Follow up to the European Parliament non-legislative resolution 2019 on the implementation of the Trade Pillar of the Association Agreement with Central America
1. Rapporteur: Reimer BÖGE (EPP / DE)
2. [bookmark: _GoBack]Reference numbers: 2018/2106 (INI) / A8-0459/2018 / P8_TA-PROV(2019)0025
3. Date of adoption of the resolution: 16 January 2019
4. Competent Parliamentary Committee: Committee on International Trade (INTA)
5. Brief analysis/ assessment of the resolution and requests made in it:
Noting that the Association Agreement between the EU and Central America (the “Agreement”) was the first region-to-region association agreement concluded by the EU, the resolution acknowledges its contribution to regional integration among Central American countries and to the strategic dimension of the partnership between the European Union and Latin America and the Caribbean. Recalling that the Agreement includes three complementary pillars, namely political dialogue, cooperation and trade, the resolution considers it essential to ensure its full entry into force, and urges ratification by the three pending EU Member States (Austria, Belgium and Greece).
The resolution highlights that the Agreement relies on a rules-based fair and predictable relationship, which promotes a secure economic environment between the trading partners. The resolution notes that trade flows between the Parties have proven to be resilient despite an unfavourable international economic context, and that the Agreement is starting to contribute to the modernisation and diversification of exports from Central America.
In this context, the European Parliament calls on the Commission to improve annual reporting on the implementation of the Agreement, regretting that certain tariff preferences are only partially used, and that data on the use of preferences is very incomplete.
As regards political developments, the European Parliament is particularly alarmed by and strongly condemns the current situation in Nicaragua. It calls on the Commission and the European External Action Service (EEAS) to continue monitoring this situation and, if necessary, assess the measures to be taken in light of the Association Agreement of which the democracy clause is an essential element.
6. Response to requests and overview of action taken, or intended to be taken, by the Commission: 
As regards Commission reporting on the implementation of the Agreement (paragraphs 5, 9 and 10), the resolution expresses the view that the information included in the latest report, published in October 2018 and covering implementation in 2017 was insufficient. It should be noted that this report actually addresses some of the European Parliament’s comments on the previous reports, for example on services and investments where data has been added. The Commission will continue reporting annually on the implementation of the trade part of this Agreement with Central America in line with the practice for all EU Free Trade Agreements (FTAs). However, the Commission is aware that certain useful data, particularly on the use of preferences by EU exporters, is still missing in most Central American countries (paragraph 7). The Commission is currently working with the customs and statistical services in those countries to obtain complete and credible figures for preference utilisation rates in order to examine, where applicable, the reasons for their low level and - if possible - decide on appropriate actions.
The Commission takes note of the importance the European Parliament attaches to the need to assess the effects of trade agreements. It intends to launch an ex-post evaluation of the trade part of the Agreement in 2019, including its Trade and Sustainability Chapter and climate change elements (paragraphs 13 and 16). This evaluation will be one of four[footnoteRef:1] such reports that are currently under development or already in progress. Together with external consultants, the Commission is progressively establishing a common methodology for evaluating trade agreements (paragraph 5). [1:  	The other three are: an evaluation of the impact of the trade chapters of the EuroMed Association Agreements with six Mediterranean countries; an evaluation of the EU’s Economic Partnership Agreement with CARIFORUM member states; and an evaluation of the EU’s Trade Agreement with Peru, Colombia, and Ecuador] 

Although the implementation of the trade part of the Agreement runs smoothly overall and most commitments have a very good implementation record, the Commission is aware that in certain areas further progress needs to be made by Central American partners (paragraphs 12 and 14). The Commission has been working with the countries concerned, particularly in the context of the Association Committee and subcommittees responsible for the pending issues: market access (on discriminatory taxation on alcoholic beverages in Costa Rica), intellectual property (protection of European geographical indications (GIs)) and procurement. Progress is being made, albeit in most areas at an unequal pace, In the case of taxation of beer in Costa Rica and protection of the GI Parmigiano Reggiano in Guatemala, the Commission notes that progress will depend on the outcome of ongoing court cases. Concerning business environment and investment conditions (paragraph 15), the Commission considers that while intra-regional non-tariff barriers are indeed a concern as suggested by the resolution, other factors not directly linked to trade, such as fragile or deficient governance and political instability in several countries of the region, are decisive.
In relation to the civil society Domestic Advisory Groups (DAGs) (paragraph 16), the Commission will continue to insist that the requirements of independence and a balanced composition of these bodies are met. While it is for each Party to fund its DAG meetings, the Commission is now in a position to help support regional meetings of the Central American DAGs, upon request. The Commission can also confirm its intention to consult civil society, including DAGs, in the forthcoming ex-post evaluation of the Agreement.
It should also be noted that since the presentation in February 2018 of the revamped approach to improve the implementation of Trade and Sustainable Development Chapters set out in the 15-point action plan (paragraph 17), the Commission has immediately started to deploy its actions also in relation to Central America. The Commission is committed to making use of the full range of available tools and mechanisms.
