option A: Baseline

The baseline optioncalls for maintaining the existing framework, wilbssible incremental
improvements. However, the EU-Chile FTA entered ifdrce in 2003 and its expected
benefits have already been achieved. Therefore,ptissible effects achieved under the
baseline option are expected to be marginal anddvmat translate into perceptible growth of
bilateral trade and investment volumes. No sigaific further gains in overall welfare
attributable to the EU-Chile FTA would be expediteeither the EU or in Chile.

Likewise, the baseline option would not have angitawhal environmental or social effects
(positive or negative). Clearly, the baseline sdena with no fresh policy action - is
ineffective in reaching the desired policy objeesv If bilateral trade between the EU and
Chile is compared to the bilateral trade volumeBiciv each could now enjoy with a more
ambitious FTA (comparable to those recently conetbidith third partners), it could even be
considered that the baseline scenario represerggative outcome for both parties.

In this context, the baseline option could effeefyvlead to an overall reduction of the share
of bilateral trade in total trade of both the ElWadhile. Furthermore, the baseline option is
not consistent with overall EU policy objectivedliog for further trade liberalisation as an
instrument for increasing economic growth. It iscalvorth noting that the vast majority of
respondents to the online public consultation aréavour of upgrading the EU-Chile FTA,
and therefore do not support the status quo.

38



Option C: Comprehensive modernisation of EU-ChiléAE (with conservative and ambitious
liberalisation assumptions)

As regardsoption C, comprehensive modernisation of the EU-Chile Fii# conservative
scenario (C1) aims at the degree of eliminatiomeofiaining tariffs and a reduction of the
costs stemming from NTBs that has been found tachévable in certain recent agreements.
The more ambitious scenario (C2) will lead to higheduction of the costs of NTBs. Such
reductions in the costs of trade are likely to wllboth the EU and Chile to achieve
considerable benefits.

Such benefits include increases in GDP and welfacegeases in exports, overall increases in
employment, increases in wages for both less skdled more skilled employees, together
with increases in competitiveness and an improvadding for both the EU and Chile with
respect to other global competitovghile the figures, relative to the size of the Etdmomy,
might at first sight appear modest, they never8elepresent interesting gains in absolute
terms. The above-mentioned figures, estimated firahe CGE modelling, are highlighted
throughout this report and in Annex 4.

It is also important to note that the problems @nésd in Chapter 1 could only be addressed
through a comprehensive and ambitious modernisaifothe Agreement. Concluding an
ambitious modernised FTA may be considered to lptentially negative impacts on the
environment arising from an increase in trade aodyction. However, this should be seen in
light of the overall policy and regulatory framewon which trade and production take place,
e.g. the overall impact on global emissions is gaittd by emission ceiling commitments by
both Parties. The limited expected environmenticed should also be mitigated by a long-
term increase in trade in environmental goods amdices, as well as the possible synergy
effects resulting from increased cooperation aatbdue on key environmental issues.

While the impact of specific trade measures in @denoised Agreement is generally expected
to be positive for human rights, it is difficult assess thoroughly at this stage, including on
gender discrimination and the rights on indigenpaseple. Strong labour provisions in the
Trade and Sustainable chapter of a modernised Agmee would help to mitigate any
possible negative effect. Moreover, to fully appaite the impact of a modernised Agreement
on human rights, it should be kept in mind thas thiodernised FTA would be part of a
modernised EU-Chile Association Agreement, in whgchvisions enjoining the parties to
respect and cooperate on human rights play a peasrhiole outside the trade pillar.

6.2. Summary table of the effects of the different polig options

OPTIONS
CRITERIA
A C1 C2
GENERAL OBJECTIVES 0 + +
Promoting smart, sustainable and inclusive growthugh the 0 + +
expansion of trade
Creating job and labour opportunities and welfaamg 0 + +
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Increasing benefits to consumers (i.e. in termshoice, availability 0 + +
and price)
Improving Europe’s competitiveness in global masket 0/- 0/+ 0/+
Reinforcing cooperation on trade-related issueh wiike-minded 0 + -+
country
SPECIFIC OBJECTIVES 0 + ++
Increase market access for goods by further elitimgar reducing 0 + ++
unnecessary barriers
Increase market access for services by furtherirgditimg or 0 + ++
reducing unnecessary barriers
Increase market access for investment by furthenireting or 0 + -+
reducing unnecessary barriers
Ensure a high level of protection of investment 0 + +
Achieve better access to Chile's public procurement 0 + +
Ensure a high level of protection of intellectueberty rights 0 + +
Reinforce dialogue and cooperation on regulatagnfworks
(including technical regulations and conformityessment 0 + ++
procedures)
Contribute to sustainable development by includrage-related 0 + +
provisions on labour and environment
OVERALL EFFECTIVENESS 0/- + ++
Efficiency (time and resources spent in relatioestmated 0
. + ++
effectiveness)
Coherence with overarching EU policy objectives @igample, 0/- + -+
outlined in the EU 2020 strategy)
Gains from simplification effects (e.g. through NT&luction) 0 + ++

6.3. Identification of a preferred policy option

When looking at the tabular presentation in sulitse®.2, option C appears as the preferable
option. Each of the two sub-scenarios of optiondLil be preferable to the baseline scenario
(option A) for all criteria (general objectives esjific objectives and overall effectiveness).

Furthermore, the ambitious C2 scenario would beentmneficial for some of the specific
objectives (market-access related) and in ternmvefall effectiveness, including in terms of
simplification gains, which would be particularlgreficial for SMEs.

Therefore, the preferred option for the EU would tbeenter into a comprehensive and
ambitious modernisation of the trade pillar of tB&J-Chile Association Agreement —
acknowledging the existence of some sensitivitegswhich appropriate treatment would be
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considered, in accordance with the outcome of thpiag exercise — something which would
also be consistent with Chile's political will tptaalso for a high level of ambition.

This preference is consistent with recent and dnegestablished policies both in the EU and
in Chile to negotiate modern FTAs of a deep andpreimensive nature.

