With or Without You: Argentina, Brazil and NAFTA

business-orientated economic and political environment and a liberal financial system.
Most of the investors believe that Brazil has an economic and political environment
unfavourable to business and an illiberal financial system. The report concluded that
Brazil’s ability to attract capital would be limited compared with the size of its
economy.*® A recent report by the Economist Intelligence Unit makes much the same
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Moreover, Brazil’s recent actions to protect its auto industry illustrate how
competition for investment can lead to the wrong policy conclusion: protectionist
action rather than domestic reform and adjustment. In March 1995, Brazil temporarily
(up to one year, according to the decree) increased tariffs on 109 items originating
outside the region, including several motor vehicle items, to 70 percent.®® When
these new tariffs failed to limit auto imports enough to suit the Brazilian government,
it imposed an import quota for the remainder of this year of 50% of the cars imported
to the date of this further adjustment. Next year, imports by car makers with plants
in Brazil will be limited to a fixed proportion of their exports.’ 3% | addition, Brazil has
lowered tariffs on auto part imports, a move that also contravenes MERCOSUR's

common external tariff.

It is not yet clear how the Brazilian auto import quota will affect Argentine auto
exporters over the medium to long term. Argentina and Brazil have agreed that this
quota will not apply to lmports from Argentina for the remainder of 1995. Argentina
and Brazil will try to negotiate a resolution of this matter by the end of 1995. 40

This dispute has strained the relationship between Argentina and Brazil to the
extent that the Brazilian Industry and Commerce Minister felt obliged to d_eny Brazil
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