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NAALC North American Agreement on Labor Cooperation (NAFTA)
NADB North American Development Bank (NAFTA)
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OAS Organization of American States
OLS Ordinary Least Squared (method for calculating growth rates)
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REPA Regional Economic Partnership Agreement
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RNM Regional Negotiating Machinery
SAP Special Access Program
SELA Latin American Integration System
SITC Standard International Trade Classification (SITC)
TCC Technical Coordinating Committee
TNC Trade Negotiations Committee (FTAA)
WTO World Trade Organization

Membership in Western Hemisphere Integration Groups

ACS 25 members include all Caricom (except Montserrat), CACM, and G-3 members,
Cuba, the Dominican Republic, and Panama.

ALADI Includes Andean Community and Mercosur members, Chile, Cuba, and Mexico.

Andean Community Bolivia, Colombia, Ecuador, Peru, Venezuela.

CA-4 Guatemala, El Salvador, Nicaragua, Honduras.

CACM Costa Rica, El Salvador, Guatemala, Nicaragua, Honduras.

CARICOM Antigua and Barbuda, The Bahamas, Barbados, Belize, Dominica, Grenada,
Guyana, Haiti, Jamaica, Montserrat, St. Kitts and Nevis, St. Lucia, Suriname, St.
Vincent and the Grenadines, Trinidad and Tobago.

G-3 Colombia, Mexico, Venezuela.

MERCOSUR Argentina, Brazil, Paraguay, Uruguay.

NAFTA Canada, Mexico, United States.
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INTRODUCTION

As in previous years, this Periodic Note examines key trends in Latin American and Caribbean
(LAC) trade and integration, focussing in particular on the most recent developments in these areas.

Chapter I, therefore, begins with an overview of the region’s export performance in the year 2000.
Preliminary estimates, based on data for the period January-September, show a strong and
encouraging recovery of Western Hemisphere trade flows. After a steep decline in 1998, and
sluggish growth in 1999, Latin American exports expanded by a record 23 percent this year, with
intra-regional exports growing even faster, by 26 percent relative to 1999. Almost all sub-regional
integration groups in Latin America witnessed impressive growth in terms of both total and intra-
group exports, with particularly strong performances in those sub-regions that suffered most from
the effects of the recent global financial crisis – the Andean Community and the Southern Common
Market  (Mercosur). Apart from these new trends, Chapter 1 also examines the region’s general
trade performance during the 1990s, focussing in particular on the growth, direction and
composition of LAC exports.

Chapter II reviews recent progress in all major sub-regional integration arrangements in the
Americas, including the Andean Community, the Caribbean Community (Caricom), the Central
American Common Market (CACM), Mercosur and the North American Free Trade Agreement
(NAFTA). It also includes an overview of bilateral and plurilateral agreements signed by LAC
countries with each other and with extra-regional partners, and a brief progress report on the Free
Trade Area of the Americas (FTAA) process.

Chapters III-V examine, in more detail, specific areas of LAC trade and integration where
important developments occurred this year. The new Caribbean Basin Trade Partnership Act
(CBTPA), passed by the US government in May 2000, is the latest development in the almost two-
decade old Caribbean Basin Initiative (CBI). As discussed in Chapter III, by extending new trade
preferences in a number of important sectors, the CBTPA represents a significant window of
opportunity for Central American and Caribbean exporters. Chapter IV, moving beyond intra-
hemispheric affairs, looks at trends in Latin American and Caribbean relations with the European
Union (EU). Highlights this year include the entry into force of the EU-Mexico free trade
agreement and a new contractual arrangement between the EU and Caricom. Chapter IV also
reviews progress in the EU’s ongoing trade negotiations with Chile and Mercosur.  Chapter V,
meanwhile, looks at regional infrastructure development in South America, one of the key agenda
items at the Summit of South American Heads of State held in Brasilia this year. The Chapter
outlines the main bottlenecks of the region’s transport, energy and telecommunications
infrastructure and emphasizes the importance of integrating existing national infrastructure systems
in order to sustain the momentum of regional market integration.

Finally, the Periodic Note includes a Statistical Annex with detailed data on trade flows among
LAC countries and between these and their hemispheric and extra-regional partners, as well as
basic socio-economic indicators for LAC sub-regions.
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I. LAC TRADE PERFORMANCE: PAST AND PRESENT TRENDS

Trade 1990-2000: From Boom to Bust to Renewed Growth

In the 1990s, LAC countries witnessed a significant trade revival, fuelled in large part by a
complete overhaul of their national trade regimes. The removal of tariff and non-tariff barriers
prompted major increases in intra and extra-regional trade, raising the prospects of a new cycle of
prosperity driven by both regional and world integration. While the challenges and opportunities of
this new cycle have yet to be fully understood, there is little doubt that the chain of events triggered
by the Asian crisis in 1997 raised some concerns about its sustainability.

Declining trade performance 1998-1999

After several years of fast, uninterrupted expansion – averaging 12 per cent a year for the period
1990-1997 – trade growth in the LAC region was brought to a near halt in 1998 and 1999. Intra-
regional trade was affected most severely, declining by 19 percent between 1997-1999. Among
LAC trade blocs, the Andean Community and Mercosur suffered the greatest decline in overall
trade. (For detailed data on LAC trade flows in the 1990s, including specific data by sub-region and
preliminary estimates for 2000, see Annex I of the Periodic Note.)

Behind these events were two major developments. First, there was a dramatic slowdown in the
growth of world trade – from 11 percent in 1997 to only 5 percent a year on average in 1998-991 –
along with a 30 percent decline in commodity prices, which caused a substantial terms of trade
shock for most countries in the region. Second, this combination of slower trade growth and
declining terms of trade led to a sharp increase in the region’s need for external financing – the
current account deficit reached a record 4.5 percent of GDP in 19982 – at a time when capital flows
to emerging markets had virtually ceased. The immediate result was a period of intense exchange-
rate volatility, triggering a series of trade frictions, particularly in the Andean Community and
Mercosur. These disturbances have, in many ways, provided the acid test for open regionalism (the
“new regionalism”) in Latin America and the Caribbean. Mexico and the CACM managed to
remain somewhat insulated from the crisis, given their close trade links with the US economy,
whose strong growth performance continued unabated throughout the period.

Signs of economic recovery 1999-2000

The first signs that the worst of the storm was over appeared in the third quarter of 1999. A faster
than expected recovery in Asia, along with the continued strength of the US economy, helped cut
short the global economic slowdown of 1998 and early 1999. World GDP growth in 1999 turned
out to be higher than in 1998 (3.4 against 2.6 percent), leading to an immediate rebound in world
trade. In volume terms, world trade growth accelerated from 4.3 percent in 1998 to 5.1 percent in

                                                
1 In volume terms.
2 CEPAL, Estudio Económico de América Latina y el Caribe 1999-2000. Santiago de Chile.
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1999.3 Commodity prices also began to strengthen in the second half of 1999, although price
increases were concentrated in just a handful of commodities, notably oil.  This fledgling recovery,
combined with a better-than-expected performance of the largest economy in the region – Brazil –
helped to improve LAC macroeconomic and trade performance, but it was not until 2000 that this
began to show clearly in the statistics. In fact, despite the upswing in the second semester, 1999
was the decade’s worst year for the region in terms of GDP growth (0.4 percent, see Annex I, Table
17) and for the first time in the decade, total LAC trade declined.

The first figures for 2000 confirm that the region is finally emerging from the difficult years
following the Asian crisis. Throughout the year, global economic expansion has continued to gain
strength, driven not only by the US economy and Asia’s recovery, but also by robust growth in
Europe. Recent IMF estimates point to the highest world GDP growth in the decade (4.7 percent), a
performance that is pushing trade back onto a fast-growth track.4 According to the World Trade
Organization (WTO), the volume of world trade should grow by 10 percent this year, matching the
best performances of the 1990s.5 On the price front, the picture is less clear, with the behavior of
the main commodity groups varying widely. In the first half of the year, oil prices jumped by 90
percent, whereas non-fuel-commodity prices had a modest 5 percent increase and remained about
20 percent below their 1995-97 level.6

LAC export growth in 2000

This generally more favorable external environment had an immediate positive impact on the Latin
American and Caribbean region, particularly on trade flows. Estimates for 2000, based on
information for the first three quarters of the year, indicate a record export growth of 23 percent,
led by a surge of intra-regional exports, which grew by 26 percent (see Graph 1 below).7 These
figures are consistent with WTO estimates, which also suggest a 23 percent growth for Latin
American exports this year.8  The recovery has been particularly intense in those sub-regions that
were most affected by the crisis: the Andean Community and Mercosur. The former group is
expected to show the region’s highest growth for both total and intra-regional exports, a result
explained mainly by Venezuela’s exports, which received a powerful boost from the oil price hike
(see Graph 2). The latter group is likely to achieve its highest rate of export growth for the decade
(16 percent). Despite the exchange-rate misalignment caused by Brazil’s devaluation in 1999, intra-
regional exports are expected to lead the recovery in Mercosur, growing by 21 percent without
causing major trade imbalances between member countries (see Graph 3).9

For the Central American sub-region, the term “recovery” is less accurate for describing recent
events. First, as mentioned above, this was the group least affected among LAC regions by the
recent economic crisis. Second, estimates for 2000 suggest that CACM exports will remain
                                                
3 IMF, World Economic Outlook, Washington D.C., October 2000.
4 IMF, Op. cit.
5 WTO, International Trade Statistics, 2000.
6 IMF, Op. cit.
7 Comparable import data was not available at the time of writing.
8 WTO, Op. cit.
9 For the period January-October, Argentina maintained a US$ 500 million trade surplus with Brazil (Ministry of
Foreign Trade, SECEX, Brazil).
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surprisingly flat this year (see Graph 4). This result is in sharp contrast to the sub-region’s highly
dynamic behavior observed throughout the 1990s (see the next section for details). Costa Rica, the
largest exporter of the sub-region, seems to hold the key to this sluggish performance. Its exports
this year were hit by a substantial fall in prices affecting both traditional (banana and coffee) and
non-traditional goods (semiconductors). Another LAC “star” performer of the 1990s, Mexico, is
expected to maintain its pace of growth this year, with exports expanding by 24 percent, driven
mainly by the dynamism of NAFTA (see Graph 5).

 Despite its costly legacy of recession, trade disputes and exchange rate volatility, the 1998-1999
crisis seems to have been instrumental in exposing some of the risks and challenges implicit in the
region’s trade revival during the 1990s. It has drawn attention, inter alia, to the risks of an
excessive specialization on commodities, drawbacks of an exchange rate regime that lacks
flexibility, and the need for improved export performance, particularly in markets outside the
region. Each of these points is discussed in the next section. The crisis has also revealed some of
the shortcomings of the brand of open regionalism that has been pursued in the region. It has shown
that the removal of trade barriers is a necessary, but not a sufficient condition for successful
regional integration. It has become clear that issues such as macroeconomic coordination, the rule
of law, institution building and harmonious regulatory frameworks, to name but a few, should be
high on the agenda of any integration effort. Scenarios for the world economy published recently
by the leading multilateral institutions, which in their more optimistic version point to a substantial
slowdown in the growth of both GDP and trade in the coming years, are a powerful reminder of the
urgency to incorporate these hard-won lessons into the region’s overall integration and
development framework.

*The figures for 2000 are estimates based on information for the first three quarters.
Source: IDB Integration and Regional Programs Department.
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*The figures for 2000 are estimates based on information for the first three quarters.
Source: IDB Integration and Regional Programs Department.

*The figures for 2000 are estimates based on information for the first three quarters.
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*The figures for 2000 are estimates based on information for the first three quarters.
Total export growth in 2000 was close to zero.
Source: IDB Integration and Regional Programs Department.

*The figures for 2000 are estimates based on information for the first three quarters.
Source: IDB Integration and Regional Programs Department.
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Ten Years of Trade Liberalization and Regional Integration: What Happened to Trade in
Latin America and the Caribbean?

After decades of trade pessimism and inward-oriented policies in Latin American and Caribbean
countries, trade returned to the core of LAC development policies in the 1990s. LAC governments
abandoned the long-standing goal of minimizing external “dependency” only after the traditional
import-substitution model had exhausted all its growth potential in the region. Not by coincidence,
they did so at a time when trade and foreign investment were bringing extraordinary prosperity to
many other parts of the world. Amidst profound market-oriented reforms, average tariff levels in
the region fell from over 40 percent in the mid-1980s to 12 percent in the mid-1990s, prompting
sizeable increases in both intra and extra-regional trade flows (for details on current tariff levels by
LAC country, see Annex I, Table 15).

Some analysts might be tempted to draw a parallel between the trade revival of the 1990s and the
laissez-faire of the pre-1930s, with an eye on the implications for the composition and direction of
trade in the region. Are LAC countries going back to the highly specialized, resource-based
economic structure of the beginning of the century? Will the North-South type of trade reinforce its
dominance? These are interesting questions, but the experience of the pre-1930s may be of little
help in ascertaining where the future of LAC trade lies. For while economic policy in both periods
was marked by a non-interventionist stance towards trade, economic circumstances both in the
region and worldwide have changed beyond recognition.

First, for all its distortions, import substitution led to a significant structural change towards
industry, most of all in the region’s larger economies of Argentina, Brazil, Chile, Colombia and
Mexico. Behind this shift was not only protection, but also a considerable change in the region’s
factor endowment, driven by the accumulation of capital and skilled labor, which has made a return
to the old pattern of specialization unlikely.10 This point is underpinned by the strong response - in
terms of productivity growth - of the region’s manufacturing sector after trade was opened up.11

Second, unilateral trade liberalization has been accompanied by a new trend of “open” regional
integration that has allowed countries to intensify the removal of trade barriers without the risk of
being dragged into a damaging specialization. Regional integration agreements have been
instrumental in reducing the disadvantages of market size in a world where trade flows are
increasingly determined not only by classical comparative advantages, but also by economies of
scale and scope. They have also given local producers the opportunity to exploit similarities in
regional demand patterns, opening the way for major changes in the region’s direction and
composition of trade.12

                                                
10 Although the case might be different for some small countries where severe diseconomies of scale have prevented
industry from taking off.
11 See , e.g., I. Marshall, “Liberalización Comercial en Chile y su Impacto sobre la Eficiencia Técnica Industrial: 1974-
1986.” Colección Estudios Cieplan No 35, September 1992, pp. 201-245.    J. R Tybout, and M. D. Westbrook, “Trade
Liberalization and the Dimensions of Efficiency Change in Mexican Manufacturing Industries.” Journal of
International Economics 39 (1/2), pp. 53-78. 1995; and M. M. Moreira, “Indústria Brasileira nos Anos 90” in M. M.
Moreira and F. Giambiagi, Economia Brasilera nos Anos 90. BNDES, Rio de Janeiro, 2000.
12 According to Devlin, Estevadeordal, Giordano and Monteagudo, “Open regional markets promote development of
new exports, product differentiation and intra-industry trade, economies of scale, firm level alliances and other
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A third distinctive trait of the recent trade revival lies in the more open and interdependent
character of today’s world economy. Even though the degree of openness is still a matter of debate,
the evidence suggests that the commercial and financial integration of the world economy today is
significantly more pervasive than it was early this century.13 Bordo, Eichengreen and Irwin
(1999)14, for instance, list three indicators to support this argument: a higher share of trade in
tradeable production15; the growth of trade in services; and the rise of production and trade by
multinational firms. Not only has trade become more important, it has also incorporated new
features. Four of them are singled out by Krugman (1995)16: a rise in intra-industry trade; the
ability of producers to break up production geographically; the emergence of countries with high
trade-GDP ratios; and large-scale exports of manufactured goods from low-to-high wage countries.
These new and increasingly important features of world trade suggest that trade can be a much
more powerful engine of growth to the region today then it was nearly a century ago.

A fourth and final point relates to the fact that the recent trade revival has occurred against a
radically different technological background, the full consequences of which are still unfolding. It
is already clear, though, that the “new economy” is reducing the importance of tangible factors of
production – such as labor, capital and natural resources – as a source of comparative advantage by
putting much more emphasis on the acquisition and production of knowledge. This poses new
threats and opportunities not only for the countries of the region but for developing countries as a
whole. According to the World Bank (1999), “To take advantage of these opportunities in a fast
moving global economy, developing countries cannot afford to limit themselves to accumulating
physical capital and educating their people. They must also be open to new ideas and capture the
benefits of technological progress.” 17

Taken as a whole, these new elements, which form the background against which trade has been
recovering in LAC, make the task of predicting future trade patterns in the region much more
complicated than past experiences might suggest. Although it is beyond the scope of this chapter to
provide a comprehensive and definitive answer to this question, we will make some preliminary
attempt by analyzing the growth, direction and composition of the region’s trade in the last ten
years within the given constraints of data availability.

                                                                                                                                                                 
efficiencies that can contribute to growth and enhanced international competitiveness.” See Macroeconomic Stability,
Trade and Integration (mimeo), IDB, 2000, p.8.
13 Some authors argue that integration in the late 19th century was at least as pervasive as it is today. See, e.g. J. Sachs,
and A. Warner, “Economic Reform and the Process of Global Integration.” Brooking Papers on Economic Activity 1,
pp. 1-118, 1995.
14 M. Bordo, B. Eichengreen, and D. Irwin, “Is Globalization Today Really Different from Globalization a Hundred
Years Ago? NBER Working Paper 7195, 1999.
15 Using the US as a proxy for the world economy, M. Bordo et al. (op.cit, p. 7) argue that “Whereas the merchandise
trade to GDP ratio a century ago was roughly comparable to what it is today, trade is now much larger as a share of
tradable production”.
16 P. Krugman, “Growing World Trade: Causes and Consequences”, Brookings Papers on Economic Activity 1, pp.
327-362, 1995.
17 World Bank, “Knowledge for Development”, World Development Report 1998/99, 1999.
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Trade revival in the 1990s

Graph 6 below shows that, between 1990-1999, trade growth in the region (10.8 percent per year in
value terms) outpaced that of the world (6.6 percent) by a large margin as LAC opened up its
economies in search of a new development path.18 Among the sub-regions, the CACM, led by
Costa Rica and El Salvador, was the best performer, particularly in view of the fact that trade was
already an important share of the group’s GDP at the beginning of the decade (see Table 1 below).
Mercosur also performed strongly, while Andean trade growth, and that of Caricom, remained
slightly below the world average. It is worth noting the difference in performance between the LAC
region as a whole and LAC without Mexico. The latter’s extraordinary performance raised the
region’s trade growth by 3 percentage points and also explains NAFTA’s impressive growth
figures.

The immediate impact of this strong trade performance on the structure of the region’s economies
can be seen in Table 1 below. LAC export and import shares of GDP surged, with import shares
almost doubling during the period. Neither the Andean Community nor Caricom followed the
regional trend. In both cases, export shares of GDP declined, while import shares showed no
significant gains. Mercosur, by contrast, witnessed the largest increase in import share (104
percent), a performance, however, that was not enough to remove it from the position of the most
inward-oriented of LAC sub-regions in terms of trade/GDP. This reflects not only structural factors

                                                
18 The annual average rate of growth has been calculated using the Ordinary Least Square (OLS) method. The figures
therefore differ slightly from those presented in Annex I of the Periodic Note, where growth rates are computed using a
different method (see Annex I, Table 1).

* Merchandise extra-regional trade. Average annual growth rates.
Source: IDB Integration and Regional Programs Department.
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such as the large size of its member countries (particularly Brazil), but also the legacy of the most
comprehensive import substitution program in the region.

Table 1 � Selected Trade Openness Measures, 1990-1999 (%)
1990 1991 1992 1993 1994 1995 1996 1997 1998 1999

Imports/GDP
W. Hemisphere 9.9 9.5 10.2 10.5 11.2 11.7 11.9 12.4 12.5 13.3
NAFTA 10.2 9.8 9.3 9.7 9.9 11.0 11.2 11.3 11.9 11.9
LAC 10.1 8.2 10.2 11.3 10.8 12.0 12.3 12.5 14.9 19.7
LAC excl. Mexico 8.0 7.4 10.2 10.7 10.4 11.0 10.8 11.9 11.7 13.8
Mercosur 4.7 4.2 6.3 6.9 7.5 7.6 7.7 8.7 8.6 9.6
Andean Community 12.5 13.7 16.4 16.9 15.3 15.8 15.2 15.8 15.4 12.8
Caricom 36.3 40.2 41.3 35.9 40.5 45.3 39.5 45.5 n.a. n.a.
CACM 24.2 24.6 23.6 26.6 25.8 24.6 27.6 25.4 27.7 33.9
Exports/GDP
W. Hemisphere 8.5 8.3 8.5 8.5 9.4 10.3 10.5 10.8 10.2 10.6
NAFTA 8.1 8.2 8.3 8.2 9.2 10.3 10.5 10.9 10.3 10.3
LAC 12.3 9.9 11.3 11.2 11.6 13.2 13.8 14.0 13.4 17.9
LAC excl. Mexico 11.3 8.8 10.8 10.5 10.5 10.2 10.4 10.6 9.5 13.3
Mercosur 7.5 5.7 7.8 7.8 7.5 7.1 7.0 7.3 7.3 8.9
Andean Community 23.0 18.9 17.1 16.9 17.1 15.8 18.8 17.2 13.5 15.7
Caricom 30.5 28.0 27.4 21.9 32.6 32.0 27.9 28.5 16.9 n.a.
CACM 15.9 16.1 15.5 14.7 15.0 16.5 17.7 17.0 19.8 20.9
Source: IDB Integration and Regional Programs Department.