7. HOW WOULD ACTUAL IMPACTS BE MONITORED AND EVALUATED ?

7.1. Operational objectives

The operational objectives are to:

» provide further reciprocal and effective market mipg for goods, services and
investment (including through access to governnpeoturement), based on a high level
of ambition;

» tackling barriers in a comprehensive way, alonghwatfective implementation and
enforcement, without leaving room for new barriewsreplace old ones, including for
SMEs;

* ensure a high level, effective and coherent investnprotection, enforced through an
Investment Court System;

» ensure a high level of protection of IPR, bothha EU and in Chile;

» reinforce dialogue and cooperation on regulatorgmieworks (including standards,
technical regulations and conformity assessmertegohares) and administrative practices
to improve regulatory coherence;

» contribute to the shared objective of promotingtaunsble development, inter alia by
including trade-related provisions on labour andimment; and

» support and promote EU values and standards sutluraan rights, labour rights and
environmental, health and consumer protection,elbas gender issues.

7.2. Future monitoring and evaluation

Monitoring and evaluation of the specific objecsweill have to use several means of data
collection, as not all objectives are equally qifeaitle and some monitoring may depend on
a qualitative evaluation based for example on faeklirom stakeholders obtained through a
survey. Moreover, the monitoring needs would dependhe outcome of the negotiations
with Chile, and those identified in this impactessment would need to be updated when the
negotiations are concluded.

Monitoring can be facilitated by short and medium-term anslys the measurable

indicators mentioned below: changes in the relatiadeie of bilateral exports and imports as

well as the change (humber, value and share) ifigoplocurement tenders secured by EU

companies in Chile. Concerning the operational ahjes, the same is valid for monitoring of

tariff reductions and changes of trade flows, &s¢hbecome apparent in tariff schedules and

trade statistics. A more complex set of indicatensecessary for monitoring reductions in the
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cost of NTBs. Convergence of standards and changegulations and law can be analysed
in a qualitative manner by gathering informationte legal and administrative measures, on
their implementation and on any related impactrade and investment activities.

The increase in transparency or the availabilityidbrmation as well as the general
perception of a reduction in the cost of doing bass could be analysed by surveys among

stakeholders.

M ONITORING INDICATORS

Operational objectives

Indicators

Unit of
measurement

Source of data

Target

Provide reciprocal and
effective market opening
for goods, services and
investment (including
through access to

Value of bilateral
trade in goods and
services and of
investment flows

Bn €, % change

Eurostat

Chilean statistics

Increase the value
and share of
bilateral trade

Increase in value

Value of EU share | % change and number of
government procurement),. :
. in total Chile trade tenders won by
based on a high level of : .
" . EU bidders in
ambition Number of public Number of :
Chile
procurement tenders tenders won, Bn
won by EU bidders, | €, % change
value of bids
Tackling barriers in a Number of trade Number of trade | DG TRADE Reduce the
comprehensive way, alongand investment and investment | (Macflow number of trade
with effective barrier cases barriers resolved | Database) barrier cases
implementation and resolved
enforcement, without
leaving room for new
barriers to replace old
ones, including for SMEs
Ensure a high level of Value of investment| Number of DG TRADE FDI increases
investment protection investors' .
. Chilean
complaints
government
departments
Ensure a high level of Number of protected Number of DG TRADE/DG | Increase the

protection of IPR, Gls protected Gls AGRI number of
|Incllud|ng Geographical Exports of G| Volume and Chilean protected Gls
ndications ;
products change in exports| government

of Gl protected departments

products
Reinforce dialogue and | Number of policy Number of policy | DG TRADE, Greater regulatory
cooperation on regulatory areas where areas Chilean coherence
frameworks (including regulatory coherence government achieved in more
standards, technical has been improved departments policy areas

regulations and
conformity assessment

procedures) and
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administrative practices t¢
improve regulatory
coherence

Contribute to the shared
objective of promoting
sustainable development
inter alia by including

Monitoring of
ratification and
implementation of
relevant

trade-related provisions gninternational

labour and environment

Ensure labour rights &
environmental, health ang
consumer protection, as
well as respect for humarn
rights in the EU-Chile
trade context.

conventions

Qualitative
indicators in the
policy areas, e.g.

from SDG reporting.

Number of
positive
assessments

Monitoring
reports of
International
Organisations

DG TRADE,
other
Commission
services, EEAS

Chilean
government
departments

Increased number
of areas with
satisfactory
situation

Note: The frequency of measurement for all openafimbjectives is

objectives is 2017.

annual. The baseline for all afienal

As regardsevaluation, in line with the commitment made in 2015 Commatian Trade for
All — Towards a more responsible trade and investnpelicy, there will be an in-depth ex

post evaluation of the effects of any moderniseg@gent concluded with Chile when the
agreement will have been in force for sufficiemeito ensure availability of meaningful data.

*k%k
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ANNEX 1 - PROCEDURAL INFORMATION

The Directorate-General for Trade is the lead senfor this Impact Assessment Report
(Agenda planning: 2015/TRADE/039).

An Interservice Steering Group (ISG) was createddoDecember 2015 inter alia for the
purpose of this Impact Assessment.

The services invited to join the IASG were: the &ah-Secretariat, DG AGRI, DG BUDG,
DG CLIMA, DG CNECT, DG COMM, DG COMP, DG DEVCO, DOIGIT, DG EAC, DG
ECFIN, DG ECHO, DG EMPL, DG ENER, DG ENV, DG ESTADG FISMA, DG GROW,
DG HOME, DG JUST, JRC, DG MARE, DG MOVE, DG NEARLAF, DG REGIO, DG
RTD, DG SANTE and DG TAXUD. The EEAS has also bewmlved.

The ISG met seven times on 16 December 2015, 13 04y, 28 June 2016, 4 October
2016, 13 January 2017, 18 January 2017 and 9 Fgti2047.

The evidence used for the impact assessment iretlugrit by stakeholders to the public
consultation (see Annex 2), a quantitative econdmetodelling simulation (see Annex 4)
and external expertise via the study commissionefkeéd into the impact assessment (see
Annex 5).

The draft Impact Assessment Report was submittededregulatory Scrutiny Board (RSB)
on 15 February 2017 and was examined during the iR&&ing of 15 March 2017.