The Commission also observes that it is difficult to contemplate a potential review of the Agreement when several Member States are still in the process of ratifying the current Agreement.
It should be noted that all six Central American states are parties to the Paris Agreement (paragraph 18) and that climate change is a matter of mutual interest. The Commission notes that the Trade and Sustainable Development Chapter of the Agreement includes a commitment to effectively implement the International Labour Organisation (ILO) fundamental conventions (paragraph 19). This has been and will continue to be an important focus for the implementation work under the Agreement with our Central American partners.
The Commission is not aware of any exemptions of export processing zones (EPZs) from international labour law standards or national environmental laws (paragraph 20). Central American EPZs are located in the territory of the Central American Parties and therefore covered by the provisions of the Trade and Sustainable Development Chapter.
Goods processed in EPZs, i.e. “free zones” as provided for in Article 33 of Annex II of the Agreement, can equally benefit from preferential tariff treatment if the processing of the goods undertaken in those “free zones” complies with applicable rules of origin and procedures conferring the originating status on the goods (sufficiently worked or processed goods). There are no customs or other provisions applied in order to distinguish products coming from the EPZs.
Concerning the Banana Stabilisation Mechanism (paragraph 21), the conditions for a temporary suspension of the preferences, applicable during the transition period, which ends in December 2019, are defined in the Agreement and the corresponding regulation (Regulation no. 20/2013 of 15 January 2013, as amended by Regulation 2017/540 of 15 March 2017). This implies that when a certain trigger volume, as stipulated in the Agreement, has been met, the Commission first carries out an in-depth analysis. A suspension of the preferential customs duty is therefore not automatic. So far, the Commission has concluded in all its assessments that imports of bananas from Central America have not caused any destabilisation of the EU market for bananas and have had no significant impact on prices. The Commission confirms its commitment to continue its close monitoring of the market even after the expiry of the Banana Stabilisation Mechanism on 31 December 2019. If a serious deterioration in the state of the market or the situation of EU banana producers has occurred, the Commission will examine the situation, together with the Member States and the stakeholders, and decide whether appropriate measures should be taken.
As the resolution points out, several important areas related to trade are not specifically covered in the Agreement, particularly anti-corruption, money laundering, tax evasion and avoidance, small and medium sized enterprises (SMEs), and gender (paragraphs 4, 5, 13 and 23). These topics are, however, being addressed in the context of the EU’s broader dialogue and cooperation with the countries of the region. Gender is partially addressed through provisions on non-discrimination in the workplace included in the Trade and Sustainable Development Chapter.
With regard to SMEs, their awareness of the FTA and the utilisation of preferences (paragraph 7), it should be noted that promoting trade agreements to ensure that companies are aware of how to make use of the opportunities they provide is a shared responsibility of the Commission, Member States and business organisations. Actions at national and local level are therefore essential for reaching out to SMEs. There are a number of factors that might hamper the utilisation of preferences by EU companies and SMEs in particular. This includes customs and approval procedures, erroneous applications or interpretations, lack of information, or the costs and effort needed in some cases where the difference between the preferential rate and the MFN rate is very low.
With respect to a specific SME chapter (paragraph 13), the Commission will encourage the competent committees to include a specific SME point on their annual working agendas with the aim of helping SMEs to increase their participation in bilateral trade.
With respect to the promotion of cooperation in strategic sectors of both regions (paragraph 13), the Commission has been providing substantial Official Development Assistance (ODA) to maximise the benefits of the Agreement, especially through programmes implemented with the regional SME body (CEMPROMYPE) of SICA (Central American Integration System), the Regional Economic Integration Secretariat (SIECA) and their European counterparts (including Eurochambres). These projects focus on: a) trade facilitation within the Central America region, hence facilitating intra and extra regional trade; b) improving quality standard and compliance with international trade standards; c) business creation and development and d) creation of business networks within Central America and with the EU. Additional (non-ODA) projects aimed at improving the knowledge and use of the provisions of the Agreement by EU SMEs are currently being considered.
In view of the SME work of certain Committees, the Commission intends to analyse if there is a further need under this Agreement to set up SME Contact Points on each side that would jointly work at government-to--government level to ensure that the Agreement works for SMEs.
The Commission is fully aware that Central America is a region which faces many challenges, and that factors such as political instability, violence, or the human rights situation in several countries of the region have negative economic implications (paragraph 22). The Commission services, the EEAS and the EU delegations will continue to carefully monitor the situation, particularly in Nicaragua. The EU has already issued a number of statements and declarations on Nicaragua at various levels, and discussions are ongoing in the Council on the appropriate responses by the European Union, including in connection with the Agreement as suggested by the European Parliament.
Finally, all these factors taken together make it all the more important and urgent for the whole Association Agreement to enter into force, thereby strengthening the possibility to take an integrated approach to trade, development and political relations between the European Union and Central America. The Commission therefore strongly supports the call of the European Parliament (paragraph 24) for those Member States that have not yet ratified the Agreement to do so as soon as possible.