LAC’s robust trade performance has also boosted its share of total Western Hemisphere trade (see
Table 2 below). The gains are concentrated on the import side, where LAC’s participation rose
from 15 percent in 1990 to a peak of 22 percent in 1997. Despite the Asian crisis, the region’s share
in hemispheric trade remained near the 20 percent level in the closing years of the decade. On the
export side, the gains were minimal and without Mexico, LAC would have finished the 1990s with
a lower share of total hemispheric exports, reflecting the strong negative impact of the Asian crisis
on both the Andean Community and Mercosur.

As mentioned earlier, regional agreements have played a key role in LAC’s trade revival in the
1990s. As Graph 7 below shows, intra-regional trade (trade among countries of the same region,
measured by imports) grew faster than extra-regional trade (trade between countries of the region
and the rest of the world) for the LAC region as a whole and for all sub-regions. The difference in
performance was particularly pronounced for Mercosur and the Andean Community, where intra-
regional trade grew more than twice as fast as extra-regional trade. For LAC as a whole, the
difference was less pronounced, mainly because of the NAFTA effect (Mexico’s exports to and
imports from NAFTA are reported as extra-regional). If we leave Mexico out of the LAC
aggregate, the gap between intra and extra-regional trade performance widens considerably.



The fact that both extra and intra-regional trade boomed during the period seems to allay fears that
the proliferation of regional agreements would result in huge trade diversion costs. Moreover, the
increased dynamism of intra-regional trade seems to support the argument that open regionalism
has been an effective way of speeding up trade liberalization, thus maximizing the gains from trade
while minimizing welfare-reducing dislocations.

Table 2 - Share of Western Hemisphere Trade by Regional Agreement, 1990-1999 (%)
1990 1991 1992 1993 1994 1995 1996 1997 1998 1999

Exports
NAFTA 84.9 85.9 85.8 85.9 86.0 85.9 85.6 85.9 87.1 88.1
USA 58.7 60.5 60.3 59.2 59.7 58.8 58.1 58.4 58.7 57.2
LAC 21.5 20.6 20.8 21.3 21.3 22.2 23.3 23.5 23.0 23.2
LAC excl. Mexico 15.1 14.1 14.2 14.1 14.0 14.1 14.4 14.1 12.9 11.9
Mercosur 7.3 7.0 7.2 7.4 7.2 7.1 7.0 7.0 7.0 6.1
Andean Community 5.0 4.4 4.0 4.0 4.0 3.8 4.3 4.0 3.3 3.6
Caricom 0.7 0.6 0.6 0.4 0.6 0.6 0.5 0.5 0.3 n.a.
CACM 0.6 0.7 0.7 0.7 0.6 0.7 0.7 0.7 0.9 0.9
Imports
NAFTA 91.0 89.6 88.7 88.4 88.3 86.6 86.8 86.1 87.1 90.2
USA 69.4 67.1 66.5 66.7 66.3 65.7 65.6 64.2 64.0 66.9
LAC 15.0 17.3 18.8 18.8 19.4 19.8 20.4 22.0 21.7 19.1
LAC excl. Mexico 9.0 10.4 11.3 11.6 11.7 13.4 13.2 13.9 12.9 9.8
Mercosur 3.9 4.5 4.9 5.3 6.0 6.7 6.9 7.3 6.7 5.2
Andean Community 2.3 2.8 3.2 3.2 3.0 3.4 3.0 3.2 3.1 2.3
Caricom 0.7 0.8 0.7 0.6 0.6 0.7 0.6 0.7 0.5 n.a.
CACM 0.9 0.9 1.1 1.1 1.0 1.1 1.0 1.1 1.3 1.2
Source: IDB Integration and Regional Programs Department.
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Balanced trade?

 As one would expect, the figures for total trade do not tell the whole story. An important aspect of
LAC trade performance in the 1990s is concealed behind these data: the difference between export
and import responses to the new trade regime. As Graph 8 shows, LAC imports grew faster than
exports during the 1990s (12 percent against 9.7 percent), by a margin which appears relatively
small when one looks at the aggregate figures but which was significant in most sub-regions.19

Once again, Mexico’s performance blurs the picture. If Mexico is excluded from the LAC total, the
growth of LAC imports turns out to be twice that of exports, despite the favorable movements in
the region’s terms of trade during the decade (Graph 9). This result mirrors the performance of all
LAC sub-regions except CACM (again led by Costa Rica and El Salvador), where exports grew
faster than imports by a small but significant margin.
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re at least two important aspects involved in these discrepancies: the issues of destination
position. Taking each of them in turn, Graph 10 reports annual growth rates for extra and

gional exports plus selected benchmarks. While LAC intra-regional exports performed
an “World”, Asian and Developing Country exports, its extra-regional exports performed
orse, except in the case of the CACM and Mexico. Excluding Mexico, LAC extra-regional

 grew by only 5.1 percent, even below the World total. Thus, to understand why LAC
 did not perform any better during the past decade, one must focus on extra-regional
.

                                    
nual average rate of growth has been calculated using the Ordinary Least Square (OLS) method. The figures
 differ slightly from those presented in Annex I, where growth rates are computed using a different method
ex I, Table 1).
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Graph 9 -  Terms of Trade of Selected Groups, 1990-1999 (1995=100)
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Table 3 below shows developments in the composition of exports.20 Taking, first, the region as a
whole, there is no sign of an across-the-board de-industrialization, which would force LAC
countries back to the old pattern of specialization. In fact, the share of manufacturing goods in total
exports remained quite stable during the period. The picture for the sub-regions does not show any
marked swing, except for the CACM and Mexico (not shown in the table), where manufactured
exports substantially increased their share in total exports.21

Although more disaggregated data would be needed to clarify this issue, the lack of structural
change suggests that, if, on the one hand, de-industrialization did not occur, on the other, progress
in export diversification, above all in reducing dependence on traditional commodities, appears to
have been modest except in Mexico and the CACM. Even in Chile, often quoted as a success story
of liberalization processes, the share of manufactured goods remains below the 15 percent mark.
According to the IMF, “The low incomes and poor performance of commodities exporters [in
1998-2000] underscore the importance of export diversification as long-term objective, provided
diversification comes in areas of comparative advantage and is commercially viable.”22 This piece
of advice seems to assume even greater relevance in the light of the new technological paradigm
mentioned above.

Table 3 - Share of Manufactured Goods in Total Exports, 1989-1999 (%)
1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999

Mercosur 48.5 44.5 46.7 48.5 51.3 41.3 39.6 38.3 40.2 41.3 40.7
Andean Community 14.6 13.5 15.5 16.0 19.1 15.6 16.7 13.9 14.8 18.8 15.5
CACM 24.0 23.3 24.5 26.4 28.0 27.1 24.8 27.6 27.0 43.1 52.0
NAFTA 66.7 69.7 71.2 72.4 73.9 73.4 72.7 73.3 75.6 77.8 n.a.
LAC 43.5 40.3 44.0 46.5 50.3 45.7 45.5 45.3 47.8 54.8 56.7
LAC excl. Mexico 34.5 30.4 32.5 35.1 38.0 30.3 29.1 26.4 27.8 32.4 31.2
Source: IDB Integration and Regional Programs Department.

Beyond a low level of export diversification into new products, it also appears that the goods
already exported in the early 1990s have performed rather badly, particularly in extra-regional
markets. Graph 11 shows figures for the growth of LAC manufactured exports. The picture is
similar to that of exports as a whole: exceptional performances by Mexico and the CACM and
rather less impressive figures for the other sub-regions, which lagged behind both the developing
countries as a group and some of the high-performing Asian economies (China, Hong Kong,
Indonesia, Korea, Malaysia, Singapore and Thailand). The achievements of Mexico and the CACM
were enough to raise LAC’s share of world manufactured exports from 2.5 to 3.4 percent, helping it
to regain some of the ground lost to Asia since the 1960s (Table 4). Mercosur and the Andean
Community, however, saw their low share remain stable or shrink even further.

                                                
20 Due to lack of adequate data for Caricom, and in order to avoid the risk of painting a distorted picture of the
composition of trade, this sub-region was not included in the table.
21 In Mexico, the share of manufactured goods in total exports rose from 58 percent in 1989 to 71 percent in 1998.
22 IMF, World Economic Outlook, p. 112, Washington, 2000.
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Tables 5 to 8 bring back the regional component into the discussion and reinforce the point that
extra-regional exports explain LAC’s mixed export performance. Clearly, the best sub-regional
performers were those that managed to expand manufactured exports in both regional and extra-
regional markets. The CACM, taking advantage of trade preferences in the US market, and Mexico,
benefiting from NAFTA, are cases in point (see Tables 7 and 8). In the other sub-regions, however,
manufactured exports performed poorly in extra-regional markets. One may conclude that, if it
were not for regional markets, which more than doubled their share in total manufactured exports,
sub-regions such as Mercosur and the Andean Community would have shown little or no growth in
manufactured exports, raising the specter of a damaging specialization in commodities, a
destabilizing trade deficit and threats of protection. In other words, the absence of regional
integration could have endangered the whole process of trade liberalization. This line of reasoning
underscores the argument that regional integration tends to be instrumental in allowing deeper trade
liberalization without hurting sectors that might be crucial for a country’s export growth.

Graph 11 - Growth of Manufactured Exports, 1990-1999*
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Source: IDB Integration and Regional Programs Department.
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Table 4 - Selected Regional Shares of World Manufactured Exports, 1989-1998 (%)
1989 1990 1991 1992 1993 1994 1995 1996 1997 1998

Mercosur 1.0 0.8 0.8 0.9 1.0 0.8 0.7 0.7 0.8 0.8
Andean Community 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2
CACM 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.1 0.1 0.1
NAFTA 15.3 14.9 15.4 15.3 16.1 16.6 15.9 16.5 17.9 18.3
LAC 2.5 2.2 2.3 2.4 2.7 2.6 2.6 2.8 3.1 3.4
LAC excl. Mexico 1.4 1.2 1.2 1.2 1.4 1.1 1.0 1.0 1.1 1.1
Source: IDB Integration and Regional Programs Department, based on own and World Bank data.

Table 5 - Direction and Growth of Manufactured Exports: Mercosur, 1990-1999
1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 90-99*

Direction (% of total manufactured exports)
Western Hemisphere 52.2 53.9 60.4 65.2 69.3 67.8 70.3 73.2 75.1 72.8 66.0
Mercosur 10.5 14.3 19.5 23.5 27.8 29.8 34.2 38.0 38.5 31.3 26.7
European Union 22.5 20.3 18.3 14.6 17.5 18.0 16.2 14.4 15.4 17.3 17.5
Asia1 10.8 11.4 9.2 8.5 4.8 6.0 6.0 4.8 3.0 3.7 6.8
Rest of World 14.5 14.4 12.1 11.7 8.4 8.2 7.5 7.6 6.4 6.3 9.7

Growth (%)
Western Hemisphere -9.7 7.2 27.9 22.4 -1.8 6.4 6.8 20.2 3.9 -12.7 8.9
Mercosur 6.5 41.1 56.2 36.4 9.1 17.0 17.9 28.4 2.7 -26.7 20.8
European Union 6.6 -6.1 2.7 -9.3 10.8 11.6 -7.4 2.8 8.3 0.8 1.8
Asia1 -7.5 9.1 -8.0 5.4 -48.0 36.8 2.0 -7.9 -35.4 10.1 -8.0
Rest of World -22.9 2.9 -3.8 9.7 -33.8 6.5 -5.7 15.9 -13.6 -12.4 -5.7
* Average growth rates are computed using the OLS method.
1 Hong Kong, Korea, Singapore, Taipei-China, Indonesia, Malaysia, Philippines, Thailand and Japan.
Source:  IDB Integration and Regional Programs Department.

Table 6 - Direction and Growth of Manufactured Exports: Andean Community, 1990-1999
1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 90-99*

Direction (% of total manufactured exports)
Western Hemisphere 70.5 72.4 79.3 82.5 83.9 81.9 83.6 86.6 88.6 89.3 81.9
Andean Community 14.5 19.4 27.7 33.3 36.2 40.0 38.5 41.6 42.2 32.0 32.6
European Union 15.2 14.1 11.8 8.4 8.8 8.3 9.0 7.7 7.0 6.1 9.7
Asia1 5.6 4.7 3.5 4.2 3.7 4.4 3.1 1.9 1.2 1.4 3.4
Rest of World 8.8 8.8 5.4 4.9 3.6 5.3 4.3 3.9 3.2 3.3 5.1

Growth (%)
Western Hemisphere 21.3 8.4 9.0 28.6 -2.4 17.3 1.2 15.3 5.3 -7.3 9.7
Andean Community 17.9 41.2 41.7 48.6 4.3 32.8 -4.6 20.3 4.6 -30.3 18.5
European Union 20.4 -2.0 -16.5 -12.7 0.6 13.9 7.7 -5.1 -5.8 -20.1 -2.3
Asia1 10.0 -11.7 -25.1 46.2 -14.6 42.9 -30.6 -32.5 -33.7 4.9 -7.9
Rest of World 9.7 6.0 -39.4 13.5 -30.5 79.6 -20.9 1.3 -15.0 -6.6 -4.3
* Average growth rates are computed using the OLS method.
1 Hong Kong, Korea, Singapore, Taipei-China, Indonesia, Malaysia, Philippines, Thailand and Japan
Source: IDB Integration and Regional Programs Department.
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Table 7 � Direction and Growth of Manufactured Exports: CACM, 1990-1999
1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 90-99*

Direction (% of total manufactured exports)
Western Hemisphere 95.0 95.7 96.3 96.6 96.3 94.6 92.4 93.3 83.6 79.0 92.3
CACM 48.7 52.6 59.8 55.3 52.5 54.6 45.3 48.8 29.0 22.5 46.9
European Union 3.2 2.4 2.1 1.7 2.3 3.2 5.4 4.0 7.3 12.7 4.4
Asia1 0.3 0.2 0.2 0.6 0.4 0.4 0.4 0.4 5.6 5.7 1.4
Rest of World 1.5 1.7 1.4 1.1 1.0 1.8 1.8 2.3 3.5 2.6 1.8

Growth (%)
Western Hemisphere 9.2 12.1 18.7 11.7 8.5 11.6 23.2 4.9 78.8 23.7 18.5
CACM 10.9 20.2 34.0 3.0 3.2 18.3 4.6 11.9 18.5 1.7 11.7
European Union 71.7 -18.5 7.1 -12.6 50.6 57.9 111.0 -23.1 264.1 126.3 42.2
Asia1 11.2 0.3 4.0 245.7 -37.9 21.5 23.3 5.7 2755.5 33.3 64.9
Rest of World -25.6 21.6 -3.6 -14.2 1.7 101.6 28.7 31.7 205.5 -3.3 31.6
* Average growth rates are computed using the OLS method.
1 Hong Kong, Korea, Singapore, Taipei-China, Indonesia, Malaysia, Philippines, Thailand and Japan
Source:  IDB Integration and Regional Programs Department.

Table 8 � Direction and Growth of Manufactured Exports: NAFTA, 1990-1998
1990 1991 1992 1993 1994 1995 1996 1997 1998 90-98*

Direction (% of total manufactured exports)
Western Hemisphere 50.3 49.8 52.4 54.6 56.2 55.0 55.5 56.9 59.2 49.0
NAFTA 45.1 44.1 45.9 48.2 49.7 48.0 48.8 49.7 52.2 43.2
European Union 21.4 21.2 19.6 17.0 16.6 16.7 16.0 15.9 16.7 16.1
Asia1 15.1 15.2 14.5 14.9 17.8 19.5 19.1 18.1 14.7 14.9
Rest of World 13.2 13.8 13.5 13.6 9.4 8.8 9.5 9.0 9.4 10.0

Growth (%)
Western Hemisphere 17.7 6.3 13.3 10.9 20.8 12.1 9.6 16.6 6.9 12.8
NAFTA 18.9 5.0 12.1 11.7 21.1 10.8 10.2 15.8 7.9 12.6
European Union 10.9 6.6 -0.7 -7.7 15.2 14.7 3.8 13.6 7.9 6.5
Asia1 11.5 7.8 2.9 9.1 40.5 25.4 6.0 8.1 -16.6 12.9
Rest of World 2.4 12.5 5.7 6.7 -18.9 8.0 16.2 8.8 6.8 3.9
* Average growth rates are computed using the OLS method.
1 Hong Kong, Korea, Singapore, Taipei-China, Indonesia, Malaysia, Philippines, Thailand and Japan
Source:  IDB Integration and Regional Programs Department

Why a mixed export response?

While the question of what causes an export boom is far from settled, some issues seem to
command a broad consensus. First, a relatively slow response of exports to trade liberalization is
not regarded as abnormal. Exporters tend to respond to liberalization much slower than importers
because they face higher fixed capital, informational and distribution costs, while importers can
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usually count on well-established international distribution and information networks, and more
footlose capital requirements. In the medium term, exports are nevertheless expected to catch up,
given the incentives accruing from lower protection, higher productivity, wider access to inputs and
vintage capital goods at international prices, and the real exchange rate devaluation produced by a
higher demand for foreign currency.

Second, few dispute the fact that a stable macroeconomic environment - particularly one of low
inflation and stable real exchange rates - is a necessary, though not sufficient, condition for strong
export performance. Devlin et al. (op. cit.), working with a large and representative sample of
developing countries (1981-95 period), found that exchange rate volatility has a negative impact on
both imports and exports. According to the authors, a one-percent increase in volatility tends to
reduce trade by between one and two percent. It is worth noting, though, that support for stability
does not necessarily mean support for rigidity. A country might improve its trade performance if its
exchange rate regime is flexible enough to accommodate external shocks. Exchange rate stability is
good for trade and particularly for exports, but only as long as it reflects the fundamentals of the
currency market and productivity growth.

Third, exports, notably in developing countries, tend to be affected by informational and financial
market failures, which require policy and institutional responses. Exporting is a highly information-
intensive activity, especially in terms of business opportunities. From the firms’ point of view, the
process of obtaining information is rather costly, especially for those companies that are not part of
a multinational network. The social cost of this process, however, tends to be much lower since it
generates externalities for several other firms. Firms, then, tend to underinvest in information
seeking which, in turn, can lead to a level of exports below the country’s potential. Likewise, the
lack of appropriate finance in underdeveloped and macro-constrained capital markets can be a
major obstacle to the expansion and diversification of exports, particularly for those high-unit-value
goods that are usually sold on long-term credit. 23

The region’s mixed export performance reflects the differences among LAC countries and sub-
regions in the timing and progress made on their road to a new trade regime, as well as differences
in the ability to address effectively the above-mentioned issues of macroeconomic stability and
market imperfections in exporting. It is beyond the scope of this chapter to provide a detailed
analysis of how countries and sub-regions have performed in this regard. Yet it seems quite clear
that Chile, Mexico and the CACM (clearly driven by Costa Rica and El Salvador) are well ahead of
the rest of the region not only in terms of opening up their economies, but also in the experience
exporters have accumulated in this new environment. In this sense, they have moved further along
the learning curve and are therefore reaping greater benefits from liberalization. This conclusion
also seems to apply to macroeconomic stability, although it was not until 1995 that Mexico
managed to stabilize its economy and, in this regard, the CACM is far from being a homogenous
group. The experience of these countries and sub-regions is also suggestive of the power of “north-
south” preferential trade agreements in boosting export-related foreign direct investment (FDI) and,
therefore, export diversification.

                                                
23 See R. Sucupira and M. M. Moreira, “Development, Exports and Trade Finance: Brazil’s recent experience.” In G.
Hufbauer, Exi-Im Bank in the 21st Century; A new Approach? Institute for International Economics. Forthcoming.
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A brief look at the behavior of the region’s real exchange rate against the dollar (RER) during the
decade offers a hint at how well LAC sub-regions have fared on the criterion of macroeconomic
management. As can be seen in Graph 12, both Mercosur and the Andean Community did not have
an exchange rate regime flexible enough to adjust to the major external shock produced by
dramatic trade liberalization. As a result, the real exchange rate suffered a sharp appreciation at a
time when a devaluation could have boosted exporters’ response and stimulated production of
import substitutes. Later on in the decade, the mismatch between the fundamentals of the currency
market and exchange policy led to intense volatility, which hurt intra-regional exports particularly
hard.