Brief overview on how have the Recommendationshaf Board been integrated in the
revised Impact Assessment Report:

Recommendations of the Regulatory Scrutiny Modifications to the Impact Assessment Report
Board

The report fails to clearly describe the policy ®xt | «  The following sections have been modified to

and the main objective(s) of the initiative: whetlite better reflect the dual objective as well as the
aims to address specific shortcomings of the exgs different categories of problems and problem
EU-Chile Association Agreement or if it its part af drivers: Chapter 1 (sections 1.1.2, 1.2, 1.2d ah
broader strategic agenda to modernise EU FTAs 1.2.2), Chapter 2, Chapter 3 (section 3.1).

partner countries.

The report does not prioritise the problems it idfims | «  Section 1.1 has been modified to better

and does not describe how big they are. differentiate between general issues and specifjc
problems.

e Section 1.2 has been modified to (i) present in
more detail the general context, and (ii)
differentiate between the shortcoming of the
existing provisions and the new issues missing|in
the existing Agreement.

«  Specific shortcomings in section 1.2.1 have begn
described in more detail, including concrete
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examples.

An extra paragraph has been included in the
Introduction to clarify the aspects of the analysi
that would fall under the framework of a
Sustainability Impact Assessment (e.g. flanking
measures) rather than the Impact Assessment.

14

The report does not present
consequences in sufficient detail. The level
ambition in terms of social and environmen
standards is unclear.

distributiol o

Additional paragraphs have been included in
sections 4.3, 5.7, 5.8.3 and 5.10 to clarify the
scope and the concrete issues on environment,
social and labour matters that would be tackled| by
the Trade and Sustainable Development chapter of
a possible future Agreement.

An additional paragraph has been included in
section 5.9 on consumer protection.

As explained in Chapter 5 it is not feasible to
disaggregate expected impacts by Member State.
However, a brief overview of bilateral trade flow
by key Member States and by key sectors has
been included in section 1.1.1.

A reference to the table in the external study
(Annex 5) on the % change in labour demand i:r
the EU by sub-sector has been included in section
5.8.2.

(%)

The reporting of the consultation
specificity

results g »

Additional detail has been included throughout the
Report (mainly in footnotes) to better explain
which stakeholder groups expressed which vieys.
References in the main text to 'a majority' have
been eliminated.

Information from the regular dialogues that the
Commission maintains with Chile and with
business is reflected in the report, for instamce i
the description of the specific problem drivers,
most notably the shortcomings of the existing
provisions.

The report insufficiently qualifies the results thfe | «

modelling exercise and other supporting evidennd,
does not fully address contradictions across el
sources.

Section 4.1 has been amended to clarify the
similarities and the differences between the
conservative and the increased liberalisation
scenario (C1, C2), and an overview table on the
differences included.

Sections 4.1, 4.3, 5.1, 5.2 and 5.3 have been
amended to better explain why the CGE model
remains the best available tool, despite the
limitations, and to clarify that the baseline (pgli
option A) is dynamic, with a similar long-term
projection (2025) as for policy option C. Itis
further explained that, as a result, the untapped
trade potential is the expected increase in béte
trade under policy options C1 and C2.

=
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ANNEX 2 - STAKEHOLDERS CONSULTATIONS

The information and views in this Annex do not asasly reflect the official position of the
European Commission. It summarises the input bysthkeholders who participated in the
public consultation on the future of economic ardi¢ relations between the EU and Chile.

1. Background

The public consultatidfi was designed to gather detailed views relatinthéofuture trade
and economic relationship between the EU and Chaélgpectively to feed into the Impact
Assessment Report on a possible modernisation ef tthde part of the Association
Agreement between the EU and Chile.

Between 8 June and 8 September 2016, the Commissioted out an online public
consultation, which was launched on the DG TRAD#site and posted on 'EU Sun/éy’
(the Commission's online tool for conducting sualblie consultations). Stakeholders —
interested parties within the EU and in third coiast- were invited to answer 48 questions.
The Commission received 31 submissions from a raoigeespondents. Stakeholders'
responses were published, unless otherwise exypiicticated by the respondent.

2. Overview of respondents

Altogether, 32 responses were submitted via thme®U Survey tool.

Responses were received from a range of respondectading single sector business
associations, businesses, public administratioms,irzdividuals responding in their personal
capacity. Respondents were stakeholders from theaid) Chile who feel they could be
affected by the negotiations to modernise the trpdlar of the EU-Chile Association

Agreement.

From the 26 respondents that identified the secatdrish they represented, the most came
from the food sector (8) (fishing and aquaculture, food production, gadning). Other
sectors contemplated in the submissions pertaméuetmetals, construction, pharmaceutical,
and information technology and communication sagtas well as the recording industry.

Over half of the respondents (17) were from bussnassociations. Enterprises (9), public
administrations (2), personal views from citizemgpdvate individuals (2), and consultancy
or professional services (1) compose the remaityipgs of respondents.

%% public online consultation on a possible modernisation of the trade part of the EU-Chile Association
Agreement, http://trade.ec.europa.eu/consultations/index.cfm?consul_id=209

2 https://ec.europa.eu/eusurvey/runner/EU Chile association agreement
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Notably absent are any submissions from trade ghimnfrom NGO's.

Figure 1: Breakdown of respondents by cateffory

M Personal views as a citizen or
private individual - 2

B Enterprise - 10

M Business Association - 17

B Public Administration
(Government institution,
regulatory authority) - 2

m Consultancy/Professional
Services - 1

In terms ofgeographical distribution, 11 respondents identified they were located i& oh
the MS of the EU; 2 respondents identified thenmesls being located in Chile. None of the
respondents identified themselves as being frohird tountry.

About a third of respondents (10) indicated thaytlre involved in trade between the EU
and Chile, a number of which (3) stated that thag bross-border investments in the EU or
Chile. A Chilean respondent claimed interest inlewpg the possibility of cross-border
investment in the EU.

3. Limitations of the consultation

Firstly, as in any such online public consultatitime replies submitted by the respondents
cannot be seen as representative of the viewsl aftalteholders. This is intrinsic to this
method of consultation, particularly when one cdass that the number of questions and the
length of the questionnaire have to be balancel thi¢ aim of collecting as comprehensive
information as possible in a period of three months

Secondly, the response rate to this public consuitavas modest. This fact impacts on the
possibility to claim that the responses provide simgng evidential support for policy action,
or inaction, in any given direction.

*® Figure resulting from the analysis of the online submissions on the EU Survey website.
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It is nevertheless important to note that somédnefsdubmissions, in particular from the single
sector business associations, are representingighes of a significant number of member
organisations. Looking at some of the single sdatisiness associations from the food sector,
for example, one is answering on behalf of 155 mamobganisations and businesses active in
the European fresh fruit and vegetables supply ngchanother represents 267 member
businesses in the fish canning industry in Spain.

Thirdly, it is noteworthy to recall that this Imga&ssessment Report aims to support the
Commission's proposal to modernise the trade panecAssociation Agreement between the
EU and Chile, without knowing the final outcome tife negotiations. The potential
economic, social, human rights, and environmemglaicts of the eventual agreement will be
examined by means of an independent Sustainabiipyact Assessment (SIA), which will be
carried out by external consultants as the negotisitare carried out.

The SIA's will rely on a wide-ranging consultatiohstakeholders — notably civil society — in
the EU and in the partner country. The SIA's wdl finalised ahead of the initialling of the
agreement and its findings will feed into the négotg process. The SIA's will aim to: (a)
assess the likely effects of the agreement onisastie development and human rights in the
EU, Chile, and other relevant countries, partidylaeast Developed Countries (LDC's); and
(b) to make recommendations and propose flankingsomes to maximise the benefits of the
agreement and prevent or minimise potential negamnpacts.

4. Summary of stakeholders' contributions by issue

4.1. Current state of openness to trade betweeklthand Chile

Fourteen respondents, mainly from business asgmtsahnd companies, considered that the
current state of openness to trade between ther@UChile is not satisfactory, with a clear
need for improvements to be made. On the other,itandhought otherwise. The remaining
respondents, especially individuals, did not expeasopinion on this matter.

All but one of the respondents were aware of thetemce of an FTA between the EU and
Chile. Over half of the submissions indicated that EU-Chile FTA brought partly satisfying
results, considering that further improvements @ddad made. Seven submitters noted that the
FTA brought satisfactory results to them, whilsbtrespondents claimed it had not brought
about satisfying outcomes.

In what pertains to the achievement of the objestiof the existing EU-Chile FTA,
submissions, mainly from business associationsiraigidual companies, tended to indicate
that they were only partly achieved. This tendem@s particularly pronounced on the
guestions of whether the FTA had facilitated tradgoods, liberalised trade in services, or
enhanced dialogue and strengthened cooperatiorebetithe Parties on matters of mutual
interest.
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On whether the FTA achieved a growing structuretl @onomic relationship between Chile
and the EU, slightly over half of responses wefgnabtive, while no one replied negatively.
Moreover, the majority of respondents consideredt tine objective of expanding and
diversifying EU-Chile trade was either achieved)(1® partly achieved (15).

Respondents, once again mainly business asso@a#ind individual companies, clearly
indicated that the EU and Chile should modernise gkisting FTA in order to achieve a
broader and more ambitious agreement. The onlyorelmt, a food production enterprise,
that replied negatively to this question considetteat the current FTA brought satisfactory
results and that all of the objectives had beemeael.

4.2. Overview of priority sectors

Respondents were asked to identify priorities forambitious modernisation of the present
trade relationship between the EU and Chile. Theljcated the following general priorities:

- market access in agriculture and fisheries;

- removing barriers to Foreign Direct Investment;

- arevision of rules of origin to reflect latest é&pments in EU trade policy;

- the recognition of EU engineering and architectyualifications in Chile;

- astrong protection and enforcement of IntellecRralperty Rights;

- the reduction of tariff barriers (for all sectoigpods and services) and non-tariff
barriers to trade (SPS and TBT);

- regulatory cooperation, including in the servicestar;

- adigital trade chapter;

4.3. Trade in Goods

Overall, respondents did not consider that impariffs hinder trade between the EU and
Chile. Despite this, some respondents indicatet ttitey have experienced problems in the
following sectors: seed products, security andmisfeand stainless steel.

Similarly, submissions indicated that quantitatmeasures, such as quotas or licensing, do
not hinder trade between the Parties either. Twpaedents specified that export potential to
Chile could be improved through the increase intdrédf quota for EU canned tuna, and
specific dairy products.

As regardgules of origin, no specifics were given as regards problems dalgehe rules
applied in the existing EU-Chile FTA. Despite thigven respondents stated that they be
could be improved upon by reviewing the rules afjior requirements and certifications
procedures in order to take into account the lategelopments in EU trade agreements with
other countries.
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Some respondents noted potential issues with dupractices incustoms procedures and
border enforcement referring to documentary requirements and onenouedures to
request preferential treatment.

Differences between EU and Chileaggulations or standards have been indicated by a
number of respondents as hindering trade betweertvib Parties. Some of the problems
highlighted refer to divergent standards, technicagulations, conformity assessment
procedures, and sanitary and phytosanitary (SP&3unes.

4.4. Trade in Services

Some respondents indicated that there are bametile to trade in services between the
EU and Chile. A common theme that can be extraltted these submissions pertains to the
issue of the supposed lack of recognition of Euaopengineering and architect qualifications
in Chile, which impedes the provision of such seggiby EU economic operators.

One respondent, a business association, notedhthdtdditional tax"impuesto adicional
that is applied, by Chile, to service providersnir@broad makes the provision of their
services more costly, thus favouring local compsniie the same spirit, another respondent, a
public administration stakeholder, stated that tbagountered difficulties with the Chilean
requirement that enterprises with more than 25 eysgals have to have 85% personnel of
Chilean nationality.

Beyond the above mentioned issues, a businessiassodstated that they would welcome
the extension of Chile's mode 4 commitments, antsidered that, given Chile is a Party to
TPP, TiSA, and a large number of FTA's, the modeahiFTA ought to bind all existing

commitments.

4.5. Investment

Three respondents considered that there are lsmtddiows of direct investments between
the EU and Chile. On the Chilean side, the maitriotise measure highlighted refers to the
aforementioned requirement for 85% of Chilean meti® to be employed by firms with over
25 employees. No European barrier was specifiednyyof the respondents. The majority of
respondents did not express an opinion on thisematt

Three respondents indicated that, both in the EdJGinile, investors from other jurisdictions
were given preferential treatment.