The CACM also experienced a sizeable appreciation in its RER, but it was not as large as that of
Mercosur and the Andean Community and it did not affect the most successful exporter of the
group, Costa Rica, whose RER remained stable during the whole period. Moreover, these countries
had preferential access to the booming US market. It is also worth noting that since the Central
American economies were already fairly open in the early 1990s in terms of their trade/GDP ratio,
the external shock produced by greater openness did not require major swings in their real
exchange rates. Mexico’s macroeconomic and trade performance, as mentioned before, improved
only after the exchange rate was floated in 1995, which helped it to fully exploit the benefits
offered by NAFTA. This adjustment in Mexican policy, in conjunction with the devaluation of the
Canadian dollar, explains the changes in NAFTA’s RER after 1995. Finally, Caricom’s experience
shows that a devaluation per se is not a sufficient condition for strong export performance when
other ingredients, particularly the ability to remedy market failures in exporting, are missing.

* Regional rates are weighted averages based on export shares.
Note: Due to data availability Caricom excludes Suriname, Antigua and Barbuda and Guyana and the CACM
excludes Nicaragua.
Source: IDB Integration and Regional Programs Department.
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On addressing export-related market failures, the empirical evidence is very limited and more
research is needed on this subject. Yet, if there are major lessons to be learned, it seems that they
come once again from Mexico and the CACM. Their experience suggests that greater integration
with the developed world can bring major benefits - including more balanced trade - if the
macroeconomic and institutional environment is efficient enough to attract export-oriented FDI.
The integration-cum-FDI paradigm is far from free of pitfalls and is not the only one available, as
some of the East Asian economies, notably Korea and Taiwan, have already demonstrated. Yet it
seems to be a way of overcoming informational and financial imperfections that are not as binding
to foreign affiliates as they are for local producers.

Mercosur also offers relevant lessons that might point towards alternative integration strategies.
Brazil’s experience in establishing its Eximbank has been particularly successful in promoting the
diversification of exports towards high-unit value products such as technology-intensive capital
goods, cars and airplanes, among others.24 It has also been working on promising institutional
arrangements to promote small and medium-sized firm exports, mentioned by some as the
cornerstone of an export boom25. These lessons nevertheless seem to have been somewhat
overshadowed by the bloc’s recent macroeconomic difficulties.

Summing up

The 1990s have witnessed a complete overhaul of LAC national and sub-regional trade regimes,
leaving behind a long-standing drive for self-sufficiency.  Market-friendly reforms have brought
trade back to the core of the region’s development strategy, raising new challenges and
opportunities for its economies. Despite policy similarities, the laissez-faire of the pre-1930s seems
to offer limited guidance as to the implications of this new strategy for the composition and
direction of LAC trade. The circumstances of both the regional and the world economy have
changed beyond recognition, making a return to the old patterns of specialization an unlikely result.
Among the factors shaping the new economic environment, at least four deserve special attention:
the changes in the region’s factor endowment; a new trend of open regionalism; the more open and
interdependent character of the world economy in the 1990s; and a radically distinct technological
environment that places significant emphasis on the acquisition and production of knowledge.

The analysis of the growth, direction and composition of LAC trade in the 1990s tends to support
this argument and reveals some of the costs and benefits faced by the region in this new
environment. The data shows that LAC trade growth outpaced that of world trade by a large
margin, substantially raising the share of trade in the region’s GDP. It also reveals the important
role played by the regional agreements in this trade revival. Intra-regional trade grew faster than
extra-regional trade for the region as a whole and for all LAC sub-regions. The fact that both extra

                                                
24 See for details R. Sucupira, and M. Moreira op. cit.
25 M. J. Roberts, T. A. Sullivan and J. R. Tybout  “What Makes Exports Boom? Evidence from Plant-Level Panel
Data.” Paper prepared as part of the World Bank research project “Micro Foundations of Successful Export
Promotion”,  Washington. DC, December 1995.



21

and intra-regional trade boomed during the period seems to allay fears that the proliferation of
regional integration agreements would result in huge trade diversion.

Another important part of the region’s trade story in the 1990s emerges when exports and imports
are analyzed separately: for the majority of LAC countries and sub-regions, import growth far
outpaced that of exports. Two important conclusions emerge from the above analysis. First, LAC
exports could have performed much better if growth in extra-regional exports had been less
sluggish. Second, the region witnessed only modest gains in terms of export diversification. In fact,
if it were not for regional markets, which more than doubled their share in the region’s total
manufactured exports, the region might have witnessed a damaging specialization in commodities,
bigger trade deficits and increased protection. The notable exceptions to these trends were Mexico
and the CACM.

LAC’s mixed export performance can be attributed, first, to differences among countries and sub-
regions in the timing and nature of trade liberalization (with access to trade preferences playing a
key role) and, second, to differences in the degree to which countries and regions have addressed
the issues of macroeconomic stability and market imperfections in exporting. The experiences of
the CACM and particularly of Mexico suggest that the integration-cum-FDI strategy can be very
effective in allowing countries to enjoy the benefits of free trade without having to face counter-
productive specialization or destabilizing trade deficits. This, however, does not rule out alternative
integration strategies, the elements of which can be found in some of the other sub-regions.

LAC Export Behavior: Concentration and Dynamism

The above analysis of LAC trade in the 1990s made some reference to the behavior of
manufactured exports and the important role played by regional markets as destinations for such
products, but did not go into much detail about the characteristics of the products exported by LAC.
The classification of exports as manufactured or non-manufactured goods can be complemented by
other types of indicators that shed further light on the region’s export behavior. In this section,
using the CAN-2000 program26, we focus our analysis on the degree of concentration and
dynamism of exports, while also making some reference to their composition.

Concentration and composition of exports

A recurrent problem for LAC export performance has been the concentration of its exports in a few
basic or manufactured products. Since export diversification is a strategy for reducing the risks
associated with large supply and demand variations, we will first look at the degree of
concentration of exports and how it has changed over time in the region.
                                                
26 The CAN-2000 program, developed by the UN Economic Commission for Latin America and the Caribbean
(ECLAC), allows for the construction of a number of useful trade-related indicators. In addition to a methodology for
analyzing the countries’ competitiveness (Competitiveness Analysis of Nations, CAN), CAN-2000 contains a large
database of exports by country between 1986 and 1998 at the 2, 3 and 4- digit levels of the Standard International Trade
Classification (SITC). Throughout this section, annual data is calculated using three-year moving averages in order to
minimize the impact of atypical observations.
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Table 9 shows the cumulative share of the five main export products by LAC sub-group, for a
sample of LAC countries, and for selected Asian countries in 1990 and 1998.  The data is broken
down to the 3-digit level of the Standard International Trade Classification (SITC)27. As the table
illustrates, Latin America saw a slight decrease in its degree of export concentration during the
1990s, with the five main exports reducing their share of total exports by six percentage points
(from 28 to 22 percent). All sub-groups followed this trend, with Caricom exhibiting the steepest
fall in the degree of concentration. Mexico and Costa Rica, the two most active countries in our
sample, have also seen a significant decline in the concentration of their main exports over the
same period. This was no doubt fuelled by preferential access to the US market, growth in the
textile and electronics maquilas and - in Mexico - the development of a large, export-oriented
automobile industry. The Andean Community, Mercosur and particularly the CACM (despite Costa
Rica’s favorable performance) saw only a modest degree of diversification over the same period.

Table 9 - Concentration of Exports
(Share of top five export products in total exports)

1990 1998
Country / Group
Latin America 27.8 22.2
Caricom 55.5 43.7
Andean Community 63.3 55.8
CACM 53.3 51.7
Mercosur 24.2 21.9

Argentina 30.1 34.5
Brazil 29.1 25.2
Chile 65.3 59.5
Colombia 63.9 59.8
Costa Rica 61.6 52.0
Mexico 37.0 29.4
Dominican Republic 44.7 49.8

Asian Tigers 22.1 37.3
Other Asia 30.9 35.3

Asian Tigers: Korea, Hong Kong, Singapore, Taiwan.
Other Asia: Philippines, Indonesia, Malaysia, Thailand.
Level of disaggregation: 3 digits of the SITC.
Source: IDB Integration and Regional Programs Department, based on CAN2000, ECLAC.

Looking at the specific composition of the principal exports, we find that in 1998 these included
fruits and nuts (SITC 057) for Chile, the CACM and the Andean Community; petroleum oils (SITC
333) for Mexico, the Andean Community and Caricom; followed by passenger motor vehicles

                                                
27 Note that the degree of concentration of the export basket can be very sensitive to the level of aggregation of data
used for the analysis.
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(SITC 781) for Mexico and Mercosur; and undergarments, knitted or crocheted (SITC 846) for the
Dominican Republic, the CACM and Caricom. At the beginning of the decade, fruits and nuts, oils,
coffee and minerals (raw materials) were also among the main exports of these sub-groups, but
there were fewer manufactures such as textiles or automobiles. In contrast, in some non-LAC sub-
groups (such as the “Asian Tigers”, formed by Korea, Hong Kong, Singapore, and Taiwan; and
“Other Asia”, including the Philippines, Indonesia, Malaysia and Thailand), the main exports in
1998 comprised a wider range of labor-intensive manufactures as well as machinery and precision
instruments, including lamps (SITC 776), telecommunications equipment, accessories and parts
(SITC 764), and automatic data generating machinery and its units (SITC 752). It is worth
remembering that both Asian sub-groups already exhibited a high degree of concentration in
manufactures at the beginning of the 1990s.

The above comparison of export composition in the early and late periods of the sample shows
some variation over time in LAC export concentration. A more detailed look beyond the five
principal exports supports this finding. The economic theory of comparative advantage provides a
possible explanation for the changing composition of a country’s exports. With a change in the
relative intensity of the factors with which a country is endowed (natural resources, labor, and
physical and human capital), the country’s international comparative advantage changes as well.
For example, developing countries relatively well endowed with labor or natural resources (Latin
American countries) will tend to concentrate their exports in labor or natural resource-intensive
goods, but as their endowment in other factors – human and physical capital - increases, exports
based on these factors will increase as well. In this respect, the data shows that although the weight
of unprocessed natural resource products is still high in the total exports of certain sub-groups
(Chile, Andean Community), over time the weight of manufactures that are relatively intense in
factors other than natural resources (like labor) has increased. Several recent studies provide
additional evidence of the slowly changing composition of exports in the region. The August 1998
issue of our Periodic Note, for example, showed the increasing share in total LAC exports of
manufactures based on natural resources, resulting in a declining relative importance of
unprocessed natural resource products. All this evidence sheds light on the evolving nature of
comparative advantage in Latin America.28

Nevertheless, it must be noted that the time period used in the analysis may be too short for the
endowment changes to take place and/or to effectively affect the composition of exports. The
general liberalization of international trade, and the subsequent availability of cheaper intermediate
and capital goods, may also explain the increased competitiveness of the region’s manufactures.
Preferential access to a foreign market can also significantly change a country’s export
composition. Measures to attract FDI to the region, and the increased number of export-oriented
maquilas (particularly in Mexico and the CACM) also played a significant role.

                                                
28 A common indicator used to evaluate a country’s comparative advantage is the Revealed Comparative Advantage
Index (RCA) developed by B. Balassa. This indicator is the ratio between a product’s share in an importing country’s
total imports and the exporting country’s overall share in the imports of that country (values bigger than 1 for a given
product suggest a comparative advantage in that product). At the 2-digit level SITC, an analysis based on the
construction of RCA indexes showed that all the sub-groups are highly specialized in exports of natural resources and
manufactures based on them as well as in labor-intensive manufactures.
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Degree of dynamism of exports

The CAN-2000 methodology for analyzing a country’s competitiveness assumes that there is a
more dynamic demand for goods that incorporate technological progress (key to developing a
country’s competitiveness) than for other goods. In this section, we use the same criterion to
classify products according to the degree of dynamism in their demand, and, on this basis, analyze
the countries’ international positioning, which will be more successful the more dynamic the
exported products are. It is possible to classify Product A exported by Country B in one of four
categories, according to two criteria: Product A’s share in total world imports (demand for Product
A), and its share in Country B’s total exports. Thus, using CAN-2000 categories, we can say that,
with respect to Country B, Product A is:

•  a rising star if it increases its share both in the country’s total exports and, at the
same time, in total world imports;

•  a falling star if the product increases its share in the country’s exports but its share
in total world imports is decreasing;

•  a lost opportunity if the product decreases its share in the country’s exports but faces
an increasing share in total world imports;

•  in retreat if the product decreases its share in the country’s exports as well as in
world imports.

The degree of dynamism of a product is measured as the change in its share in total world imports.
Thus, “rising stars” and “lost opportunities” are the “dynamic products”, those for which world
demand is increasing in relative terms. The “stagnant products” are those products whose share in
total world imports is decreasing: the “falling stars” and the “retreats”. Ideally, a country would
want to diversify its trade by increasing the weight of dynamic products in total exports, since its
competitiveness will increase along with the proportion of products for which there is a growing
demand in the global market.  A situation where products that are losing global dynamism are
increasing their share in a country’s exports - the “falling stars” – could be of concern because it
renders the country more vulnerable (in addition to the fact that these products are often those that
incorporate less advanced technology). With regard to those products that are losing ground in the
country’s exports, the situation will be more serious if it happens with dynamic products (“lost
opportunities”) than if demand for these products has also stagnated at the global level  (“retreats”).

For each sub-group of the sample, Table 10 shows the share of total exports for each of the product
categories described above for two periods: 1987-1992 and 1993-1998. The first characteristic that
stands out is LAC’s high dependency on stagnant products. Although this dependency has
diminished considerably between the two periods under consideration (from almost 70 percent to
just over 60 percent) it still remains quite high compared to other regions, especially the East Asian
“Tigers”, which, despite unfavorable developments in recent years, continue to have exports with a
low concentration in stagnant products (36 percent).

For LAC sub-groups, the trend is similar to the LAC average, with all sub-groups increasing the
share of dynamic goods in their total exports, albeit from a relatively modest base. The Andean
Community and Caricom showed relatively high dependency on exports of stagnant products - 78
and 71 percent, respectively - revealing a rather vulnerable international trade position. In Mercosur
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and the CACM, the share is about 50 percent, much closer to the 40 percent of the “Other Asia”
sub-group. Although detailed country-by-country data is not included, it is important to highlight
that Mexico, followed closely by Costa Rica, is the LAC country with the most dynamic exports
according to the criteria under consideration.  This suggests that the dynamism of LAC exports
would have been much lower if Mexico had been excluded from total LAC figures.

Table 10 also shows that during the first period, the products with increasing participation in the
LAC export basket (53 percent) were divided almost equally between those with dynamic demand
in the world market and those with stagnant demand. During the second period the same category
comprised 49 percent of total exports, two-thirds of which increased their share in international
trade (growing demand) and only one-third decreased their share while their share of exports in the
group increased.  This increasing share of “rising stars” and declining share of “falling stars”
between the two periods - an indicator of greater dynamism in exports - is the same for all
subgroups except the Andean Community. In the latter group, the share of “rising stars” in total
exports declined from 11 percent to only 9.5 percent. Another sign of the difficult export situation
in the Andean Community is that in the second period, the share of products characterized as “lost
opportunities” grew with respect to the first period.

Not surprisingly, a similar conclusion can be reached to the one outlined in the previous section of
this chapter, where it was found that –compared to the LAC average– Mexico and the CACM
experienced a relatively large increase in the share of manufactured goods in their total exports
(linked in large part to their high dependence on the US market).  Although not all manufactured
goods necessarily face increasing demand in the world market, the data revealed a clear correlation
between both phenomena. A possible explanation of why LAC countries tend to concentrate their
exports in less dynamic products may lie in their comparative advantage in basic products, as
mentioned above. The demand for these basic products typically has an income-elasticity29 lower
than that of manufactures. Since the world economy is growing, the demand for manufactured
goods grows faster than for these basic goods. Another related explanation lies in the characteristics
of the new technological framework in which production and trade now takes place, and where the
emphasis is on linking production factors to human capital formation and to the acquisition of new
ideas and knowledge. Products that use these production factors more intensively incorporate a
higher value added and face a more dynamic and increasing world demand. As mentioned
previously, LAC countries must participate fully in this new framework in order to capture the
benefits of increased information and knowledge acquisition.

                                                
29 Sensitivity of demand to increasing income.
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Table 10 � Degree of Dynamism of LAC Exports

LATIN AMERICA
Dynamic and Stagnant Products 1987-92 and

1993-98
(% of exports in the final year)

CARICOM
Dynamic and Stagnant Products 1987-92 and

1993-98
(% of exports in the final year)

Rising Stars Falling Stars Rising Stars Falling Stars
First Period: 27.0 First Period: 25.6 First Period: 17.0 First Period: 44.3
Second Period: 30.3 Second Period: 18.3 Second Period: 23.0 Second Period: 39.7

Lost Opportunities Retrogression Lost Opportunities Retrogression
First Period: 3.9 First Period: 43.5 First Period: 5.0 First Period: 33.4
Second Period: 8.2 Second Period: 43.2 Second Period: 6.3 Second Period: 31.1

Dynamic Goods Stagnant Goods Dynamic Goods Stagnant Goods
First Period: 30.9 First Period: 69.1 First Period: 22.0 First Period: 77.7
Second Period: 38.5 Second Period: 61.5 Second Period: 29.3 Second Period: 70.8

CACM
Dynamic and Stagnant Products 1987-92 and

1993-98
(% of exports in the final year)

MERCOSUR
Dynamic and Stagnant Products 1987-92 and

1993-98
(% of exports in the final year)

Rising Stars Falling Stars Rising Stars Falling Stars
First Period: 37.5 First Period: 16.0 First Period: 16.9 First Period: 41.1
Second Period: 41.8 Second Period: 10.0 Second Period: 25.8 Second Period: 24.4

Lost Opportunities Retrogression Lost Opportunities Retrogression
First Period: 2.3 First Period: 44.1 First Period: 6.8 First Period: 22.3
Second Period: 5.7 Second Period: 42.4 Second Period: 9.1 Second Period: 24.8

Dynamic Goods Stagnant Goods Dynamic Goods Stagnant Goods
First Period: 39.8 First Period: 60.1 First Period: 23.7 First Period: 63.4
Second Period: 47.5 Second Period: 52.4 Second Period: 34.9 Second Period: 49.2

ANDEAN COMMUNITY
Dynamic and Stagnant Products 1987-92 and

1993-98
(% of exports in the final year)

ASIAN TIGERS
Dynamic and Stagnant Products 1987-92 and

1993-98
(% of exports in the final year)

Rising Stars Falling Stars Rising Stars Falling Stars
First Period: 11.1 First Period: 58.4 First Period: 41.2 First Period: 13.8
Second Period:  9.5 Second Period: 50.0 Second Period: 50.0 Second Period: 10.0

Lost Opportunities Retrogression Lost Opportunities Retrogression
First Period:  0.3 First Period: 30.1 First Period: 31.5 First Period: 13.4
Second Period: 12.6 Second Period: 27.9 Second Period: 14.4 Second Period: 25.6

Dynamic Goods Stagnant Goods Dynamic Goods Stagnant Goods
First Period: 11.4 First Period: 88.5 First Period: 72.7 First Period: 27.2
Second Period: 22.1 Second Period: 77.9 Second Period: 64.4 Second Period: 35.6
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OTHER ASIA
Dynamic and Stagnant Products 1987-92 and 1993-98

(% of exports in the final year)
Rising Stars Falling Stars
First Period: 37.3 First Period: 18.3
Second Period: 48.2 Second Period: 6.1

Lost Opportunities Retrogression
First Period:  9.5 First Period: 34.9
Second Period: 10.6 Second Period: 35.0

Dynamic Goods Stagnant Goods
First Period: 46.8 First Period: 53.2
Second Period: 58.8 Second Period: 41.1

Dynamic Products: Products whose share of total world imports is increasing for the period under consideration. These
might be increasing (rising stars) or decreasing (lost opportunities) their share of a country’s exports.
Stagnant Products: Products whose share of total world imports is decreasing for the period under consideration. These
might be increasing (falling star) or decreasing (retrocession) their share of the country’s exports.

Asian Tigers: Korea, Hong Kong, Singapore, Taiwan.
Other Asia: Philippines, Indonesia, Malaysia, Thailand.
Level of disaggregation: 4 digits of the SITC.
Source: IDB Integration and Regional Programs Department, based on CAN-2000, ECLAC.
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II. REGIONAL INTEGRATION: RECENT PROGRESS AND POLICY INITIATIVES

Andean Community

The Andean Community, formerly known as the Andean Group, is one of the oldest sub-regional
integration groups in the hemisphere. Originally formed in 1969, its explicit ideal has always been
the creation of a tightly knit Andean economic union, and from the beginning, the group has
maintained a substantial institutional structure. After some initial success, the Community endured
through difficult years in the late 1970s and 1980s, exacerbated by fundamental policy differences
between the group’s members.