4.6. Intellectual property rights (IPRs)

Six respondents considered that there are probleithsthe protection and enforcement of
IPRs in Chile, while none identified such problemsthe EU. Some of the issues raised
concerning Chile include:
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- the high rate of unlicensed use of software, whicbludes unauthorised pre-
installation of software by hardware retailers, amthouse and external providers of
IT services;

- an uneven playing field for competing content sgidue to deficiencies in the IPR
system;

- the length of data exclusivity for biological pradsi (5 years);

- Gl protection.

4.7. Public procurement

Of the thirteen respondents that expressed anapiten considered that there are difficulties
for companies from the EU to access public procergmin Chile. In this regard, the
modernisation of the Agreement was seen by respi®iGes an opportunity to open up the
Chilean public procurement market further for EUnganies, in particular in the following
sectors: sanitation, construction and construatedated services, and other services such as
banking insurance, telecommunications, securityises, catering, security services and
accounting.

One of the problems that were emphasised was tilgtcompanies that are registered in
Chile can participate in public procurement. Theeispan for submitting offers for Chilean
procurement was also considered by some as beingshort. Furthermore, the non-
recognition of EU academic titles and degrees wgklighted once again, this time as an
impediment to the participation in public procurerprocedures.

On the other hand, difficulties were identified f@hilean companies to access public
procurement in the EU. The highlighted difficultiesostly referred to the lack of
transparency on procurement opportunities, and evagchnical specifications. Respondents
did not specify further the difficulties faced imetEU procurement market.

4.8. Competition Policy

Whilst some respondents considered that the regylaystem ensures fair competition in the
EU and in Chile, a number of them expressed a apnapinion.

Those that underlined issues in the EU noted tpes@in to abuses of dominant positions,
and vertical or horizontal restrictions of competit One submission from an enterprise
claimed that there is an uneven regulatory scerfaridelecom operatorgis a visinternet-
based service providers which, despite often pingieéquivalent services, are subject to less
regulatory obligations. According to the same resj@mt, this concern also includes
consumer protections issues, including the prataaif personal data.

The main issues identified by respondents that eoma competition policy in Chile were
abuse of dominant positions, and enterprises bgmagted special or exclusive rights or
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privileges. One respondent, an enterprise, higtdgjhissues in private concessions in
sanitation works.

4.9. SMEs

Respondents were invited to express their opinfowbat aspects of trading between the EU
and Chile pose patrticular challenges for SMEs theeithe EU or Chile. In this light, tariff
barriers, rules of origin, customs procedures, taatinical barriers to trade were underlined.
The following topic areas also received notewordtiention by respondents as posing
challenges for SMEs: services, establishment ofpames, and public procurement.

As regards the potential benefits a modernised BURCFTA ought to bring to SMEs,
respondents considered these would be more outplitr®re employment as a result of a
higher level of exports, cheaper production costsugh cheaper imports, facilitated trade
with other countries resulting from the convergentstandards, technology transfer, lower
costs for import requirements, the possibility towa from lower to higher value added
products/services, and the possibility for incredsesiness cooperation between SMEs.

4.10. Consumers

When asked whether there could be an impact onucomis as a result of further
liberalisation of trade between the EU and Chileyen expected a positive result for EU
consumers; sixteen expected a similar impact ote@miconsumers. None of the submissions
expressed any expectations for negative impact®psumers.

Specifically, respondents considered that positiveacts could be expected in the following
areas:

- prices of goods and services;

- choice and availability of goods and services;

- quality of goods and services;

- information available to consumers; and

- protection and enforcement of consumer rights.

4.11. Trade and Sustainable Development

Respondents were invited to provide their opinionwhether there could be an impact on
social issues, such as labour or human rights ndegyerelated issues, from the reduction of
barriers to trade and investment between the EUGHIEE. Of the seven that expressed an
opinion, most considered that social issues sucth@snumber of jobs, the quality of jobs,

wages, and household incomes would be positivepaoted, both in Chile and in the EU.

Only one respondent considered that there coullregative impact.
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A respondent from a business association elabothtgda modernised FTA between the EU
and Chile should pay particular attention to tHernmal labour sector in Chile.

Respondents generally either expressed no opinicenaled to consider that reduction of
trade and investment barriers between EU and @ldd not have a significant impact on

human rights. respondent stakeholder from a busiassociation explained that, since social
conditions in both the EU and Chile are, all in &lghly developed, the direct impact of a
modernised FTA, although positive, will be limited.

There were some categories, however, that resptnthwould be positively impacted, in
both the EU and Chile: the availability of essdnfi@ods and services, and; the affordability
of essential goods and services.

Similar considerations were given by respondenthieéoquestions of whether there would be
an environmental impact from the reduction of lgito trade and investment between the
EU and Chile. Those that expressed an opinion temoeconsider that a modernised FTA
would have a positive impact on environmental comeeoverall and in particular on air
pollution, waste, energy use and mix, biologicaledsity, and the greening of the economy.
As with social issues, only one respondent clainteat they expected some negative
environmental impacts from the modernisation ofEheChile FTA.

One of the submissions from another business a#&wtistressed the desire for the
modernised EU-Chile FTA to have a strong chaptesustainability, similar to the one in the
EU-Vietnam FTA.

Respondents emphasised that the EU and Chile skoofgkrate further in order to promote
adherence to internationally agreed principleshtsgand agreements on labour and the
environment.

4.12. Other issues

Sixteen respondents considered that the EU an& Ghht to include specific provisions on

energy and raw materials, which would include messwaimed at transparency, ensuring
non-discrimination and limiting anti-competitivegatices. Similarly, twenty-one respondents
were receptive to the idea that a revised tradeesgent between the EU and Chile should
include provisions on improving future regulatogherence, such as measures providing for
cross-cutting disciplines in order to develop amplement more efficient and compatible

regulations.
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ANNEX 3 - WHO IS AFFECTED BY THE INITIATIVE AND HOW  ?

Based on the proposed policy choice in questian, an ambitious and comprehensive
modernisation of the trade pillar of the EU-Chilss@Aciation Agreement, this Annex aims at:

— setting out the practical implications (such as kdjigations or timescale) of the
initiative for a representative enterprise and/ablig administration (or particular
groups or individuals if directly regulated),

— describing the actions that the enterprise or pudlithority might need to take in
order to comply with the obligations under the megd intervention and indicate
wherever possible the likely costs to be incurretheeting those obligations.

In the specific case of an Impact Assessment Regmrterning negotiating authorisation/
directives, it is not possible at this stage toenawvclear picture of the final provisions to be
concluded at the end of the negotiating process.

Moreover, free trade agreements are not sectooaltymely limited. They potentially cover
all economic activities as from entry into forcedaheoretically indefinitelyln this respect,
the Communication ‘Trade for all - Towards an Mé&féective, Transparent and Responsible
Trade and Investment Policy’ highlights that EUd&apolicy is for all: consumers,
employees, small and medium sized enterprisesthenploorest in developing countries.

Finally, trade operators can always use the nofegstial treatment.

In this context, at this very early stage, onlyemegral and simplified attempt can be made to
summarise the likely implications for the variousuyps of stakeholders:

» Exporting producers of industrial goods will benefit from new trade opportunities and
cost savings due to liberalisation and reductionNdBs. Liberalisation of trade in
services will also further support the economiegmnation in manufacturing.

* Exporting producers of agricultural products: as for industrial goods, the producers
will benefit from new trade opportunities and ceavings due to liberalisation.

* Small- and medium sized enterprisesvill benefit from new trade opportunities and cost
savings due to liberalisation, as well as from Biawis covering regulatory cooperation
and other rules. See the related part of the Impssessment (section 5.6).

* Traders will benefit from lower trade costs due to redantior elimination of tariff and

non-tariff trade barriers, and from increased tragportunities due to the various ways of
liberalisation under the agreement.
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Service providers will also benefit from trade liberalisation, enialgl new economic
opportunities and cost savings.

Workers of the above mentioned businesses will also beml&fih the new economic
opportunities.

Consumers see the related part of the Impact Assessmeciidaes.10).
Authorities: see the related parts of the Impact Assessmectiga 5.13).

Customs authorities as there is an established practice for implemgri&TAs in the EU
and in Chile the impact of the new Agreement wallrbarginal in this context.

Third countries, notably LDCs: see the related part of the Impact Assessmeantidse
5.7).
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ANNEX 4 - ANALYTICAL MODELS USED IN PREPARING THE | MPACT
ASSESSMENT

AGGREGATION

The geographical and sectoral disaggregation chimsg¢he CGE simulations is shown in the
two tables below. These aggregations have beedatatl by the members of the ISG before
running the simulations. It is important to notattthe model disaggregation is limited by the
data source that is the elements and level of disagtion of the model databdse

Sector Sector name GTAP sectors
numbe
1 Cereals 2,3
2 Rice 1, 23
3 Vegetables, Fruits, nuts 4
4 Oil seeds, vegetable oils & fats 5,21
5 Sugar 6, 24
6 Plant & animal fibres and other crops 7.8,12
7 Bovine and other ruminant meats 9,19
8 Other meat (poultry, pig) 10, 20
9 Dairy products 11,22
10 Wood and paper products 13, 30, 31
11 Coal 15
12 Qil 16
13 Gas 17,44
14 Minerals 18
15 Fishing 14
16 Other food products 25
17 Beverages and tobacco 26
18 Textile, apparel, leather 27, 28, 29
19 Chemicals, rubber, plastic 33
20 Petroleum, coal products 32
21 Metal products 35, 36, 37
22 Non-metallic minerals 34
23 Motor vehicles & transport equipment 38, 39
24 Machinery 41
25 Electronic equipment and other manufacture 20,4
26 Electricity 43
27 Utility (construction, water) 46, 45
28 Transport 48, 49, 50
29 Communication and business service 51, 54,
30 Financial service and insurance 52,53
31 Recreational and other services 55, 56, 57, 47

' GTAP 9, base year 2011
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Region Remarks

1 EU

2 Chile

3  Turkey

4 USA

5 China

6 Canada

7  Mexico

8 MERCOSUR including Venezuela

9 Colombia

10 Peru

11 Central America Guatemala, El Salvador, Nicaraglemduras, Costa Rica, Panama
12 Latin America Except Latin American countries irada in the groups above
13 High income countries Japan, Korea, EFTA

14 LDCs Except Latin American LDCs included in the gpe above

15 Other developing countries

BASELINE

Step 1: I mproving the market access representation

In order to build a comprehensive assessment okehaccess, the database has been
amended introducing ad valorem equivalent (AVEnestes of the non-tariff barriers in the
manufacturing sector.NTBs for agri-food sectors are ignored in the satians for lack of

a robust methodology of quantifying these barratd the impact of their reductiGhAs a
final amendment to the database, AVEs of TRQs énrtieat sector have been corrected in
order to more realistically reflect TRQ fill rateSinally, the tariff rate in the oilseeds sector
was corrected based on actual tariff data.

Additionally, FTAs that are not reflected in the &4 database but have been concluded by
either of the two partners meanwhile are introduced

To introduce such changes into the model, at 2@Xhecific closure has been adopted. This
closure ensures that the consistency of the dagatesains after the introduction of these
estimates. In other words, since the databaseiosrttee “picture of the world trade” at 2011,

32 Ad valorem equivalents of NTB are introduced ‘tmé standard tariff variable already in the modeis has
the inconvenience that they create government teveaven if this is not the case in the ‘real’ workb
minimize this, only the part of the NTB that is atally reduced (cf. the section on scenariosdided to the
model.
% This is not to say that there will be no ambitinrihe negotiations to achieve progress on SP®sssu
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any change to the data will have broader effects emange other variables from their
observed values when the model finds a new equiitbrThe “alter tax” closure overcomes
this issue by allowing the introduction of new dateimizing the impacts of the changes on
the value flows in the databa¥e.