The integration process was revitalized and transformed in the 1990s when group members Bolivia,
Colombia, Ecuador, Peru, and Venezuela reached a greater consensus towards liberal economic
policy reforms. Initiated by the Quito Protocol (the 1988 Protocol Amending the Cartagena
Agreement) and guided by the Strategic Plan for the Reorganization of the Andean Group (1989),
the Community established a four-country free trade area by 1993 and a partial customs union
between three members (Colombia, Ecuador and Venezuela) two years later.30 Although Peru did
not initially subscribe to these agreements, it did negotiate bilateral trade accords with the other
members of the group, and in 1997 agreed to terms for full integration into the Andean free trade
area by 2005. Institutional reforms led to the establishment of a formal Andean Presidential
Council that meets regularly, a strengthened Andean Court of Justice with supranational powers,
and a streamlined Andean Integration System that incorporates all the Andean integration agencies.

The Andean free trade area has largely been completed. Peru, with approximately 85 percent of
tariff lines liberalized, is committed to eliminating its remaining barriers to intra-regional trade by
2005. The free trade area includes the Andean Community’s own set of rules of origin, and is
backed by a regional framework to address complaints and regulate competition and unfair trade
practices. Progress towards the common external tariff (CET), however, has been less swift. The
CET is in effect still a three-country arrangement that currently encompasses some 87 percent of
tariff lines between Colombia and Venezuela, and only 67 percent of total tariff lines if Ecuador is
added to the group. Peru is not a member, and Bolivia is authorized to maintain its own external
tariff structure. Ecuador, Colombia and Venezuela also subscribe to a variable tariff system that
entails “price bands” on certain agricultural products. Although a group-wide CET is not in place,
overall external protection levels have declined significantly since the early 1990s.31

In May 1999, the Andean presidents pledged to transform the Andean Community into a common
market by 2005 based on broad guidelines that had been established in the previous year. The
agenda for 2005 includes not only free trade in goods and services, but also the free movement of
capital and people. Andean countries moreover have expressed plans to strengthen macroeconomic

                                                
30 Colombia and Venezuela were the first to achieve free trade, finalizing their tariff-elimination program in January
1992. Bolivia opened its market later that year in October, and Ecuador followed in January 1993.
31 For more information on the process of integration in the 1990s and the free trade area and CET mechanisms in the
Community, see IDB, Department of Integration and Regional Programs, Integration and Trade in the Americas,
Periodic Note, October 1999.
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policy coordination within the group, and to forge a common position in all external trade
negotiations.

Recent developments

Implementation of these ambitious goals has been complicated by a series of recent economic and
political setbacks in the region. Economic difficulties in some Andean countries have led to the
increased use of unilateral, trade-distorting tariff and non-tariff measures by Community members,
while also putting pressure on the CET system and slowing the overall move towards further intra-
regional liberalization. Perseverance during this critical period and careful management of these
new pressures will be crucial for further consolidation of the integration process.

Andean Community institutions were actively involved in a number of disputes between
Community members this year, with several disputes going to the Andean Court of Justice. On
August 3, 2000, the Andean Court ruled against Venezuela for violating Andean Community rules
by restricting the movement of truck cargo from Colombia (in order to enter Venezuela, Colombian
truck drivers were required to transfer their cargo to Venezuelan trucks at the border).32 Disputes
regarding agricultural trade with both Andean and external partners, including food oil, sugar and
garlic, as well as questions about the price band system applied to many agricultural products also
occupied the Community’s attention. A dispute between Ecuador and Peru was resolved when
Ecuador lifted a prohibition on certain imports from Peru, including fishmeal (used as feed) and
livestock, after Peru improved its sanitary and phytosanitary controls. The bilateral free trade
accord signed between Ecuador and Peru in April 1999 – following their historic peace agreement
in 1998 - took effect in October this year and will be implemented over a two-year period.
Although a number of disputes have been settled under the Andean system, non-compliance with
Commission and Court rulings has occurred. Yet, obviously, overall compliance with Community
rules and decisions is essential for the Andean countries to retain the momentum of integration
deepening.

In addition to trade disputes, intra-Community trade has been hampered by the persistence of other
unilateral barriers to trade adopted in recent years, including unofficial administrative barriers -
often linked to local customs procedures - that are difficult to monitor or control. Domestic
developments in the past year have also influenced the functioning of the Community, including
the legislative changes in Venezuela, political turbulence in Peru and the economic effects of
Ecuador’s dollarization.

President Hugo Chavez of Venezuela, who holds the Andean Community’s presidency for the
period June 2000-May 2001, has expressed an interest in seeking fundamental changes in the
character of the Community. Such changes would include a shift in focus from the economic to the
political sphere, and the launching of a broad social agenda.

Despite the difficulties faced by the sub-region in the past year, the Community has continued in its
efforts to strengthen regional integration. During their XII Presidential Summit in June this year,

                                                
32 Venezuela has indicated that it will appeal the decision. The Andean Community is authorized to implement sanctions in the case
of non-compliance.
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Andean leaders reaffirmed their commitment to open regionalism and to establishing a common
market by 2005. They moreover signed a new protocol to the Cartagena Agreement, the “Andean
Commitment to Democracy”, which authorizes the Community (acting through the Council of
Foreign Ministers) to suspend participation in Andean institutions for, or otherwise sanction, any
member country in which democracy is disrupted. At a parallel meeting to the Summit, Finance
Ministers reiterated their determination to strengthen macroeconomic policy harmonization and
coordination in the sub-region. To this effect, they agreed to perfect the principles of the “first
criterion” for macroeconomic policy harmonization, involving a steady reduction of annual
inflation rates to one-digit levels, and to develop a “second criterion” that will involve fiscal targets
for members. The Community has worked on formulating the principles and rules guiding a
common foreign policy and is already actively negotiating as a group in the FTAA process;
countries also plan to develop common positions for negotiations in the WTO. In addition, the
group is developing a plan of action for a common Andean environmental policy, and has initiated
work on harmonizing banking rules and regulations within the Community. Other recent actions
include the initiation (in May 2000) of a common customs program designed to facilitate customs
procedures, such as rules of origin administration, customs value, nomenclature, and transparency;
a program by the Andean Statistics Commission to promote common statistical standards,
including common indicators and methodologies; and most significantly, the passage in September
of a new common regime (Decision 486) on industrial intellectual property that is consistent with
WTO rules and covers treatment of patents, industrial design, and trademarks.

While the Community’s ambitious common market agenda is still in the early stages of
development, the commitment to integration remains widespread (labor and business leaders have
signed a declaration supporting the 2005 common market). Managing differences among members
and developing more concrete deep integration measures will nevertheless require collective
persistence, transparency and a balanced approach within a delicate political and economic context.

Widening the Community’s external links

The group’s prevailing commitment towards open regionalism is reflected in its continued efforts
to widen its network of external trade partners. The first round of negotiations for a trade and
investment treaty between the Andean Community and the “Northern Triangle” of Central America
– Honduras, Guatemala, and El Salvador – took place in March this year. The objective is to sign a
simple agreement that will promote trade and investment between the two groups and lead
eventually to a free trade agreement.

In preparation for eventual free trade talks between the Community and Mercosur, a reciprocal
preferential treaty (ACE No. 48) between the Community and Argentina was completed in July
2000 that covers 2,608 items and over 90 percent of that bilateral trade. The agreement prohibits
signatories from applying non-tariff barriers and includes rules of origin, an administrative
commission and a dispute settlement system. The agreement took effect on August 1 (Bolivia was
not a party to the treaty given its existing status as an associate member of Mercosur). A similar
agreement already in place with Brazil (ACE No.39) was deepened in October this year. Some 110
new products were added to 2,700 already covered and 363 mutual preferences were increased.
Plans for agreements with Paraguay and Uruguay are in the initial stages. Completion of these
bilateral agreements is considered a prerequisite for eventual free trade between Mercosur and the
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Community.  At the South American Heads of State Summit, held in Brasilia on August 31-
September 1, 2000, the Andean Community and Mercosur agreed to finalize a free trade agreement
by May 2002.

Meanwhile, in August, talks were initiated between Ecuador and Mexico for the development of a
possible bilateral trade agreement. The latter would greatly facilitate future negotiations for a
group-wide Andean Community agreement with Mexico.

Finally, Andean countries have recently drawn up a proposal for extending and expanding the
United States Andean Trade Preferences Act (ATPA) that has since 1991 allowed reduced or tariff-
free exports to the US market from Bolivia, Colombia, Ecuador, and Peru. The current program is
in effect until December 2001. Although similar to the Caribbean Basin Initiative (CBI, see Chapter
III), the ATPA was not granted the same enhancement that CBI countries received under the new
US Trade and Development Act passed in May this year. In 1998, the four Andean countries
exported products worth US$1.6 billion to the United States under the ATPA program, accounting
for around 20 percent of their total exports, and roughly half of their non-traditional exports, to this
market. Andean countries might face greater competition in the US market from the Caribbean
Basin countries unless they secure a CBI-like enhancement for their ATPA program.

Caribbean Community

Caricom was established in 1973 with a three-fold objective: to foster economic integration among
its member states through the creation of a common market; to strengthen the region’s external
position through the coordination of member states’ foreign policies; and to pool scarce resources
through functional cooperation in a variety of areas related to socio-economic development. The
group’s initial membership included twelve English-speaking countries - Antigua and Barbuda, The
Bahamas, Barbados, Belize, Dominica, Grenada, Guyana, Jamaica, St. Kitts & Nevis, St. Lucia, St.
Vincent & the Grenadines, and Trinidad & Tobago - and the dependent territory of Montserrat.
Suriname joined Caricom in 1995, and Haiti is in the process of becoming the 15th member of the
Community.  Despite its large membership, Caricom is the smallest regional integration scheme in
the Hemisphere: the group’s combined GDP is less than $20 billion, its population just 6 million
(excluding Haiti). Because of their small size, Caricom member states are acutely aware of the
inherent benefits of regional integration and cooperation in an ever-more globalized economy, and
have shown growing dynamism in recent years in terms of joint policy formulation, coordination
and commitment towards their integration project.

Key policy developments in the 1990s

Like elsewhere in the Americas, Caricom experienced relative stagnation in its integration process
during the 1980s.  Since the early 1990s, however, member states have actively sought to revitalize
their regional links, both by deepening their existing integration scheme and by expanding it to
include new members.  Major achievements during the 1990s include:

•  A free trade area in goods. Following the elimination of most tariffs on intra-regional goods
trade in the early years of the Community, attention in recent years has focussed on dismantling
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non-tariff barriers to such trade. Despite some remaining obstacles, a Caricom free trade area in
goods is now largely in place.

•  Progress on implementing a common external tariff. Following some unsuccessful earlier
attempts, member states approved a new CET structure in 1992, along with a program of
gradual tariff reduction to be completed in four phases over a five-year period. Despite
significant delays in the original timetable, considerable progress was achieved during the
decade in harmonizing member states’ tariff schedules and reducing external protection.

•  Treaty revisions to allow implementation of a Caricom Single Market and Economy (CSME).
Despite the stated aim of creating a common market, the group’s founding treaty – the Treaty of
Chaguaramas - focussed mainly on the initial stages of integration: the free trade area in goods
and the CET. In the mid-1990s, therefore, member states embarked on a major revision of their
founding treaty through a series of nine new protocols that establish clear rules and timetables
for achieving the common market, including the free movement of goods, services, capital and
people in the region. Member states have in fact committed themselves to go even further, by
establishing the CSME, which includes not only a fully functioning common market, but also
the convergence of macroeconomic policies and eventual monetary harmonization.

•  New members.  Suriname joined the Community in 1995 as the first non-English speaking
member, and in 1997, the group provisionally agreed to accept Haiti as a full member of
Caricom.  In 1999, negotiations on the specific terms and conditions of its accession were
concluded and Haiti was formally admitted to the Community pending the deposit of its
accession instruments with the Secretary General of the Community.

Recent integration advances

This year Caricom has continued its active program of deepening and widening its sub-regional
integration scheme. Progress on implementing the CET and on liberalizing factor movements
within the sub-region have brought member states a step closer towards achieving the CSME.  At
the same time, the Community has continued to broaden its trade relationships with neighboring
countries, in particular the Dominican Republic and Cuba.

The common external tariff is now implemented across most of the region, although some member
states have yet to complete the final phase of tariff reduction entailed in the new program. These
delays are partly due to fiscal problems associated with the loss of tariff revenue.  Once the process
is completed, the unweighted average tariff rate will be around 10 percent, half the rate prevailing a
decade ago. Implementation of the CET thus represents a significant reduction in external
protection for Caricom, and should help boost competition and enhanced productivity in the region.
It should nevertheless be noted that, even when fully implemented in all countries, the CET will
retain numerous exceptions, and average rates will remain high by international standards. Further
reductions in the CET would no doubt promote greater efficiency among local industries and ease
the transition towards eventual hemisphere-wide free trade. Such reductions would nevertheless
have to be accompanied by efforts to establish alternative public revenue sources, given the
importance of trade taxes for most governments in the region.
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Meanwhile, member states have made considerable progress in other areas of the CSME. All nine
protocols revising the Treaty of Chaguaramas have now been signed by member states, and several
are being applied on a provisional basis, pending full ratification by national governments. With the
Treaty review almost completed, Caricom member states and regional institutions are now
focussing on the efficient implementation of the new protocols. Full implementation by all member
states is likely to be a lengthy process, particularly in those areas where further regional market
liberalization is foreseen. Protocol II, which covers the free movement of factors of production
within the Community, has been applied provisionally since 1998, but achieving success in this
area will be a particularly complicated process. To date, intra-regional trade in services remains
subject to numerous restrictions, labor movement is limited to graduates of accredited universities
in some professional categories, and many constraints still apply to capital transactions within the
region. In the area of macroeconomic convergence and the establishment of a monetary union, few
expect substantial policy initiatives until the common market is fully operational.

The new Caribbean Court of Justice (CCJ), which is in the process of being established, is expected
to play a significant role in the implementation of the CSME, since it will serve as a regional
tribunal to interpret the Community’s revised Treaty.  As a secondary jurisdiction, the CCJ will
also serve as a regional court of appeal.  At present, the final court of appeal for most Caricom
member states is still the Judicial Committee of the Privy Council in England. As the highest court
of appeal, the CCJ will thus reflect the region’s autonomous judicial decision-making for the first
time. Throughout 2000, the Community has been active in preparing for the installation and
subsequent operation of the CCJ at its Headquarters in Trinidad & Tobago.

External relations: new agreements, new challenges

While continuing to deepen their intra-regional links, Caricom member states have taken important
steps this year to widen their integration scheme and to participate in other regional and
hemisphere-wide initiatives.  Following the signing of a Framework Free Trade Agreement
between Caricom and the Dominican Republic in 1998, a protocol detailing specific tariff reduction
and transition phases for the implementation of the free trade area was finalized in March 2000.
The agreement is expected to enter into force in January 2001, with merchandise trade fully
liberalized by 2004. Caricom’s most recent trade initiative in the region is a Trade and Economic
Cooperation Agreement with Cuba, which was signed in July 2000 with the aim of enhancing
commercial links between the two parties. The agreement provides for reciprocal trade
liberalization based on a limited positive list approach, although the less developed countries in
Caricom are exempted from granting reciprocity.  Caricom’s desire to strengthen relations with
neighboring countries and regions is evidenced not only by these new agreements, but also by the
active role the Community continues to play in the Association of Caribbean States (ACS).

Two key events this year promise to exert a major influence on Caricom’s future relations with its
main external trading partners. One was the enactment of the new US-Caribbean Basin Trade
Partnership Act (CBTPA) on May 18. As described in more detail in Chapter III, the CBTPA is a
program of unilateral US trade preferences for Caribbean Basin countries that builds on the
Caribbean Basin Economic Recovery Act of 1984 and extends additional trade benefits for CBI
countries through 2008. It is intended to correct the adverse impact on Caribbean exports of apparel
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items to the US market as a consequence of more generous access provisions for Mexican apparel
under NAFTA, which eroded CBI-related advantages. With the new agreement, Caribbean
countries have largely achieved their goal of securing “NAFTA parity” for their exports to the US
market. In the coming years, however, much work will need to be done to translate this “window of
opportunity” into real improvements in Caricom’s export performance. This is particularly
important given the future FTAA, which will erode those trade preferences in the US market that
Caricom currently enjoys relative to other countries in the hemisphere.

The second major external event this year was the signing, on June 23 in Cotonou, of the EU-
African, Caribbean and Pacific (ACP) Partnership Agreement for 2000-2020. The Cotonou
agreement entails a rollover, until 2008, of Lomé IV trade preferences for ACP exports entering the
EU, and the negotiation, between 2002 and 2008, of new regional economic partnership agreements
between the EU and various ACP regions or individual countries, to be implemented from 2008
onwards (for more details, see Chapter IV). While it is not certain what kind of agreement will be
signed between the EU and Caricom, any new agreement is likely to contain a much higher level of
reciprocity than is currently maintained in the biregional relationship. Along with the expected
entry into force of the FTAA in 2005, this will entail a profound redefinition of Caricom’s external
trading relationships, and a huge challenge for the Community’s small member states.

Central American Common Market

In the early 1990s, after a prolonged period of stagnation, Central American countries began a
process of reviving their sub-regional integration scheme. In the original 1960 founding treaty of
the CACM, the five members, Costa Rica, El Salvador, Guatemala, Honduras and Nicaragua had
set forth a highly ambitious program for the creation of a customs union and eventual common
market. Unprecedented in Latin America and the Caribbean at the time, 95 percent of intra-regional
trade was liberalized within a few years according to an automatic and set schedule, and in the
decade that followed an imperfect customs union was created. The strong initial dynamism of the
CACM was ultimately undermined, however, by various imbalances caused, inter alia, by high
levels of external protection and mounting political differences that ultimately culminated in war
between some of the countries. Although beset by debt and political crisis in the 1980s, CACM
trade remained at relatively significant levels, and served as a basis for re-launching peace and
subregional integration by the end of the decade.

The CACM in the 1990s

In 1993, with the signing of the Protocol of Guatemala modifying the original founding treaty,
CACM member countries adopted a new framework of open regionalism aimed at facilitating the
sub-region’s international insertion and competitiveness. Maintaining the goals of a customs union
and common market, they agreed to implement a lower CET and to expand liberalization of intra-
regional trade, including in agricultural products. A new CET structure was proposed ranging from
a minimum of 5 percent to a maximum of 20 percent, and in 1995, governments agreed to reduce
these levels further to a CET of 0-15 percent by the end of the decade. The new integration
framework, however, allowed more flexibility between members; partly as a result of this,
integration in the 1990s has been a rather heterogeneous process. In 1993, El Salvador, Guatemala,
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Honduras and Nicaragua established the Central American Group of Four (CA-4), and Guatemala
and El Salvador declared in 1996 that they would create their own bilateral customs union.
Although by mid-1996 some 95 percent of the CET headings had been implemented in the CACM,
that share was subsequently decreased and the full implementation of the CET was postponed.

Overall, however, the revival of integration in the isthmus – coupled with unilateral and multilateral
trade liberalization - provided a strong impetus to intra-regional trade, while also helping to attract
much higher levels of investment. Unilateral liberalization of capital markets by all CACM member
countries has led to a surge in intra-regional financial flows, including significant levels of intra-
regional FDI. Along with the development of sub-regional infrastructure, this has helped Central
American countries both to revitalize their economies and to handle the economic turbulence of
recent years more effectively.

Recent progress in the CACM

In 2000, the sub-region finally reached the previously postponed CET goals (0 percent floor and 15
percent ceiling). At the same time, emblematic of the Guatemala Protocol’s flexibility, Guatemala
and El Salvador continued with the formation of their bilateral customs union (including common
customs revenue collection) which is expected to be implemented in 2001. Both Honduras and
Nicaragua have expressed their intent to join this customs union.

Another important development this year was the incorporation of Belize into the Central American
Integration System, the umbrella under which the group’s regional institutions operate. Whether
Belize will eventually be incorporated into the CACM’s free trade area and CET is still a pending
issue.

Central America has also remained active this year in the area of external trade relations. The
Central American countries are maintaining a flexible position in their external trade negotiations,
opting to negotiate as a group on some aspects and individually on others. The free trade agreement
negotiated by the CACM with the Dominican Republic in 1998 is important in this respect, as it is
the most highly integrated treaty that the region has negotiated (only some exclusions on market
access and some rules of origin were negotiated by individual countries). The treaty, however,
remains to be ratified by all member countries except Costa Rica. In 1999, CACM countries began
negotiating a framework agreement for a free trade agreement with Chile. Joint negotiations of the
normative framework of that treaty were concluded the same year, while the countries continued to
negotiate individually with Chile on market access, rules of origin, special sector-specific
treatment, and services and investment. Costa Rica reached an agreement with Chile in these areas
in 1999, and they signed a separate free trade agreement in 1999 which, so far, has been approved
only by the Costa Rican legislature. El Salvador also concluded negotiations with Chile, but
decided to await the outcome of the other CACM members’ negotiations in the hopes of signing
jointly.