It is worth noting that a number of agreementsratincluded in the baseline, and therefore
also not in the policy projections. It is not pdssito model agreements that have not been
finalised, such as the Regional Comprehensive Boan®artnership (RCEP), the Trade in
Services Agreement (TiSA) and Environmental GoodseAment (EGA). The Government
Procurement Agreement (GPA) is not included in thedel because there is no reliable
methodology for modelling the impact of governmpricurement issues. The expansion of
the Information Technology Agreement, to which pHrtners are members cannot be
modelled, as the final schedule is not yet avaslabl

Step 2: Updating database to long term

Macro variables, GDP, population and labour fosielled and unskilled) have been updated
to 2025:

— GDP from the World Bank. To shock the GDP, usualtigogenous, a standard swap
with Total Factor Productivity has been implemented

— Population from the ILO

— Labour force from the ILO; The respective sharesskifled and unskilled labour

CEPII
— Small increase in natural resources to reflect degelopments around shale gas
technology

— A productivity growth for energy inputs reflectirige implementation of the Kyoto
and Paris agreements

SCENARIOS

In order to simulate a modernisation of the FTAwWssin EU and Chile, two scenarios have
been simulated, labelled “Conservative” and “Antais”.

In both of these scenarios, tariffs in the NAMA amdst agricultural sectors are reduced to
zero. However, liberalization assumptions diffeother categories:

Agricultural TRQs upon import into the EU, simuldtey an AVE tariff (cf. above), are left
unchanged in the first scenario, but abolished, the corresponding AVE tariff reduced to
zero) along with tariffs in the second scenarior(iitious”).

3 GTAP technical paper No. 12

(https://www.gtap.agecon.purdue.edu/resources/igslag.asp?RecordIiD=315)

* The fact that all these agreements are plurilatanas is a coincidence, rather than a definingifeat
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AVE of NAMA NTBs are reduced by 5% in the first segio of their values in literature for
EU exports to Chile. This increases to 10% in #@oad scenario (“Ambitious”). For imports
from Chile to the EU,no NTB reductions are simulated. The reason fos #@msumed
asymmetry is twofold. First, EU barriers in key NAMsectors are already rather low vis-a-
vis the two countrie¥® Second, past experience shows that as a resNAMNIA negotiations,
small partners are more likely to adapt their inéémregulation than large partners like the
EU.

For services, liberalization of NTBs also follows asymmetric approach. In the first
scenario, a 1% AVE cut is introduced for EU exptot€hile, but no cut for EU imports from
Chile is simulated. In the second scenario, a 3%EANMt is introduced for EU exports to
Chile, and a 1% cut for EU imports from Chile.

In both scenarios, these cuts are embodying thextedff binding of existing liberalization.
The starting point for the approach is the obsémathat FTA negotiations usually lead to
only a binding of the existing level of liberalizat in services trade (for the cases where this
level is lower than the GATS commitments) as opgose achieving new market access.
However the insurance policy effect of binding eutrlevels of liberalization has a positive
effect on services trade, equivalent to some degiréeal’ market access. The methodology
applied for this and other IA simulations aims tanslate this insurance effect into
liberalization parameter for CGE modelling. In aarlier study’ such ‘binding’ has been
guantified as being equivalent to a reduction of 8%services barriers for the DDA
negotiations among 46 participating countries.

RESULTS

GDP and welfare gains of the EU and Chile, whighettensively discussed in section 5.4 of
the main report, are presented in table 1 of thisea. At this point it may be useful to
mention that the database of the model is compilddS dollars. Results for the end of the
projection period (2025) are converted in EurosheyECB/Eurostat rate recorded for 2015.

% EU requirements are largely based on internatistaaldards, and in most cases products can bedpbactne
EU market on the basis of the supplier's declamagfoconformity.
*’ Decreux, Y. and L. Fontagné (2011), Economic Imp&&totential Outcome of the DDA.
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Table 1: GDP and welfare results (long term)

Variable Scenario EU Chile
GDP Conservative 0.001 0.090
(% change) Ambitious 0.002 0.175
GDP gain Conservative 196 304
(€ million*) Ambitious 391 592
Welfare gain Conservative 269 369
(€ million®) Ambitious 712 529
EU-Chile Bilateral Conservative 9.9 0.7
exports Ambitious 215 1.6
(% change)

* US dollars were converted to Euros as $1.109&1to

Table 2 shows the results for total exports of maltner countries under the two scenarios.
As has been the case for welfare and GDP, the mage increases are a full order of
magnitude smaller for the EU than for the two parsnThis is quite natural given the relative
size of the two economies.

Table 2: Change of the value of total exports (lontgerm)

Conservative  Ambitious
EU 0.01 0.15
Chile 0.02 0.21

Tables 3 and 4 display the relative changes intdvda trade simulated under the two

scenarios. In relative terms the EU’s bilateral aip to Chile increase strongest in gas,
fishing and coal sectors. It should however kepmind that the baseline exports in these
sectors are rather small. In absolute terms, egpaxpand most strongly in the sectors of
machinery and motor vehicles. Imports on the olizerd, increase most strongly in beverages
and tobacco and fruit and vegetable sectors. Relatcreases are strongest for the cereals,
oilseeds and vegetable oils and dairy sectord)énat baseline trade is negligible.
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Table 3: EU exports to Chile and the effects of thewvo scenarios (long term)

Secto Conservativ Ambitious
Rice 1% 2%
cereal 15% 17%
veqg fruit 3% 3%
oil seed 17% 18%
suga 14% 14%
fiber crog 1% 1%
ruminant me: 1% 2%
other mese 2% 3%
dairy 44% 45%
wood pape 16% 35%
fishing 48% 125%
coa 23% 52%
oil 315% 1717%
gas 3% 7%
minerals 10% 10%
other foou 4% 5%
bev tol 0% 1%
textile 16% 34%
chemical 8% 16%
oil pcts 7% 13%
metal pct 10% 19%
no metal pc 10% 20%
motor equi 12% 25%
machiner 17% 36%
ele othe 23% 51%
electricity 0% 0%
utility 5% 13%
transpor 2% 7%
communicatio 3% 9%
financia 3% 9%
other ser 4% 10%
TOTAL 10% 21%
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Table 4: Chilean exports to the EU and the effectsf the two scenarios (long term)