Also in 2000, the countries of the Northern Triangle (El Salvador, Guatemala and Honduras)
reached a free trade agreement with Mexico (Costa Rica and Nicaragua signed independent free
trade agreements with Mexico in 1994 and 1997, respectively). Earlier, Costa Rica initiated free
trade negotiations with Canada that are expected to conclude in the first half of 2001. Following
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Costa Rica’s lead, the other CACM countries have now begun their own negotiations with Canada.
CACM trade negotiations with Panama also continued in 2000, where, similar to the CACM-Chile
process, countries negotiate the normative framework jointly and the specific annexes on tariffs,
services, investment and rules of origin individually. These negotiations are expected to conclude
in 2001.

The enactment of the new US-Caribbean Basin Trade Partnership Act on May 18, 2000 will have
important implications for Central America (see Chapter III). Enhanced access to the US market
can serve as a springboard for preparing for the FTAA and for greater global competition in textiles
once the GATT Multifiber Agreement is fully dismantled on January 1, 2005. The region’s trade
relationship with the United States, however, remains dependent upon highly conditional and
unilateral US concessions, and has the disadvantage of no access to a formal dispute settlement
mechanism.

Regional infrastructure is a promising area for Central American integration, and improvements in
this area would lead to a significant increase in the region’s competitiveness. Energy,
communications and transport infrastructure are basic areas where advancing integration can help
increase the region’s competitiveness with third parties, as well as create opportunities for
relationships between the isthmus and its neighboring countries. In particular, with a new
government in Mexico, it was announced that both Mexico and the Central American countries
would prepare an infrastructure plan that would also incorporate environmental and social
dimensions. Known as the “Puebla-Panamá Plan,” it has the potential for promoting the
development of lagging regional infrastructure and hence more dynamic regional integration.

Despite the recent advances, the Central American integration process has also suffered some
important setbacks. Most seriously, there has been a revival of border conflicts – a specter of the
past that has clouded the future. These conflicts have adversely affected regional trade. At a time
when Central America is better positioned in international markets and is obtaining important
advantages from its principal trade partners, the border conflicts threaten to undermine past
achievements in growth and export diversification. These political difficulties must be overcome
and there is a need to improve the legal sanctions that govern intra-regional trade relations.

It is worth noting that, on January 18-19, 2001, in Madrid, Spain, the Inter-American Development
Bank (IDB) will chair a Regional Consultative Group meeting to promote integration and foreign
investment in Central America. The high-level meeting, which is co-sponsored by the Spanish
government and to which the Heads of State of the Central American countries have been invited,
will bring together delegates from beneficiary countries, donor nations, multilateral institutions,
civil society groups, non governmental organizations and the private sector. The Madrid meeting
will follow up on the Consultative Group meeting held in Stockholm in May 1999, and will discuss
regional development and integration issues that are crucial to Central America’s economic
progress and social transformation, as well as to its participation in the globalization process.
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Mercosur

Easily the largest economic grouping in Latin America and the Caribbean, the Southern Common
Market, or Mercosur, was officially established in 1991 by Argentina, Brazil, Paraguay and
Uruguay. As its name implies, the group’s ultimate aim is a common market where the free
movement of goods, services, capital and people is complimented by a common external tariff and
increasingly close policy cooperation among its member countries.33 Mercosur countries have
fewer years of experience in cooperating as a group than those in the long established Andean
Community, the CACM and Caricom. Because of its more limited integration history, and partially
by design, Mercosur does not have a large and comprehensive regional institutional infrastructure.
Throughout much of the 1990s, however, Mercosur was the most dynamic economic integration
scheme in the Western Hemisphere in terms of trade growth among its members (with intra-
regional exports accounting for 25 percent of the group’s total in 1998, up from just 9 percent in
1990). More recently, economic turbulence has tested the structures and resolve of Mercosur,
although a strong rebound of intra-regional exports this year, following a huge decline in 1999, has
given rise to renewed optimism in the group. This section first describes the principal developments
in the 1990s, and then highlights some of the recent advances in the Mercosur integration process.

Principal developments in the 1990s

To achieve a free trade area in goods, the first step on the way to a common market, Mercosur’s
founding treaty established a program of automatic and across-the-board elimination of import
duties between 1991-1994. Most tariffs were dismantled according to the agreed timetable, with the
majority of intra-regional trade facing zero duties since 1995. A number of sensitive goods are still
to be phased into the free trade area. With the free trade area largely in place, a CET structure
ranging from zero to 20 percent was introduced in January 1995. Like the free trade regime, a
number of sensitive goods are being phased into the CET gradually, among them capital goods,
computers and software and telecommunications equipment. Similar to other groups in the region,
Mercosur has witnessed a sharp reduction in external protection in the past decade. The simple
average most-favored-nation (MFN) tariff for the trade bloc declined from 41 percent in 1986 to
just below 13 percent in 1999.

In 1997, Mercosur countries signed the Montevideo Protocol on Trade in Services. It requires
member countries to afford service providers from one Mercosur country treatment no less
favorable than what they afford similar service providers from other member countries or from
third countries. The members also agreed to allow the cross-border movement of capital - an
essential element of a common market. The Protocol includes an agreement to hold periodic
follow-up meetings to achieve the liberalization of trade in services within the group before 2007.

                                                
33   The process, as planned, entails five broad steps: (i) eliminating customs duties and non-tariff barriers to the
circulation of goods and services; (ii) establishing a CET and a common external trade policy; (iii) liberalizing factor
movements in the Community; (iv) coordination of macroeconomic and sectoral policies among member countries; and
(v) harmonization of laws in order to strengthen the integration process.
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Beyond developing its internal integration project, Mercosur has sought to widen its membership,
admitting Chile as an associate member in 1996 and Bolivia in 1997. Agreements with both these
countries are based on pre-existing ALADI accords but are relatively far-reaching, involving the
virtual elimination of tariffs on trade in goods as well as provisions on issues not traditionally
included in ALADI-type agreements such as services, investment and double taxation, and sanitary
and phytosanitary measures. Each agreement establishes a timetable for the elimination of tariffs as
well as a list of goods subject to special treatment. Free trade negotiations between Mercosur and
the Andean Community, initiated in 1998, were delayed while a series of preliminary bilateral
agreements were put in place, although prospects for a group-to-group agreement received a new
boost at the previously mentioned Brasilia meeting of Heads of State of South America.

Along with market access issues, Mercosur has facilitated discussion on, and the development of, a
wide range of regional issues. The group has promoted the development of regional infrastructure
in the Southern Cone, mainly in transport, energy and telecommunications. The 1998 Declaration
of Workers’ Rights, the 1998 “Memorandum of Understanding” concerning the mutual recognition
of university diplomas, and the Ushuaia declaration supporting democracy, human rights and the
creation of a Mercosur-wide “peace zone”, are some examples of non-economic areas that have
received the group’s attention in recent years.

Recent integration advances

Following the onset of the international financial crisis in 1997 and later the Brazilian currency
devaluation in January 1999, some setbacks in the integration process have slowed the momentum
towards deeper integration in the sub-region. The decision to raise the CET by three percentage
points and a rise in the use of unilateral tariff and non-tariff trade barriers have created tensions
between members and brought market access issues to the forefront. This year, however, there are
signs that the group has weathered the worst and is committed to further deepening its integration
process. Active efforts include perfecting the group’s customs union, improving macro-economic
coordination, and instituting common financial regulations, standards and investment policies.

Mercosur is currently working towards perfecting the CET and eliminating some its sectoral
exceptions. The goal is to achieve a linear and progressive convergence of external tariffs in the
sectors where member countries’ individual rates are still applied. Targets for the convergence
program include 14 percent for capital goods by 2001 and 16 percent for computer equipment,
software and telecommunications equipment in 2006.

The Mercosur Presidential Summit held in Florianópolis in December 2000 produced an important
breakthrough in negotiations regarding the automotive sector, a key sector in intra-regional trade
which, so far, had remained outside the customs union in terms of both the free-trade zone and the
CET. Since 1994, Mercosur countries had been striving to establish a common automotive regime,
based on unrestricted intra-zone free trade and a CET. An initial deadline for implementing the
common regime was set for 1 January 2000, but was postponed due to a number of factors, not
least the economic difficulties affecting the group in the aftermath of the Asian financial crisis.
Meanwhile, the national automotive regimes and the bilateral auto trade pact between Argentina
and Brazil (involving export performance requirements, balanced intra-regional trade and different
external tariffs) were extended throughout most of 2000.
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In December, the countries finally agreed on a general framework based on a six-year transition
regime, starting in 2001. For passenger vehicles, Argentina and Brazil will immediately apply a 35
percent CET, while the other Mercosur members will gradually move towards this common rate
within the next six years. Similarly, for auto parts and other transport equipment, Mercosur
countries will converge to specific common rates by 2006. During the transition phase, trade among
Argentina and Brazil will be managed, with compensation requirements measured every six
months. A regional content requirement of 60 percent will also be in place, of which approximately
30 percent must be national. Complete intra-zone free trade will come into effect on 1 February
2006. Although Paraguay signed the agreement, negotiations will continue in 2001 to enable the
country’s full incorporation into the common regime.

Meanwhile, several already liberalized sectors within the free trade area have recently been subject
to some degree of dispute and negotiation. In the textile sector for example, Argentina last March
lost its right to use safeguard duties on textile products from Brazil and third countries. Other trade
disputes have centered on pork, poultry, steel and footwear products. In some cases non-tariff
barriers have been applied to intra-regional trade in these products.

In order to advance beyond free trade in goods and towards the free movement of services and
capital, Mercosur is studying how to harmonize some practices such as the presentation of financial
statements and statistics, prudential standards and supervision. Likewise, Mercosur is preparing
changes to facilitate workforce mobility between its member countries; a possible Mercosur
passport is being evaluated in this regard. There are many other important issues to be considered
in relation to workforce mobility, including the ability to transfer pension funds from one member
country to another - which is not currently feasible, not even in multinational companies that have
their own pension funds.

An area where important advances have been made is macroeconomic coordination.  Recent events
have made clear to members of Mercosur that economic stability is essential for ensuring the joint
success of the trade pact and, thus, the economic and institutional development of the group.  The
members of the bloc are therefore working to achieve greater macroeconomic coordination. To this
effect, they have created the Macroeconomic Monitoring Group which, since April 2000, has been
working on producing a methodology for harmonizing economic statistics among member
countries.  Among the main variables to be studied are the consumer price index and the net
government and public sector debt.  In November, a quarterly publication was launched that will
contain some of these indicators.  At the XIX Meeting of the Mercosur Presidents in December,
Central Bank Presidents and Finance Ministers from the four member countries agreed to establish
a mechanism for macroeconomic convergence and to define measures that could be taken if
deviations from agreed targets occur. The coordination mechanism consists of two steps.  The first
is a transition mechanism for 2001, where countries will announce targets for inflation,
consolidated public debt and net consolidated public debt variation (net of international reserves).
These targets must be consistent with those in the second step.  The second step is the adoption of
common targets starting in 2002 that include a 5 percent ceiling for inflation between 2002-2005
and 4 percent thereafter, as well as common targets for fiscal variables.
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The sharp decline in intra-Mercosur trade following the Asian crisis and the devaluation of the
Brazilian Real – quite devastating for a group that had developed a significant level of economic
interdependence - has raised concern over the existence of very different exchange rate regimes
among the group’s member countries. Developments in Mercosur have shown that if there is a
sustained convergence in the principal macroeconomic variables mentioned above, different
exchange rate regimes alone should not slow the growth of intra-regional trade. As a result, a
declaration was recently signed that requires Mercosur countries, and the group’s associate
members, to enact joint policies that guarantee the stability of each economy in order to protect the
bloc from possible world economic crises.

As mentioned previously, intra-regional trade has shown signs of strong recovery this year,
bolstering the bloc’s confidence that it can make progress despite the aforementioned difficulties.
Likewise, during this year there has been a renewal of member countries’ intent to extend and
broaden progress in the integration process through a commitment to the so-called “Relaunching of
Mercosur” that emerged from the July Presidential Summit in Buenos Aires.

In order to take full advantage of the opportunities offered by Mercosur, member countries must
make progress in a variety of important areas in the coming years, including the consolidation of a
transparent rules-based system for trade, the elimination of non-tariff barriers and dysfunctional
regulatory asymmetries, macroeconomic coordination, institutional reform concomitant with
growing levels of inter-dependency and the development of a more integrated regional
infrastructure (see Chapter V). Although these challenges are substantial, Mercosur’s ability to
weather the storms of the last few years seems to bode well for its resurgence.

Extending the scope of the bloc

Negotiations for Chile to become a full member of Mercosur intensified in 1999, but some serious
difficulties arose with regard to developing the calendar for its accession. Further complications
ensued in December 2000, when Chile announced its plan to initiate free trade talks with the United
States. It is not clear how this will affect Mercosur’s enlargement plans. Mercosur countries have,
meanwhile, agreed to negotiate as a bloc with the Andean Community and have, as mentioned,
pursued bilateral agreements with Andean countries as a precursor to future group-to-group free
trade talks. At the September meeting of South American Heads of State in Brasilia, government
leaders from both integration groups announced their plan to conclude such talks by 2002.

During the XIX Meeting of The Mercosur Presidents in December, representatives from Mercosur
countries and from South Africa signed an agreement to strengthen commercial ties and to establish
conditions to create a free trade area among their economies.

The ability of each Mercosur member to establish bilateral trade agreements with countries outside
the group has also been under negotiation. In this respect, it has been established that after June 30,
2001, no Mercosur member may sign agreements or have tariff preferences within ALADI that
have not been negotiated by Mercosur as a group.

Mercosur countries are active participants in the FTAA process and negotiate as a group in that
forum. Beyond the hemisphere, Europe has maintained a high place on the group’s trade agenda.
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Negotiations for an inter-regional Association agreement, including free trade in goods and
services, were initiated in 1999, with talks on tariff reductions expected to begin in July 2001 (see
Chapter IV).

North American Free Trade Agreement

The North American Free Trade Agreement between Canada, Mexico, and the United States came
into effect on January 1, 1994, superseding and deepening the Canada-US free trade agreement of
1989. To date, NAFTA has led to substantial increases in intra-regional trade and investment flows.
It has also led to the creation of an institutional framework to address common concerns brought to
the forefront by closer economic integration, ranging from dispute settlement to border
infrastructure and environmental protection. NAFTA has, moreover, served as a model for a
number of subsequent trade accords across the continent, as group members have unilaterally
embarked on negotiating NAFTA-like bilateral agreements with other nations.

NAFTA was a groundbreaking agreement in several ways. First, it linked the economies of
countries with highly disparate income levels. Second, it went beyond traditional accords limited to
exchanges in tariff preferences by incorporating additional disciplines regarding trade in services,
investment, intellectual property protection, government procurement and dispute settlement,
among others. Finally, NAFTA’s side agreements explicitly recognized the importance of regional
cooperation regarding environmental and labor issues.

NAFTA has been the driving force behind a deepening in North American economic integration.
As mentioned in Chapter I, trade growth within North America has far outpaced the group’s trade
with other regions of the world in recent years. In 1999, bilateral trade flows reached roughly US$
one billion per day for Canada and the United States, and US$ half a billion per day for the United
States and Mexico. Canada-Mexico bilateral trade is on a considerably smaller scale, although
Canada is Mexico’s second-most important export market. Intra-NAFTA trade has continued to
grow during 2000 (by an estimated 20 percent, see Chapter I). At the same time, from 1994 to
1999, intra-NAFTA flows of foreign direct investment (FDI) reached almost US$ 250 billion.34

The mushrooming in intra-regional trade and investment flows was no doubt facilitated by a clearly
specified time frame for tariff elimination within NAFTA, the implementation of transparent
mechanisms to settle market access disputes, increased cooperation regarding customs procedures,
and rules that encouraged FDI in the region.

Progressive elimination of duties

NAFTA provides for the elimination of tariffs on virtually all products according to a phase-out
schedule rarely exceeding 10 years. Only a few dairy and poultry products traded between Canada
and its partners were excluded from the tariff phase-out schedule, as well as sugar, peanuts, and
cotton between the United States and Canada. Moreover, import duties on a few sensitive products
- such as corn in Mexico and orange juice in the United States - will be eliminated over a 15-year
period. To date, the parties have abided by the phase-out schedule set out in the agreement.
                                                
34 For a more detailed discussion on the evolution of foreign direct investment in North America, see IDB, Department
of Integration and Regional Programs, Integration and Trade in the Americas, Periodic Note, October 1999.
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Whereas Canada and the United States have concluded the elimination of tariffs agreed upon in
their 1989 free trade agreement, on January 1, 2001, Mexico and its two partners will implement
the eighth annual stage of reciprocal tariff reductions. In addition, NAFTA specifies that the
member countries can negotiate the acceleration of the original phase-out schedule. So far, two
such negotiation rounds have been completed and there are ongoing discussions to expedite the
elimination of tariffs on a third set of goods.

Virtually all trade between the United States and Canada is now free of duties, with the exception
of those goods excluded from the tariff phase-out schedule. Regarding Mexican trade with its
partners, NAFTA has resulted in large tariff preference margins on regional goods. According to
the US Trade Representative, by January 2000, Mexican trade-weighted tariffs on US goods had
fallen from 10 to 1.3 percent, while Mexican merchandise entering the US market faced a decline
in tariffs from 4 to 0.4 percent as a result of the agreement. Those reductions are more pronounced
in particular industries, especially in relation to the tariffs faced by other countries upon entry into
the US market. In 1998, for example, US effective tariffs35 on apparel imports from Mexico were
only 0.9 percent; in contrast, effective tariffs on imports from China, Hong Kong, and the
Dominican Republic were 12.7 percent, 17.5 percent, and 7.4 percent, respectively. In electronics,
US imports of Canadian and Mexican goods faced an effective tariff of 0.1 and 0.3 percent,
respectively, while Chinese goods paid a 2 percent tariff. Imports in the automobile industry from
Canada and Mexico paid 0.05 and 0.4 percent tariffs, respectively, while German goods faced a 2.7
percent effective tariff.

Elimination of the duty drawback mechanism

An important aspect related to merchandise trade concerns the use of duty drawback mechanisms,
whereby producers are allowed to export a final good without paying duties on the inputs imported
from third countries. Duty drawback is a common international practice used as an export
promotion tool, especially in developing countries. In Mexico, for example, it allows for export
operations in assembly plants known as maquiladoras. In 1999 such assembly operations
accounted for 35 percent of all Mexican imports and 46 percent of all Mexican exports, mostly
directed to the North American market. Maquiladoras are among the most dynamic sectors in the
Mexican economy. In June 2000, they employed roughly 1.3 million workers, more than twice as
many as in 1994; in contrast, employment in non-maquiladora manufacturing increased by just five
percent between 1994 and 1999.

NAFTA members agreed to eliminate the granting of duty drawback to goods subsequently
exported to their partners’ markets. For bilateral Canada-US trade, the latter provision came into
effect in January 1996, whereas for Mexican trade with Canada and the United States, it will be
effective starting in January 2001. The elimination of duty drawback on North American trade
poses a challenge for Mexico, not only because of the importance of the maquiladora sector, but
also because Mexico imposes higher import duties on non-North American inputs. In response, in
November 2000, Mexico published several Industry Promotion Programs (or Programas de
Promoción Sectorial) in its federal register, granting MFN tariff reductions on intermediate and
capital goods imports. New import duties, ranging from 0-5 percent ad valorem, will be available to
                                                
35 The ratio of paid import duties over the value of imports.
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producers in 20 industries —including, among others, electrical components, electronics, furniture,
toys, shoes, mining and metalworking equipment, capital goods, photography, agricultural
equipment, chemicals, pharmaceuticals, automobiles, textiles and apparel. No export requirements
will be imposed on producers who take advantage of these duty reductions.

How will the elimination of duty drawback under NAFTA affect export operations in Mexico,
including the maquiladora industry? As argued earlier, maquiladora employment has grown
rapidly since 1994, at a time when the disappearance of drawback mechanisms was public
knowledge. Such dynamism suggests that the maquiladora industry did not consider the NAFTA
drawback provisions a threat to their operations in Mexico. Moreover, the tariff cuts under the new
industry promotion programs should guarantee most producers, including non-maquiladoras,
access to imported inputs at competitive prices. Most important, perhaps, is the fact that export
operations in Mexico are part of a broader trend in North America toward regional industrial
integration in which each country specializes in producing particular product lines. That is the case,
for instance, in the manufacture of home appliances, color television sets, and automobiles.
Although we can date back such trend to the pre-NAFTA era, the liberalization of trade brought
about by the agreement, as well as the greater certainty NAFTA offers to investors, has made
exploiting each country’s comparative advantages easier.