Sector Conservative Ambitious
rice % 7%
cereals 48% 48%
veg_fruit 5% 5%
oil_seeds 71% 71%
sugar -1% 20%
fiber_crop -2% -2%
ruminant_meat -2% -2%
other_meat -3% -3%
dairy 74% 73%
wood_paper -1% 0%
fishing 0% 0%
coal - -
oil - -
gas 0% 1%
minerals 5% 5%
other_food 7% 7%
bev_tob % 7%
textile -1% -1%
chemicals -1% -1%
oil_pcts 1% 1%
metal_pcts -1% -1%
no_metal_pct -1% -1%
motor_equip 0% 0%
machinery -1% -1%
ele_other -1% -1%
electricity 0% 0%
utility -1% 3%
transport 0% 4%
communication -1% 3%
financial -1% 3%
other_serv -1% 3%
TOTAL 1% 2%

Table 5 shows percentage changes in sectoral ouptiie two countries under both

scenarios. For the EU, only one sector exhibitsigha in excess of 0.05%. This sector, the
coal sector, is however insignificant in the EUtemms of its share in the total economy.
Absolute changes are strongest in the servicesrsatthough relative changes there are tiny.
For Chile, relative effects on output are somewhate pronounced. They are strongest for
the fruit and vegetable, oilseeds and vegetabke anld dairy sectors, whereas in absolute
terms, the expansion of services sectors is mudmnggr, too. On the negative side, the
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machinery sector faces the strongest relative aotn of output, whereas metal sector is the
one that contracts most in absolute terms.

To interpret these output results, it is importantonsider that the model cannot expand the
factors of production (as it might be the caseeal tife). Instead, the CGE modelling pulls
them across to the most efficient sector. In otherds, growth in one sector always occurs at
the expense of others. This partly explains thdirdem output in some sectors, as a result of
production increases in other sectors.

Table 5: Relative changes of sectoral output in thEU and Chile (long term)

Conservative Ambitious
Sector EU Chile EU Chile
Rice -0.01% -0.15% -0.01% -0.15%
Cereals 0.00% 0.00% -0.01% 0.00%
veg_fruit -0.04% 2.71% -0.04% 2.68%
oil_seeds -0.01% -0.07% -0.02% -0.07%
Sugar 0.00% 0.49% 0.00% 0.49%
fiber_crop -0.01% -1.15% -0.01% -1.35%

ruminant_meat 0.01% -0.40% 0.01% -0.35%
other_meat 0.01% -0.27% 0.01% -0.24%

Dairy -0.01% 5.07% 0.00% 5.12%
wood_paper 0.01% -0.27% 0.03% -0.47%
Fishing 0.00% 0.00% -0.01% 0.00%
Coal 0.10% -0.85% 0.22% -1.71%
Oil -0.01% -0.27% -0.02% -0.54%
Gas 0.00% -0.11% -0.01% -0.07%
Minerals -0.01% 0.29% 0.00% 0.30%
other_food 0.00% 0.24% 0.00% 0.25%
bev_tob -0.01% 0.93% 0.00% 0.99%
Textile -0.02% -0.25% -0.02% -0.38%
chemicals 0.00% -0.23% 0.00% -0.36%
oil_pcts 0.00% 0.24% 0.01% 0.48%

metal_pcts 0.01% -0.64% 0.01% -0.79%
no_metal_pct 0.01% 0.41% 0.01% 0.73%
motor_equip 0.02% -1.07% 0.05% -1.78%

machinery 0.02% -1.64% 0.04% -2.89%
ele_other -0.01% -0.42% -0.02% -0.56%
electricity 0.01% 0.11% 0.01% 0.18%
Utility 0.01% 0.76% 0.02% 1.32%
transport 0.01% 0.07% 0.01% 0.10%
communication 0.01% 0.28% 0.01% 0.40%
Financial 0.00% 0.24% 0.01% 0.27%
other_serv 0.01% 0.36% 0.02% 0.51%
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Table 6 shows the effects on consumers and workeal. consumer prices, embodied by the
consumer price index (CPI) are basically unaffeétedhe EU, but increase by about 0.2% in
both scenarios for Chile.

Real wages which are corrected for the change & &Rl therefore represent a net effect on
worker’s purchasing power do not change signifilgaimt the EU, but more so in the Chile.
Unskilled workers tend to gain more than skilledrkess, about 0.6% in the ambitious
scenario.

Table 6: Change in Consumer Price Index (CPI) andeal wages in the two scenarios (long term)

Conservative Ambitious
CPI Unskilled Skilled CPI Unskilled Skilled
EU 0.00% 0.00% 0.00% 0.01% 0.01% 0.01%
Chile 0.20% 0.35% 0.19% 0.23% 0.61% 0.37%

Table 7 shows the impact of the two scenarios o2 €Qissions. For the EU these increases
are negligible. For Chile, they amount, respectivi 0.2% and 0.4% in the conservative and
the ambitious scenario.

Table 7: Percentage change in CO2 emissions (loreymn)

Conservative  Ambitious
EU 0.00% 0.01%
Chile 0.18% 0.37%

LIMITATIONS OF THE ANALYSIS

In terms of scenario assumptions, the main lingtais the fact that agricultural NTBs and
potential reductions that can be achieved in tlgot&tions are not simulated. That will have
the effect of understating the gain for the agtimall sector and its subsectors. However,
various academic attempts to quantify agriculturalor their reduction under FTAs in the
recent past have proven unable to deliver robwsstitee which is the major reason we refrain
from a quantitative analysis of the latter.

The model used for the simulations contributinghe IAR, is the dynamic GTAP model.
Although it does simulate international capitalwk) it is not possible to implement and
simulate changes in bilateral investment policiBiserefore, the model analysis could not
guantify the potential effects stemming from theestment chapter of the modernization
negotiations. Similarly, the effects of opening keds for public procurement at various
levels of administration and the strengtheningntdllectual property rights had to be left out
of the analysis and their potential value is nargified.

Finally, we chose, as is common practice in Impsstessments, a neoclassical closure for
the model. Technically this means that factor sypplexogenous. In more practical terms,
this means that in particular it is assumed thapleyment is fixed and therefore, no
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employment effects can be simulated. This choiflieats mainly the long-run perspective
which we adopt when evaluating the effects of cade agreements. It also reflects the
widely recognized believe that trade, notwithstagdits significant positive effects on the
economy, is not considered to have an effect osdhealled natural rate of unemployment.
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ANNEX 5

EXTERNAL STUDY DRAFT FINAL REPORT

See link:http://trade.ec.europa.eu/doclib/html/155561.htm
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