Trade in services

Aside from liberalizing market access for goods, NAFTA establishes disciplines for trade in
services within North America. Chapter Twelve of the agreement grants MFN and national
treatment to all cross-border service providers, and local presence is not required for a provider to
render services in any of the partners’ markets. Such provisions do not apply to a number of sectors
that are explicitly excluded from the agreement – air transport and government services, among
others - as well as to telecommunications and financial sector services, which are covered under
different chapters in the agreement. Telephone and basic telecommunication services are excluded
from the agreement (Chapter Thirteen), although NAFTA facilitates the use of public networks for
selling value-added services and intra-corporate communications. With regard to financial services,
Chapter Fourteen provides for a phased, substantial liberalization of banking and insurance markets
in the region, particularly in Mexico.36

Trans-border trade in services between Canada and the United States doubled during the decade
that followed their bilateral free trade agreement (NAFTA’s predecessor), reaching nearly $59
billion in 1998. During the first five years of NAFTA, Canadian service exports to the United
States rose by 64 percent, while imports increased by 24 percent. Analysis of NAFTA’s impact on
trade in services between Mexico and its integration partners is confounded by the 1995 recession
in Mexico following the peso devaluation in 1994. Nevertheless, according to figures from the US
Bureau of Economic Analysis, from 1996 to 1999, cross-border trade in private services between
Mexico and the United States grew faster than US trade with the world as a whole (21.6 percent
versus 19.4 percent, respectively).

                                                
36 For a description of NAFTA’s provisions on services trade, see: Government of Canada, NAFTA: What’s It All
About? (1993); Gary C. Hufbauer and Jeffrey J. Schott, NAFTA: An Assessment, Institute for International Economics,
Washington, DC, 1993.
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Managing trade disputes

The sharp increase in North American trade and investment has been accompanied by some
disputes. At present, for example, Mexico and the United States are engaged in disputes regarding
trade in sugar and trucking and cross-border bus services. With regard to investment, the investor-
state provisions in NAFTA’s Chapter Eleven, aimed at protecting investors from expropriation
measures, have been actively used.37 In August, a NAFTA panel ruled that a Mexican municipality
had breached those provisions by denying a permit for building a landfill to Metalclad Corporation,
a US company. The Mexican government is expected to appeal the panel’s decision. And in
October, a NAFTA panel ruled against Canada’s ban on polychlorinated biphenyl (PCB) exports,
arguing that the ban affected the Canadian operations of US-based S.D. Myers Inc..

To settle and prevent those and other potential disputes, more than 25 committees and working
groups have been put in place to manage trade relations in the region. An important component of
such institutional infrastructure involves the adoption of a clear set of rules for the settlement of
disputes. The agreement incorporates rules regarding dispute resolution in the areas of investment
(Chapter Eleven), financial services (Chapter Fourteen), anti-dumping and countervailing duties
(Chapter Nineteen), and the interpretation and application of the agreement (Chapter Twenty). The
NAFTA Secretariat, responsible for administering the dispute settlement provisions, reports that,
since 1994, 56 Chapter Nineteen cases have been settled or are currently under review. Of that
number, 15 cases dealt with measures adopted by Canada, 11 cases with measures adopted by
Mexico, and 30 cases with US measures. In addition, four cases have been analyzed by arbitral
panels set up under the provisions of Chapter Twenty, one reviewing Canadian measures and three
reviewing US measures.

NAFTA members have gone beyond adopting disciplines for trade in goods and services and on
investment flows. Supplementary to their free trade agreement, the three countries adopted the
North American Agreement on Environmental Cooperation (NAAEC) and the North American
Agreement on Labor Cooperation (NAALC). These agreements were designed to encourage
compliance with environmental and labor legislation in each country. In addition, Mexico and the
United States created the North American Development Bank (NADB) and the Border
Environment Cooperation Commission (BECC). The creation of these two entities was explicitly
linked to the objectives of NAFTA and its environment agreement. Their role is to assist border
communities in both countries in developing environmental infrastructure projects. The NADB,
with a capital base of $3 billion, provides financing to projects certified by the BECC. As of June
2000, the BECC had certified 40 projects representing an estimated investment of approximately
$930 million, whereas the NADB had authorized around $260 million in loans for 29 projects.
Some have observed, however, that the NADB has been slow in fully addressing the needs of
border communities.

                                                
37 For background information on the controversies surrounding Chapter Eleven, see IDB, Department of Integration
and Regional Programs, Integration and Trade in the Americas, Periodic Note, October 1999.
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Integration deepening?

On January 1, 2001, NAFTA will have been in place for seven years. During this time, efforts have
focused on implementing the terms of the agreement and on ironing out the disputes associated
with increased trade and investment. Thus far there have been no official proposals by any of the
three members on expanding the agreement’s scope nor on opening it up for renegotiation.
Nevertheless, the July 2000 election of Vicente Fox as Mexico’s next president was followed by
proposals to deepen regional economic integration. On a recent visit to Canada and the United
States, then President-elect Fox floated his vision of “a North American area of shared prosperity,
where goods, services, capital and people can move more freely across borders”.38 Such ideas have
been likened to the creation of a North American common market.

Specifically, President Fox has advocated the following short-term options for deepening NAFTA:
(i) increased funding for the NADB and an expansion of its mandate, allowing it to finance projects
anywhere in Mexico, not just along the border, and in areas other than environmental infrastructure;
(ii) the creation of North American public and private regional funds, with the support of Canada
and the United States, aimed at developing the poorer regions of Mexico; and (iii) a more orderly
flow of Mexican migrants to the United States, with expanded , as well. In the longer term,
President Fox envisions closer monetary coordination within the group.

NAFTA members reach out

In NAFTA, each member retains sole control over its unilateral tariff policy and over the
negotiation of preferential trade arrangements with other nations, in contrast to customs unions that
define a common external tariff and require trade policy coordination among their member states.
The high degree of national autonomy in policy formulation may explain why there have been no
concerted efforts to expand the agreement’s membership. While the agreement allows for the
accession of other countries (article 2204), so far no country has applied for NAFTA membership.

Meanwhile, NAFTA members have individually established, or are in the process of negotiating,
trade agreements with other nations. While both Canada and Mexico have bilateral agreements with
Chile, on November 29, 2000, the United States and Chile announced upcoming negotiations
toward a bilateral free trade agreement. Furthermore, Mexico has trade agreements with Costa
Rica, Nicaragua, and the Central American “Northern Triangle” - comprised of El Salvador,
Guatemala, and Honduras - while Canada is actively negotiating a free trade accord with Costa
Rica and has initiated preliminary talks with the rest of Central America, as well. Importantly, the
aforementioned trade accords share a strong resemblance to NAFTA, both in their format and in
their scope, which would make the transition into NAFTA, or a NAFTA-like agreement, relatively

                                                
38 Vicente Fox, “A New Kind of Neighbor”, in The New York Times (New York), August 25, 2000.  See also The
Financial Times (London), “Fox paves way for visit to US,” August 15, 2000; The Financial Times (London), “Fox to
aim for common market with the US”, July 5, 2000, and “US-Mexico border proves a hurdle”, August 25, 2000; The
Gazette (Montreal), “Fox will address trade issues with Chretien”, August 22, 2000.
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smooth.39 Finally, all three NAFTA members are active participants in the current FTAA
negotiations.

Canada, Mexico and the United States have also pursued trade negotiations beyond the Western
Hemisphere. All three countries have bilateral free trade agreements with Israel, and the United
States recently negotiated an agreement with Jordan. A free trade agreement between Mexico and
the European Union came into effect on July 1, 2000 (see Chapter IV). In addition, on November
27, 2000, ministers from Mexico and the European Free Trade Association (EFTA) – comprising
Iceland, Liechtenstein, Norway, and Switzerland - signed a free trade agreement similar to the EU-
Mexico accord that is expected to enter into force on July 1, 2001. Finally, NAFTA members
participate in the Asian Pacific Economic Cooperation (APEC) forum, which aims to achieve “free
and open trade and investment” in the Pacific Basin by 2020. In this context, in November 2000,
the United States and Singapore announced negotiations toward a bilateral free trade agreement,
while Mexico has engaged in similar negotiations with Singapore since November 1999.

The Proliferation of Bilateral and Plurilateral Agreements

As the above sections reveal, bilateral (and plurilateral) trade agreements among Latin American,
Caribbean and North American countries have constituted an important element of the regional and
hemispheric integration process in the past decade. The process has proceeded principally by way
of the emergence and inter-linkage of various “nodes of integration”. In this context, a “node” can
be defined as a country or group of countries that pursue trade agreements with a broad range of
partners both near and far for the purpose of diversifying their trade flows. The first such “nodes”
in the Americas were Chile and Mexico.

While these countries have negotiated a variety of agreements, a key distinction needs to be made
about the nature of the resulting accords. Many of those signed in the early 1990s were so-called
“first generation” agreements and were based on the ALADI model. The majority of those signed
in the second half of the 1990s were so-called “second generation” agreements based on the
NAFTA model. The two types of agreements differ considerably both in their breadth and depth of
coverage.

•  The “first generation” or “ALADI-type” agreements focus mainly on eliminating restrictions to
the movement of goods across borders (tariffs and non-tariff measures). They use the
framework of the 1980 Treaty of Montevideo, ALADI’s founding charter, which as a product
of its time dealt solely with the movement of goods.

•  The “second generation” accords focus not only on cross-border restrictions but also on barriers
arising from how governments organize and regulate their economies in a host of areas once
viewed as purely internal. These include government procurement, the enforcement of
intellectual property rights, the regulation of service sectors and the administration of
competition policies. The second generation, NAFTA-like agreements include the elimination
of tariffs; a Harmonized System (HS)-based methodology for rules of origin; highly defined

                                                
39 Mexico has also negotiated NAFTA-type agreements with Bolivia and with Colombia and Venezuela (see the
following section on bilateral and plurilateral agreements).
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rules on technical barriers to trade and sanitary and phytosanitary measures; the inclusion of
provisions on investment, trade in services, intellectual property, and competition policy; and a
dispute settlement regime based on impartial panels.

Over the last ten years, certain accords have included some but not most of these elements and can
thus be classed as hybrid agreements.

Chile and Mexico began their integration processes in 1992 by negotiating a preferential trade
agreement with each other under the auspices of ALADI. Chile then proceeded to negotiate
bilateral trade agreements of varying complexity with each individual member of the Andean
Community as well as with the Mercosur countries collectively. In 1996, Chile negotiated a free
trade agreement with Canada. This accord, which is very similar to NAFTA, has since become the
prototype that Chile uses in most of its trade negotiations. The most recent example of this is the
agreement between Chile and the CACM countries, signed in October 1999. The signatories are
currently engaged in the ratification process.

The key turning point that launched Mexican trade policy on its current path was the negotiation (in
1992) and entry into force (in 1994) of NAFTA. While Chile has also applied the “NAFTA model”
in its more recent agreements, Mexico has arguably played the most important role in promoting
the expansion of this model throughout the hemisphere. In the years after the entry into force of
NAFTA, Mexico negotiated free trade agreements with Costa Rica, Colombia, Venezuela, Bolivia,
and Nicaragua. In 1999, Chile and Mexico upgraded their 1992 ALADI agreement to a full
NAFTA-like free trade accord. Finally, in 2000, Mexico concluded a NAFTA-like agreement with
the Central American Northern Triangle countries (El Salvador, Guatemala, Honduras), which will
enter into force on January 1, 2001.
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Table 11 - LAC Bilateral and Plurilateral Preferential Trade Agreements
in the Americas and Beyond

AGREEMENT ENTRY INTO FORCE
First Generation Agreements

Chile-Mexico (ALADI model) 1992
Chile-Venezuela 1993
Bolivia-Chile 1993
Colombia-Chile 1994
Chile-Ecuador 1995

Hybrid Agreements
Chile-Mercosur 1996
Bolivia-Mercosur 1997
Chile-Peru 1998

Second Generation Agreements
North American Free Trade Agreement (NAFTA) 1994
Costa Rica-Mexico 1995
Group of Three (G-3) (Colombia, Mexico, Venezuela) 1995
Bolivia-Mexico 1995
Canada-Chile 1997
Mexico-Nicaragua 1998
Chile-Mexico (NAFTA model) 1999
Mexico-European Union 2000
Mexico-Israel 2000
CACM-Dominican Republic* 2001
Caricom-Dominican Republic* 2001
CACM-Chile* 2001
Mexico-El Salvador/Guatemala/Honduras 2001
Mexico-European Free Trade Association 2001

* Pending full legislative approval
Source: IDB Integration and Regional Programs Department.

While Chile and Mexico were the first “nodes of integration” in the Americas, the Central
American countries have shown signs of following suit. That said, the Central American approach
to trade partner diversification is unique in that the five CACM countries negotiate with different
countries and on different issues in different combinations. As mentioned previously, the Central
America-Mexico agreements saw Costa Rica and Nicaragua negotiate on their own while El
Salvador, Guatemala, and Honduras negotiated collectively. Likewise, the Central American
countries negotiated the provisions related to norms in their agreements with the Dominican
Republic and Chile collectively while they negotiated the market access provisions individually. In
June 2000, Costa Rica began bilateral free trade talks with Canada. In September, Canada and El
Salvador, Guatemala, Honduras, and Nicaragua moreover announced the start of exploratory
discussions. Finally, the Central American countries are also pursuing a free trade agreement with
Panama based on the Dominican Republic/Chile methodology.

In recent years, as Mexico and Chile have consolidated their positions as focal points of integration
in the Americas, they have also begun to look outside the hemisphere for new trade agreements. As
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mentioned previously, Mexico recently signed free trade agreements with Israel, the EU and EFTA
(Norway, Iceland, Liechtenstein, and Switzerland) and has also initiated negotiations with
Singapore and, reportedly, Japan. In September 1999, Chile launched free trade negotiations with
South Korea and – similarly to Mercosur - is actively engaged in negotiations with the EU (see
Chapter IV).  Finally, Chile and the United States recently announced that they would negotiate a
free trade area, and Chile has reportedly already drafted a proposed text for the agreement.

Impact on trade flows and existing sub-regional arrangements

In general, bilateral agreements among countries in the hemisphere appear to have stimulated trade
flows. As Tables 12 and 13 below show, Mexico and Chile’s trade with their free trade partners has
grown substantially over pre-agreement levels in almost every case.

Table 12 - Mexico�s Trade with Selected Partners: 1992-19991   (Millions of US$)

Partner (Year of
Agreement)

1992 1993 1994 1995 1996 1997 1998 1999

NAFTA (1994) 84,801 93,758 111,437 124,074 151,190 180,373 200,382 231,609
Costa Rica (1994) 117 120 122 153 243 n.a. 369 442
Group of 3 (1994) 627 745 907 1,144 1,166 1,733 1,450 1,321
Bolivia (1995) 20 26 33 29 38 42 42 39
Nicaragua (1998) 27 29 32 40 64 76 71 79
Chile (1992, 1999) 244 308 438 987 858 1,215 1,177 1,050

1Mexico’s exports to, plus imports from, partner countries/regions.
Source: IDB Integration and Regional Programs Department, based on official country data.

Table 13 - Chile's Trade with Selected Partners: 1992-1999 (Millions of US$)1

Partners (Year of Agreement) 1992 1993 1994 1995 1996 1997 1998 1999
Mexico (1992,1999) 268 334 476 733 1,073 1,450 1,338 1,200
Canada (1997) 225 264 335 411 551 564 638 579
Venezuela (1993) 206 216 213 362 454 431 413 406
Bolivia (1993) 170 175 197 222 244 321 287 215
Colombia (1994) 182 170 236 339 416 429 387 371
Ecuador (1995) 216 184 270 333 369 416 344 332
Mercosur (1996) 2,724 2,864 3,406 4,452 4,585 5,063 4,762 4,588
Peru (1998) 241 278 424 585 443 462 475 518

1Chile exports to, plus imports from, partner countries/regions. Variations in bilateral Chile/Mexico trade flow data
relative to Table 12 are due to the fact that different reporting countries were used in each case.
Source: IDB Integration and Regional Programs Department, based on official country data.

There is little analysis to date on how bilateral and plurilateral agreements have affected the
internal operation of existing sub-regional integration arrangements in the hemisphere. Chile, for
example, has preferential accords with each of the Andean countries individually, and there are no
specific short-term plans to merge these accords into a single Andean Community-Chile agreement.
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While there is no clear evidence that intra-Andean coordination has been affected by the existence
of these bilateral arrangements, the latter do raise questions about the effectiveness of the existing
customs union between some of the Community’s member states. Meanwhile, the CACM
continues to function despite the conclusion of numerous free trade agreements between individual
member states with external trade partners. Again, however, the existence of such agreements
raises questions about the degree to which Central American countries are committed to completing
their internal customs union, which requires a common trade policy in order to function properly.
Thus, while bilateral agreements have undoubtedly facilitated trade flows between their signatories,
they also present a challenge for those sub-regional groups that are in the process of pursuing
deeper integration beyond simple free trade.

The FTAA Negotiations: A Progress Report

At the 1994 Miami Summit of the Americas, 34 countries of the Western Hemisphere pledged to
create a hemisphere-wide free trade area. Following a three-year preparatory phase, formal FTAA
negotiations were launched in April 1998. Governments plan to complete the talks by 2005, when
the free trade area will come into effect. With a combined population of 800 million and a GDP of
$9 trillion, the FTAA will be the largest free trade area in the world.

The FTAA process has been very dynamic from the beginning. The 1995-1998 preparatory phase
achieved major results in terms of documenting the current trading environment in the hemisphere.
Governments established comprehensive databases and other background information on key issues
affecting trade, greatly increasing the transparency regarding existing rules. They also agreed on
the general structure and scope of the negotiations and the rules that would guide those talks.

Since the formal launch of negotiations in 1998, two negotiating phases have taken place. The first
phase, culminating in the Toronto Ministerial Meeting of November 1999, produced a total of 55
meetings among the FTAA’s nine Negotiating Groups and related Committees.40 The current,
second phase of the negotiations will conclude in April 2001. The intensity of negotiations has
steadily increased, with over 60 meetings held since January this year. At the Third Summit of the
Americas, to be held in Quebec, Canada, next April, Heads of State of the 34 countries are
expected to renew their commitment towards the FTAA process.

                                                
40 The nine Negotiating Groups are Market Access; Agriculture; Government Procurement; Services; Investment;
Intellectual Property; Subsidies, Antidumping and Countervailing Duties; Competition Policy and Dispute Settlement.
Related Committees include Business Facilitation, Electronic Commerce, Civil Society and the Consultative Group on
Smaller Economies.
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The second phase of negotiations: November 1999-April 2001

The technical progress achieved by the FTAA negotiations since the Toronto ministerial has been
significant and has kept the process on track for its 2005 completion date. Almost all of the tasks
mandated in Toronto are near completion.41

The Toronto mandate

In November 1999, the Ministers responsible for Trade of the 34 FTAA countries provided new
instructions to the Negotiating Groups on how to proceed during the second phase of the
negotiations. One of the most important mandates received by the groups was to prepare draft texts
of their respective Chapters. The groups were asked to produce comprehensive texts, placing
language on which consensus could not be reached in brackets. Ministers also instructed the
Negotiating Groups with responsibility for issues of market access for goods and services to discuss
the modalities and procedures for negotiations and report to the Trade Negotiations Committee (the
TNC, which is integrated by the Trade Viceministers) on these matters.

With the draft texts, the TNC must assemble a first draft of the FTAA agreement and present it to
Ministers at their Buenos Aires meeting in April 2001. The TNC was also requested to report to
Ministers on issues where their guidance will be needed in light of the draft texts. In addition, the
TNC was mandated to initiate a discussion on the institutional framework of the FTAA agreement;
to identify new business facilitation measures; and to report to Ministers on its findings and
recommendations regarding the participation of the smaller economies in the FTAA process.

In line with their aim to achieve concrete progress in the negotiations by 2000, Ministers approved
18 new business facilitation measures (10 transparency-related measures and eight customs-related
measures), with implementation mandated to begin on January 1, 2000 (see Annex III of the
Toronto Ministerial Declaration).

With the launch of multilateral trade negotiations in the areas of services and agriculture, Trade
Ministers of the hemisphere were quick to recognize the inter-relationship between the multilateral
system and the FTAA negotiations and seized the opportunity to work together towards the
achievement of joint objectives. Along these lines, the Toronto Ministerial Declaration states that
FTAA countries will work together in future multilateral negotiations towards the elimination of
export subsidies on agricultural products and the prohibition of their introduction in any form; early
compliance with all the obligations under the WTO Agreement on Agriculture; and the
establishment of disciplines on other trade distorting practices and measures in the multilateral
agricultural negotiations.

                                                
41 The full text of the Declaration is contained in a bilingual IDB-OAS-ECLAC publication that also includes
presentations on the FTAA and regional integration by the President of the IDB, the Secretary General of the OAS and
the Executive Secretary of ECLAC. See IDB-OAS/ECLAC, Free Trade of the Americas: Fifth Trade Ministerial
Meeting and Americas Business Forum, 2000.
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Progress to date

The FTAA negotiations have moved forward at a steady pace. All nine Negotiating Groups are
working towards fulfilling the ministerial mandates to produce draft Chapters of their respective
areas. Both the high degree of participation in the meetings and the quantity and quality of
submissions are a clear indication of the level of attention that governments throughout the
hemisphere are paying to the FTAA. Participants have made sure that their interests and positions
have been duly incorporated in the draft texts, with a view to reaching a balanced and
comprehensive agreement. Although, at this point, the texts are likely to reflect a lack of consensus
on many important issues, their value added is very obvious: they will consolidate and synthesize in
a single, well-structured document, all the different proposals. This will facilitate matters when the
Negotiating Groups resume their work in the next phase, following the Buenos Aires Ministerial
meeting in April 2001.

Negotiating Groups with responsibilities for market access for goods and services are making
progress on agreeing to specific methods and modalities for their respective negotiations, including
the establishment of target dates for the accomplishment of specific tasks in the negotiations. The
establishment of clear goals and explicit benchmarks by Ministers has proven to be a useful
instrument for securing steady advances in the negotiations.

Most groups have continued to rely on the technical support of the Tripartite Committee –
composed of the IDB, the Organization of American States (OAS) and the United Nations
Economic Commission for Latin America and the Caribbean (ECLAC). Among other tasks, the
Tripartite Committee compiles and systematizes information that is relevant to the negotiations.
This information gathering has contributed to a better understanding of trade policies and legal
regimes of all the FTAA countries, a key component of successful trade negotiations.

The FTAA has made significant progress on implementing the business facilitation measures
adopted in Toronto. All transparency-related measures have been successfully implemented,
including the requirement that the FTAA official web site (www.ftaa-alca.org) contain a section on
Business Facilitation with hyperlinks to multiple sources of relevant trade information. These
measures are expected to make procedures and regulations much better known and more accessible
to the public.

As regards the customs-related business facilitation measures, most of them are also fully
implemented, while others are in the process of being adopted. These measures should greatly
facilitate the conduct of business in the hemisphere by reducing transaction costs and creating a
more consistent and predictable business environment, both for intra- and extra-hemispheric
traders. To facilitate the implementation of the remaining customs-related measures, the TNC
requested – and obtained - financial support from the Multilateral Investment Fund (MIF) of the
Inter-American Development Bank. The $5,000,000 project supported by the MIF is an umbrella
program, executed by the Panama-based Inter-American Center of Tax Administrations (CIAT),
from which countries can draw resources for technical assistance. The program is designed to
provide country-specific solutions to national implementation difficulties, especially those of the
smaller economies. Bilateral assistance by donor countries has also been provided. An FTAA
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Group of Experts on Business Facilitation has met several times to monitor this process and to
coordinate the different sources of technical assistance.

Meanwhile, the TNC is working towards the identification of new business facilitation measures.
Ministers have recognized the importance of these measures in signaling to the international
business community the commitment of FTAA countries to regional integration. At its meetings,
the TNC has been analyzing recently proposed measures and studying new selection criteria. The
new measures are expected to be announced by the Ministers in Buenos Aires.

The Consultative Group on Smaller Economies has met regularly to review progress in the FTAA
process, analyze the implications for smaller economies of different proposals tabled during the
negotiations, and assess the needs and availability of technical assistance to support the smaller
economies both during and after the negotiations. The TNC has continued its thorough examination
of the issue of the full participation of the smaller economies in the FTAA process and
opportunities to increase their levels of development. The TNC has been instructed by Ministers to
report on these issues in April 2001.

The Committee of Government Representatives on the Participation of the Civil Society has also
been active. As stated in the Toronto Declaration, this Committee seeks to provide transparency in
the negotiation process and to broaden public understanding and support for the FTAA. Once
again, an invitation was issued to the civil society of the Americas to submit their observations,
proposals and comments on the FTAA process. The Committee has been mandated to submit an
outline of the range of views received for consideration by the Ministers, who will address this
issue in their next meeting in April 2001.

The Joint Government-Private Sector Committee of Experts on Electronic Commerce has worked
diligently throughout this phase. This body is a non-negotiating group that has been instructed to
formulate recommendations to Ministers on how to deal with the new issue of electronic commerce
in a more integrated hemispheric market.

Finally, the TNC has taken some initial steps to examining the institutional aspects of a future
FTAA agreement. At the request of the Ministers and using the proposals submitted by countries as
a basis, discussions have focused on the basic features associated with the institutional structure of
the future free trade area (FTAA political, administrative and technical bodies). This discussion is
expected to evolve in parallel to progress registered in the different issue areas of the FTAA.

The role of the Bank

The Bank, as a member of the Tripartite Committee, continues to provide significant technical and
financial support to the FTAA process. Such support is provided in three main forms:

First, the Bank provides technical support to the Negotiating Group on Market Access (which has
been mandated to negotiate issues related to tariffs and non-tariff measures, safeguard measures,
rules of origin, customs procedures, special regimes and technical barriers to trade), the Negotiating
Group on Agriculture (including sanitary and phytosanitary measures) and the Negotiating Group
on Government Procurement. In addition, along with the other Tripartite Committee institutions,
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the Bank provides joint technical support to the TNC, the Negotiating Group on Investment, and
the Consultative Group on Smaller Economies.

Second, the Bank, through a regional technical cooperation program, continues to provide both
technical and financial support to the FTAA Administrative Secretariat, currently located in Miami.
The Secretariat will operate in Miami until early next year and then move to Panama City. The
Bank has recently approved a new regional technical cooperation program to support the operation
of the Secretariat in Panama. The Panamanian government is providing important counterpart
resources to this program.

Third, as mentioned above, the MIF has approved a $5,000,000 project to support the
implementation of the customs-related business facilitation measures, especially in the smaller
economies of the hemisphere.

The FTAA on balance

At this time, the FTAA process is where its original architects expected it to be. Ministerial
mandates are being fulfilled and a satisfactory outcome for the April Ministerial meeting in Buenos
Aires is foreseeable. A draft text of the FTAA agreement is underway and constitutes a solid basis
for continued discussions during the next phase of the negotiations (2001-2003). The above
achievements show that the process is moving ahead and that countries are fully committed to
hemispheric trade integration despite recent financial downturns and economic problems in key
Latin American and Caribbean countries.
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III. THE CARIBBEAN BASIN INITIATIVE: A WINDOW OF OPPORTUNITY

In May 2000, Caribbean Basin countries secured a major new trade opportunity when the United
States government passed the Caribbean Basin Trade Partnership Act (CBTPA), extending
NAFTA-like preferences to the region in a number of important sectors. The action was the latest
development in a US program that is nearly two decades old. The Caribbean Basin Initiative (CBI),
as the program is commonly known, is actually a series of US laws that unilaterally extend trade
preferences to, potentially, 28 countries and territories in the Caribbean region.42 The program has
changed significantly over the years and has provided progressively greater access to beneficiary
countries, while at the same time exacting increasingly comprehensive cooperation requirements
from the latter.

The original Caribbean Basin Recovery Act, or CBERA, passed by the US Congress in 1983 and
activated in January 1984, was a landmark law that clearly departed from the US tradition of
supporting exclusively multilateral liberalization efforts. This departure reflected a changing US
attitude towards the strategic role that trade with Latin America and the Caribbean can play in
promoting stability and development in the region. The CBI process was expanded considerably in
the early 1990s with a new, more complex law that matched a maturing Caribbean-US trade
relationship. Below is a brief review and analysis of the first sixteen years under the CBI program,
followed by a description and analysis of the 2000 CBI enhancement (CBTPA) and what it could
mean for the Caribbean region.

The First Sixteen Years of the CBI (1983-1999)

The original CBERA was designed to encourage the growth and diversification of Caribbean Basin
economies by promoting export-oriented production in the region, especially in non-traditional
sectors. The CBERA authorized the US executive to grant duty-free entry or reduced duties for
eligible products from designated beneficiary countries. A GATT, and later, a WTO waiver was
secured for the program since it offers non-reciprocal, preferential treatment for a few, but not all,
countries.

Most products exported by Caribbean Basin countries to the United States were subject to an
instant one-time tariff rate reduction. Although the majority of reductions were to zero, there were a
number of important exceptions and special conditions. Major agricultural products remained
subject to quota or food safety requirements as imposed generally by US law. Products completely
excluded from the CBERA included most textiles and apparel, some footwear products, canned
tuna, petroleum and petroleum derivatives, and certain watches and watch parts. A number of other
rules - separate from the CBERA - applied to textile imports, including six bilateral agreements

                                                
42 The list of potentially eligible countries includes: Anguilla, Antigua and Barbuda, Aruba, Bahamas, Barbados, Belize, British
Virgin Islands, Cayman Islands, Costa Rica, Dominica, Dominican Republic, El Salvador, Grenada, Guatemala, Guyana, Haiti,
Honduras, Jamaica, Montserrat, Netherland Antilles, Nicaragua, Panama, St. Kitts and Nevis, St. Lucia, St. Vincent and the
Grenadines, Suriname, Trinidad and Tobago, and Turks and Caicos Islands. Although potentially eligible, Anguilla, Cayman Islands,
Suriname, and Turks and Caicos Islands have never formally requested beneficiary status.
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negotiated under the Special Access Program (SAP) that allowed for quota-free or higher quota
entry into the United States.43

Originally set to expire in 1995, the CBERA was extended indefinitely and moderately enhanced in
a number of ways by the Caribbean Basin Economic Recovery Expansion Act of 1990 (CBEREA,
or also known as CBI II). Some of these enhancements included duty elimination or reductions on
products that had previously been exempt, rules of origin that allowed for regional accumulation,
and other varied benefits such as minor tax measures, a scholarship program, various development
projects and a requirement for Puerto Rico to offer at least $100 million a year in lending to CBI
countries. Two Presidential Proclamations44 in 1991 and 1992 further reduced or eliminated duties
for 122 tariff categories. By 1999, 13.6 percent of total US imports from CBI countries,
representing approximately 6,900 individual products, were subject to CBERA treatment (13.2
percent facing duty-free treatment and 0.4 percent facing reduced duties). It is important to note
that in the same year, another 0.5 percent of total US imports from these countries entered duty-free
under the US Generalized System of Preferences (GSP), while some 56 percent entered duty-free
under normal MFN rates or under production sharing provisions. Thus, in 1999, almost 70 percent
of all exports from CBI countries to the United States entered the US market free of duties.

Administrative requirements

In order to receive CBI treatment, each of the 28 potentially eligible countries had to request
beneficiary status from the US Executive. Countries were required to meet a number of criteria,
although the Executive was allowed the discretion to waive some of these conditions. Under the
original CBERA, countries could be designated beneficiaries based on form of government, the
absence of government violations of US copyright laws, the existence of an extradition treaty with
the US, and the protection of internationally recognized worker rights. Other considerations, some
of which were added in 1990, included perceived country interest in the CBI, economic and living
standards, trade policy, general cooperation with the United States and any other factors that the
Executive Branch might deem important. Beneficiary status was granted liberally, and on only two
occasions were CBERA benefits revoked.45 Four potentially eligible members - Suriname, and the
three UK territories, Anguilla, Cayman Islands, and Turks and Caicos Islands - did not officially
request beneficiary status, although Anguilla and Suriname did show some interest in seeking such
status in 1997. The US Trade Representative was allowed to review country practices and the US
Executive had discretion to suspend CBI benefits or beneficiary status at any time. There was also a
Safeguard provision in which the US President could, under certain conditions, suspend duty-free
treatment due to serious injury to US producers.

In addition to country eligibility requirements, in order to receive CBI duty-free treatment, products
had to be exported directly to the United States from the beneficiary country along with a special

                                                
43 The six bilateral agreements were signed with Costa Rica, the Dominican Republic, Guatemala, Haiti, Jamaica and
Panama. The SAP provides special treatment concerning textile quotas (currently administered under the WTO
Agreement on Textiles and Clothing, or ATC).
44 Presidential Proclamation Numbers 6343 and 6455.
45 Panama, April 1988-March 1990 and Honduras for two months in 1998 (due to failure to protect intellectual
property).
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claim form confirming country of origin and other information. Some 35 percent of the value of
these products needed to be produced in one or more of the beneficiary countries.

These CBERA benefits were considerable in that they provided the Caribbean Basin with a distinct
advantage vis-à-vis most other developing countries, which were eligible only for the usual GSP
treatment.46 With the establishment of NAFTA, and an increasingly open US market more
generally (due in part to the 1994 results of the Uruguay Round), these CBERA preferences were
nevertheless eroded. In response to a relative decline in CBI importance, Caribbean Basin countries
lobbied throughout the mid- to late 1990s to strengthen the CBI in order to receive so-called
“NAFTA parity” from the United States.

Trade performance

Since its inception, the CBI program has had a sizable impact on Caribbean Basin exports to the
United States, both in terms of volume and composition.  Growth of Caribbean Basin exports to the
United States has accelerated rapidly in recent years, from an average one percent growth per year
between 1984 and 1992, to eleven percent between 1992 and 1999, outpacing the expansion of
global US imports by one percentage point in the latter period. Although other import programs
such as the SAP certainly accounted for a portion of the rapid growth, CBI-treated imports grew
particularly strongly and steadily, at nearly 11 percent a year on average since 1984. For the region
as a whole, CBI products represented up to one fifth of total exports to the US in the mid-1990s,
although that share declined to 13.6 percent in 1999 (see Graph 13 below). While the CBI is clearly
an important factor behind the relative success of some CBI countries in the US market, these
countries have also remained competitive in other sectors not covered by the program, even with
the challenge of Mexico’s advantageous position as a member of NAFTA. Chief among these
sectors is textiles, which has received particular attention in the CBI countries’ efforts to expand the
CBERA program and obtain NAFTA parity.

                                                
46 The Generalized System of Preferences (GSP) is a program under which products imported from developing
countries are subject to reduced tariff entry into the US market. Most developing countries are eligible for this program.
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The two largest exporters to the United States in the region, the Dominican Republic and Costa
Rica, have accounted for more than a representative share of the region’s exports under the CBI
program. Honduras, Guatemala and El Salvador are the region’s other major exporters to the
United States, but have a less than representative share under the CBI program, reflecting in part
the importance of the textile industry that was excluded from the original CBI. Although they make
up a tiny portion of regional trade, the smaller Eastern Caribbean states are in fact the countries
whose exports to the United States are most CBI intensive, from a high of 87 percent in the case of
St. Vincent & the Grenadines, to 30 percent for St. Lucia (Antigua & Barbuda and Montserrat are
the exceptions, see Table 14 and Graph 14 below).

Country Total CBI Total CBI Total CBI Total CBI 1984 1992 1999

Nicaragua 491,906 50,556        -4.6 13.9 15.3 - 32.5 3.4 - 58.3 10.3
British Virgin Islands 23,189 364             - - 21.0 3.8 32.5 27.1 15.5 2.1 1.6
Dominica 22,986 9,497          -8.2 - 45.1 59.1 26.2 37.8 10.5 22.4 41.3
El Salvador 1,603,465 59,051        -23.2 1.8 10.0 -1.3 22.7 11.7 18.9 7.1 3.7
Honduras 2,711,908 180,152      4.0 22.7 13.7 7.6 19.5 7.0 15.3 14.4 6.6
Costa Rica 3,953,546 683,013      11.7 -13.0 15.3 16.9 16.0 12.7 14.0 21.0 17.3
Haiti 301,008 21,914        14.7 20.6 -1.5 0.0 15.9 1.9 5.8 17.9 7.3
Aruba 524,954 19               64.0 80.4 - - 15.7 9.9 - 0.0 0.0
Grenada 19,822 11,486        11.4 12.4 24.2 78.1 14.9 40.2 0.3 14.5 57.9
Guatemala 2,257,701 285,349      0.1 -11.4 11.4 13.4 11.2 5.7 9.7 18.0 12.6
Barbados 58,688 24,632        32.9 119.6 -9.3 4.2 9.8 6.9 5.3 50.7 42.0
St Vincent & the Grenadines 8,233 7,195          11.6 20.5 7.1 38.4 8.9 71.5 1.9 3.6 87.4
Dominican Republic 4,277,548 820,270      2.0 - 10.2 9.1 8.8 5.4 22.4 24.0 19.2
Panama 338,126 45,962        -14.6 -1.6 0.5 9.5 6.5 9.9 3.8 10.9 13.6
Trinidad and Tobago 1,284,798 217,857      8.9 8.1 -0.4 26.5 6.3 25.4 0.5 5.3 17.0
St Kitts & Nevis 32,803 25,617        5.2 0.9 2.4 10.5 5.3 8.8 24.9 62.0 78.1
Belize 80,340 23,057        1.3 - 4.3 11.3 4.6 -0.4 10.8 40.6 28.7
Guyana 101,395 14,706        -14.7 2.1 2.1 - 2.2 43.0 - 1.4 14.5
Jamaica 664,000 89,593        2.1 - 3.5 4.7 1.6 9.3 11.3 8.1 13.5
St Lucia 28,187 9,249          -4.4 9.2 9.3 13.3 0.1 12.9 19.1 14.1 32.8
Netherlands Antilles 383,655 1,612          -0.2 11.9 -10.5 -2.9 -5.5 -8.3 0.1 0.5 0.4
Antigua & Barbuda 1,839 22               18.2 13.7 -9.3 -10.3 -14.3 -31.7 1.4 6.0 1.2
Bahamas 194,337 56,018        5.5 14.7 -11.2 - -14.5 -7.0 - 16.1 28.8
Montserrat 329 6                 -5.8 27.4 -7.1 - -15.8 -24 - 3.7 1.8

Total CBI 19,364,762 2,637,200   0.9 13.0 5.4 10.7 10.8 8.1 6.6 16.2 13.6

Source: IDB Integration and Regional Programs Department, based on US Department of Commerce data.

Table 14. Growth of US Imports from the Caribbean Basin Countries
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The importance of, and the benefits obtained from, the CBI have thus varied throughout the region.
Despite the positive growth seen in the region’s total exports to the United States, in roughly half
the cases exports have not kept pace with the overall growth in US imports. Some countries have
seen exports to the United States drop. As a rule, some of the poorest performers since 1984
(Bahamas, Netherlands Antilles, Antigua and Barbuda) have also been the least active in taking
advantage of the CBI. For some of the more successful countries (in terms of export growth to the
United States since 1984), such as Dominica, Grenada or Costa Rica, CBI growth has clearly
played a strong role. Dominica, for example, saw its CBI exports increase nearly 60 percent a year,
while its total exports to the United States grew by an annual 45 percent. In other countries, such as
the British Virgin Islands, Nicaragua, and Honduras, CBI growth was less instrumental, playing a
smaller but not insignificant role in a pattern of overall export growth to the US market.

The CBI has been a factor in changing not only the volume but also the composition of Caribbean
Basin exports to the United States, which have become more diversified and less highly
concentrated in traditional primary goods. In 1984, sugar accounted for 36 percent of total
Caribbean exports to the United States under the CBI program; the share doubles to 72 percent for
the top five products combined. By 1999, the corresponding figures were 10 percent and 54
percent, respectively. Exports overall have diversified dramatically as well, with the share of
mineral fuels declining from almost half of all US imports from CBI countries in 1984 to just 8
percent in 1999 (see Graphs 15 and 16 below).

By far the most dynamic export sector has been the apparel industry (Sections 61 and 62 of the
Harmonized System), which in 1999 accounted for 46 percent of Caribbean Basin exports to the
United States, up from just 5.3 percent in 1984. This sector has been exempt from CBI treatment,
but, since 1994, US tariffs on Caribbean Basin apparel have been around 8 percent, about 10
percentage points lower than those applied to the rest of the world. With tariffs for Mexico having
approached zero under NAFTA, the Caribbean advantage vis-à-vis that country has nevertheless
been undermined.
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One of the less observed effects of the CBI has been its contribution to the growing US trade
surplus with beneficiary countries. Since the introduction of the CBI the US trade balance with the
Caribbean Basin has shifted from a deficit of over US$ 3 billion in 1983 to a surplus of US$ 500
million in 1999. There are two ways in which the CBI has indirectly contributed to this. First, as the
major source market for the Caribbean Basin region, the United States is in a position to benefit
from any increase in demand in the CBI region arising from better living standards and higher
aggregate demand, attributable or not to the CBI. Second, with Caribbean Basin export
competitiveness improving, the region has increasingly relied on the United States to supply its
export industries. As the US and Caribbean Basin economies have become more integrated, trade
under production-sharing provisions of US legislation has grown as well. Since the mid-1980s, the
Caribbean Basin as a whole has become a more important market for the United States, with its
share of total US exports to the world increasing moderately from 2.8 percent in 1984 to 3 percent
in 1998.

While much of the Caribbean Basin has successfully used the CBI program to help boost and
diversify exports, with only 13.6 percent of all exports to the United States going through the
program, the CBI alone has not been the driving factor in US-Caribbean Basin trade. In this light,
one can understand the longstanding interest of Caribbean Basin countries to secure NAFTA parity.

The New Caribbean Basin Trade Partnership Act

In order to help address the limitations of the original program, the latest major CBI legislation, the
Caribbean Basin Trade Partnership Act (CBTPA), was passed on May 18, 2000 as part of the US
Trade and Development Act. The CBTPA eliminates many of the remaining exemptions under CBI
while at the same time imposing a number of new requirements on Caribbean Basin countries. It is
in effect from October 1, 2000 to September 30, 2008 or until the FTAA or other such relevant free
trade agreements enter into force.

The enhancements include NAFTA-like tariff treatment for a number of products (footwear,
canned tuna, petroleum and petroleum products, watches and watch parts, handbags, luggage, flat
goods, work gloves, leather wearing apparel, and certain rums processed in Canada), as well as the
elimination of duties on most textile and apparel products (though quotas often remain). Only a
limited amount of Caribbean Basin apparel not composed of American yarns and fabrics is eligible,
however. Detailed origin rules regarding apparel and textile products also apply and may affect
product eligibility, such as limits on the value of trimmings (i.e. hooks, eyes, buttons, zippers or
decorative lace) from third countries. Some important agricultural products, moreover, continue to
be subject to tariff rate quotas. These include sugar, rice and tobacco.

Another major aspect of the CBTPA is that it establishes a new list of requirements for country
eligibility. These new requirements include fulfillment of WTO obligations; participation in
negotiations for the FTAA or other such free trade agreement with the United States; protection of
intellectual property (Uruguay Round standards); enhanced labor rights; positive certification in
counter-narcotics efforts; adoption of the Inter-American Convention Against Corruption; and
transparency in the area of government procurement. All 24 CBERA beneficiary countries
maintained their designation under these new requirements in 2000.
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Beyond these eligibility requirements, however, the new law further requires the US government to
determine that designated beneficiary countries have implemented and followed, or are making
substantial progress toward meeting customs standards that are drawn from the NAFTA rules that
allow verification of origin. These determinations are subject to updating at any time and are to be
posted in the US Federal Register. The US Trade Representative has determined that only 10 of the
24 beneficiary countries (Belize, Costa Rica, Dominican Republic, El Salvador, Guatemala, Haiti,
Honduras, Jamaica, Nicaragua, and Panama) have met this requirement as of October 2, 2000.

While the new CBTPA enhances the CBI greatly and now includes the Caribbean Basin’s most
dynamic sectors (textiles and apparel), there are other aspects of the current arrangement that fall
short of true “NAFTA parity” for the Caribbean Basin countries. First, generally, it is clear that the
requirements for country CBI designation have become more important over the course of the
program, from the increasingly stringent application of intellectual property requirements to the
new technical requirements adopted under the CBTPA. Although most countries are taking steps to
meet the standards, some have found such requirements to be increasingly challenging. As a
conditional program, and with eligibility exclusively under US control, the current CBI system is
less secure than Caribbean Basin countries would prefer.

Second, with the passage of the CBTPA and with large changes in the hemispheric trading system
on the horizon, the CBI has a finite future as presently configured. Third, there is no dispute
settlement mechanism. In sum, all these characteristics reflect the shortcomings of a unilateral – as
opposed to reciprocal – trade agreement.  These problems are likely to persist until an FTAA or
other such free trade agreement with the United States is achieved.

Future Prospects for CBI Beneficiaries

In the medium term, the new preferences extended by the CBTPA present a very important
opportunity for the Caribbean Basin. With the apparel industry already approaching half the
region’s exports to the United States prior to NAFTA “parity”, any significant new preferences in
those sectors will have a clear impact on the region’s economies. Continued growth in sectors such
as apparel and electronics assembly and data processing, along with new opportunities in high-
potential sectors such as footwear and leather apparel, can bring new employment and foreign
exchange to the Caribbean Basin region. The CBTPA may also help offset the growing trade
imbalance that the region has developed with the United States during the 1990s. More detailed
studies are needed to ascertain the full effects of the CBI on Caribbean Basin countries, allowing
countries to make the most of the program generally and in light of coming trade agreements.

Caribbean Basin countries have several natural advantages in the US market, including linguistic
affinities (in the case of the English-speaking Caribbean) and significant and growing cultural and
commercial links with especially the southern regions of the United States (in the case of Central
America). Physical proximity to the US market is another advantage. These advantages may help
explain – to some extent - why apparel producers in the Caribbean Basin, although affected by
Mexico’s advantageous position in the US market, were not damaged by NAFTA to the extent
predicted by some. Evidence shows, in fact, that in many sectors, CBI countries have been able to
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adapt effectively and improve competitiveness in the face of wider international competition. One
study of the apparel industry, for example, found that manufacturers in selected Caribbean Basin
countries have increased their labor productivity by 25 percent in five years, compared to 5 percent
in Mexico.47 The CBI has clearly been one of a number of effective tools for helping the region to
increase exports to the United States, and the expansion of the program will likely act as a catalyst
to stimulate exports of an even wider range of goods to that market.

The finite and uncertain nature of the CBI, however, is a challenge for Caribbean Basin countries
seeking long-term investment from abroad. Although the CBI benefits are generous, perception
plays a role in investment decisions, and the current lack of a more permanent and structured
system is less assuring than some would like. In addition to the program’s limited timeframe and
the strict new eligibility and US customs requirements, some major trade developments on the
horizon only add to the uncertainty. According to the WTO Agreement on Textiles and Clothing,
for example, by 2005 the United States will have to eliminate its quota system in these sectors. As a
consequence, the Caribbean Basin will undoubtedly face greater competition in the US market from
Asia (especially once China fully joins the WTO) and Africa.48

A number of other challenges confront the Caribbean Basin. Some countries could do more to take
full advantage of tariff-free treatment for non-apparel products. Others might also need training and
technical assistance in order to meet customs procedures and other technical requirements, as well
as to develop the Caribbean Basin transport and economic infrastructure in order to ensure that the
region remains competitive. Much of the rapid growth in Caribbean Basin exports to the United
States is due to the rise of maquila industries (now accounting for nearly half of all CBI exports to
the United States). These industries may not have very high CBI value added and remain somewhat
less fully integrated with the economy as a whole. Creating linkages and developing products with
higher Caribbean Basin value added would help ensure that economies benefit more generally from
growing exports to the US market. Questions also remain about the implementation of the CBI,
including how the quota limits will be allocated between CBI countries, and how the accuracy of
institutional reporting on external trade is ensured. Quotas are currently established on a first-come,
first-serve basis and there are few built-in mechanisms for countries to resolve disputes or ensure
universal compliance. Finally, the current CBI program excludes some key agricultural goods, as
well as textiles made from Caribbean raw materials.

One of the biggest challenges for the Caribbean Basin region is how to prepare for the future
FTAA. An Americas-wide free trade area, even if implemented gradually, would mean the eventual
erosion of CBI preferences vis-à-vis the rest of the hemisphere. The CBI is now clearly linked to
the FTAA process by the CBTPA language, and represents an interim step on the way to an
eventual free trade agreement, either separately or under the FTAA architecture. As noted above,
the CBTPA requires beneficiary countries to participate in the FTAA process (or equivalent free

                                                
47 CEPAL-BID/INTAL R. Buitelaar. “América Central y República Dominicana: modernización y ajuste en la maquila
de confección.” Integración y Comercio. No. 11, September, 2000.
48 The same 2000 Trade and Development Act that carried the CBTPA also extends new CBI-like preferences to
African countries. This is in addition to similar preferences for Andean countries (Andean Trade Preference Act, 1991)
that could be extended or expanded in the future.
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trade negotiations) and calls for ministerial-level regional trade meetings in order to explore and set
the groundwork for future free trade negotiations.

The benefits from the CBI, especially with the recent enhancements, are certain to be positive for
the Caribbean Basin in the medium term. However, if the region is to sustain those benefits past
2008 or after the establishment of an FTAA, the Caribbean Basin will need to take full advantage
of the program now. Even with its limitations, the CBI affords the region an important head start
over other LAC countries in the US market. Active involvement in the CBI by beneficiaries will
make it easier politically for the United States to enter into free trade negotiations with these
countries, and it will likely also help countries in the region initiate policies that will lead to a more
seamless FTAA transition later. Unless countries in the region take advantage of the program now,
at a time when the preferences are relatively strong, they will be less able to do so under any system
after the US market has become more open for the rest of the hemisphere and the world.
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IV. TOWARDS RECIPROCITY: LAC TRADE RELATIONS WITH
THE EUROPEAN UNION

While Latin American and Caribbean countries are consolidating their intra-regional and
hemispheric links, they are also pursuing new trade relationships with other regions of the world.
Some of the most important developments in this regard have occurred in the region’s relations
with the European Union (EU).  This chapter reviews EU-LAC trade relations in terms of both the
evolution of trade flows and new trends in biregional trade policy.

Evolution of EU-LAC Trade Flows in the 1990s

The value of trade between the EU and the LAC region grew substantially in the 1990s, from $49
billion in 1990 to almost $90 billion in 1998. In 1999, however, trade between the two blocks
contracted by 7.5 percent, mainly because of a steep fall in LAC imports from the EU (which
declined by 11.5 percent, against an overall LAC import decline of 5.5 percent). This was a break
with the upward trend in biregional trade that generally characterized the 1990s.

EU-LAC trade relations remain beset by a number of imbalances. Despite the significant absolute
growth in biregional trade, the expansion is mainly due to the strong performance of LAC imports
from Europe, which grew by 139 percent between 1990 and 1999. By contrast, LAC exports to the
EU increased by just 24 percent in the same period (while its sales to the rest of the world increased
by 132 percent). Over the last five years, Latin American and Caribbean exports to Europe have
been stagnant or have fallen slightly, and in 1999, the value of total sales to the EU stood at the
same level as in 1995. As a result, LAC sales to the EU have fallen drastically as a share of the
region’s total exports: from 22 percent in 1990 to 13 percent in 1999.

Latin American and Caribbean imports from the EU, as a share of total LAC imports, have also
declined from 18 percent to 16 percent during the 1990s. In general, LAC’s trade relationship with
Europe has been declining in importance relative to the region’s links with other partners and,
particularly, relative to intra-regional trade. European exports to the region, moreover, are
increasingly concentrated in the Southern Cone region. In 1991, Mercosur countries took slightly
over a third of all Latin American and Caribbean imports from the EU; by 1999, that share had
risen to almost 50 percent.

The sectoral composition of biregional trade reveals a relatively strict structural pattern. The EU
mainly buys foodstuffs and agricultural raw materials from the LAC region. In 1999 these
accounted for almost 50 percent of total LAC exports to Europe, while manufactured goods
represented just 28 percent of the total. In contrast, in LAC’s total exports to the world, foodstuffs
and agricultural raw materials account for just one fifth of the total, while manufactured goods
account for more than double that share. The composition of LAC exports to the EU barely
changed in the 1990s, while in total LAC exports to the world, manufactured goods have steadily
increased their share. The composition of LAC imports from Europe has remained largely stable in
the 1990s, with manufactured goods accounting for the vast majority (89 percent in 1999).
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A significant trend in EU-LAC trade in the 1990s was the shift from a substantial Latin American
surplus at the beginning of the decade ($10 billion) to an even broader deficit at the end: $16 billion
in 1998 and $10 billion in 1999. This variation in the biregional trade balance reflects another,
broader trend: the LAC trade surplus of $25 billion with the rest of the world in 1990 had become a
deficit of almost $43 billion in 1998. Thus, in that year, the LAC trade deficit with the EU
accounted for more than 36 percent of the region’s global deficit, at a time when trade with Europe
accounted for less than 16 percent of the region’s total foreign trade. The LAC trade deficit with the
EU almost quadrupled between 1995 and 1998 but the trend was reverted in 1999, when the deficit
fell by 35 percent due to the above-mentioned sharp fall in the region’s imports from Europe.

The EU’s declining presence

The EU’s share of LAC markets fell steadily throughout the last decade, despite an overall increase
in EU exports to the region. This trend springs from several factors, not least the growth of intra-
LAC trade as a result of unilateral trade liberalization and sub-regional integration. In 1998, trade
within LAC accounted for approximately 20 percent of total trade, compared with the 16 percent
accounted for by trade with the EU. However, the United States saw an increase in their share of
LAC trade in the decade. LAC exports to the United States grew by an annual average of 12
percent between 1994 and 1998, and their share in the region’s total exports increased from 38
percent to 48 percent between 1990 and 1998.

It is worth noting, however, that part of the EU’s declining market share is explained by the rapid
growth of US-Mexican trade flows after NAFTA’s entry into force in 1994. Excluding Mexico’s
foreign trade (which in 1999 represented 49 percent of the region’s total trade), the geographical
distribution of LAC’s remaining foreign trade appears more balanced. In 1999, 22 percent of LAC
exports (excluding Mexico) went to the EU, compared to 13 percent if Mexico is included. As for
LAC imports, in 1999, the EU’s share of these (absent Mexico) rises from 16 percent to 23 percent.

Trade with sub-regions and countries

In 1999, the total value of EU trade with South American countries and sub-regions – Chile,
Mercosur and the Andean Community – fell markedly, with a reduction in both exports and imports
(for general trends in LAC trade that year, see Chapter I). Central America recorded a very slight
increase in the total value of its trade with the EU because of a rise in exports. The value of EU-
Mexican trade also expanded. Only Central America and Chile posted a surplus in their trade with
Europe; deficits prevailed in the cases of the Caricom countries, the Andean Community and,
particularly, Mexico and Mercosur. Analysis of biregional trade from a sub-regional perspective
reveals the following trends:

•  Mercosur. This group is the EU’s main trade partner in Latin America, and among Europe’s
most important extra-regional trade partners. As in earlier years, in 1999 Mercosur accounted
for slightly more than half of Latin American exports to the EU, and about 50 percent of EU
exports to LAC went to this sub-region. However, while Mercosur’s share of Latin American
imports from the EU grew from on third in 1990 to almost 50 percent in 1999, the EU’s relative
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importance as a market for Mercosur exports fell in the same period. In 1999, 26 percent of
Mercosur’s total exports went to the EU, compared to 32 percent at the beginning of the decade.
In 1999 both exports and imports declined, but the bigger decline in imports led to a substantial
fall in Mercosur’s deficit with the EU (from $6.3 billion in 1998 to $3.7 billion in 1999).

•  Andean Community. This group is the EU’s second largest trade partner in Latin America, with
total trade of $12 billion in 1999. This was in fact the lowest figure since 1993, and represents a
17 percent decline over 1997. Andean exports to the EU have fallen in every year since then,
and only the sharp decrease (21 percent) in imports from Europe reduced the Andean countries’
trade deficit by 55 percent, to $0.8 billion, in 1999. The fall in Andean sales to the EU in 1999
contrasts with a growth of 12 percent in the sub-region’s total exports. For the Andean
countries, the relative importance of their trade relations with the EU diminished throughout the
1990s, in terms of Europe’s share of both their exports and imports.

•  Central America. With trade growth of 5 percent in 1999, Central America was the only sub-
region that witnessed an increase in its trade with the EU. This was exclusively due to the
expansion of its exports (which increased by 15 percent, the only growth recorded by any sub-
region). Central American imports from Europe fell by 7 percent. The group’s trade surplus
with the EU thus rose by 165 percent over 1998. In 1999, some 8 percent of Central America’s
imports came from the EU, compared with 13 percent in 1990, while 19 percent of the CACM
countries’ total exports went to Europe, compared with 25 percent in 1990.

•  Caricom. EU trade with this group was markedly volatile in the 1990s, with significant annual
fluctuations in the value of exports and imports. Along with Mercosur, Caricom has
traditionally been the sub-region with the greatest dependence on the EU as an export market.

•  Mexico. EU-Mexican trade expanded by 16 percent in 1999, the greatest increase recorded by
any LAC country and sub-region in its trade with Europe. Mexico’s exports to the EU expanded
by 36 percent over 1998, the largest increase in the decade. Sales of ores and metals, as well as
manufactured goods, were particularly dynamic. Imports from the EU, which grew throughout
the decade with the exception of 1994, increased by 9 percent. The trade surplus that the EU
enjoyed with Mexico throughout the 1990s fell by 5 percent in 1999 relative to 1998. The value
of Mexican exports to the EU increased by 58 percent between 1990 and 1999, while the
country’s imports from Europe more than tripled in the same period. However, the relative
importance of trans-Atlantic trade for Mexico diminished during the decade: while in 1990, 13
percent of Mexican exports went to the EU, this share had fallen to 4 percent by 1999.
Similarly, in 1990 some 17 percent of Mexican imports came from the EU; in 1999 the figure
stood at just 9 percent.

•  Chile. The relative importance of Chile’s trade links with Europe has declined over the last ten
years. Almost 40 percent of Chilean exports went to the European market in 1990; by 1999 this
share was just 26 percent. EU countries’ share of Chile’s total imports also fell, from 27 percent
in 1990 to 20 percent in 1999. The value of Chilean exports to the EU peaked in 1995 but fell in
the following years. Chile’s imports from Europe expanded rapidly up to 1997, but have since
declined. Imports from the EU fell by a substantial 27 percent between 1998 and 1999, when
the country’s total foreign purchases declined by 19 percent. While Chile accounts for about 4
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percent of Latin America’s GDP, in 1999 its trade with the EU represented 9 percent of total
EU-LAC commerce.

New Trade Policy Initiatives in EU-LAC Relations

The 1990s witnessed several new initiatives to change the framework of EU-LAC trade. Free trade
negotiations between the EU and Mexico concluded successfully in 1999, and a new free trade
agreement came into force on 1 July 2000. Similar negotiations with the Mercosur countries and
Chile were initiated in 1999, following the signing of Interregional Framework Cooperation
Agreements between the EU and Mercosur in 1995 and between the EU and Chile in 1996.
Moreover, existing arrangements for preferential access to the EU for exports from the Andean
region, Central America and the Caribbean have been updated to stimulate inter-regional trade.

Currently (and with the exception of Mexico and the Caribbean), access to the EU market for LAC
exports is regulated by general WTO provisions and the preferences that the EU unilaterally grants
under its Generalized System of Preferences (GSP). The GSP was revised on several occasions in
the 1990s with the general aim of improving access for exports from the less developed countries.
Since 1990, Andean countries and the members of the CACM have benefited from special
preferences within the GSP, as part of the EU’s policy against drug trafficking. These preferences
entail free access to the European market for most exports from these countries.

The current GSP scheme for the CACM and Andean countries came into force on January 1 and
July 1, 1999, respectively, and will run to the end of 2001 (although it may be prolonged to 31
December 2004, when the program’s usual ten-yearly renewal occurs). The scheme has extended
most of the benefits enjoyed by the Andean countries to Central America, and now also covers
industrial exports from the latter countries. Another element in the new regime is the unification of
the formerly separate schemes for agricultural and industrial products.

The renewal of the GSP in 1995 sought to redistribute its benefits in accordance with each
country’s level of development. This goal affects the most economically advanced LAC countries –
such as Argentina, Brazil, Chile and Mexico – which have gradually ceased to benefit from GSP
tariff preferences for a variety of products.

The EU-Mexico free trade agreement

The EU-Mexico free trade agreement that came into force earlier this year is part of the Economic
Partnership, Political Coordination and Cooperation Agreement signed between the two parties in
December 1997.  The agreement provides the framework for the institutionalization of a permanent
political dialogue, the reinforcement of cooperation, and the strengthening of economic and trade
relations through preferential, progressive and reciprocal trade liberalization. This is the first such
trade accord negotiated by the EU with a Western Hemisphere country. It also establishes a direct
trade link between the EU countries and a NAFTA member. According to the European
Commission, the agreement provides European companies with a treatment similar to or better than
that enjoyed by Mexico’s NAFTA partners. From Mexico’s perspective, the accord means that it
will soon have free trade with the world’s two biggest trade blocs.
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Nature and scope of the agreement

The EU-Mexico accord is comprehensive: it will liberalize virtually all current bilateral trade flows
over a period of ten years, and covers both goods and services.

•  Industrial goods. All industrial goods trade – which accounts for some 93 percent of bilateral
commerce – will be tariff-free in 2007, and a substantial amount before then. The EU
liberalized 82 percent of industrial products when the agreement entered into force, and will
eliminate tariffs on the rest by 1 January 2003. Mexico liberalized 47 percent of its industrial
goods tariffs upon the agreement’s entry into force, and will eliminate tariffs on another 5
percent by 2003. The remaining 48 percent will be liberalized by 2005 or 2007. From 2003,
Mexico will apply a maximum tariff of 5 percent on imports of industrial goods from the EU.
For a number of products, the agreement’s rules of origin are similar in scope to those that exist
between the EU and other countries with which it has trade agreements, as well as those that
exist in NAFTA. Nevertheless, important differences exist in particularly sensitive sectors such
as textiles and apparel, footwear, and the automotive industry. With regard to textiles and
apparel, the rules of origin are in general less strict than NAFTA rules, but stricter than EU
rules in other agreements. Similarly, the rules of origin for footwear, which requires a
substantial degree of transformation, are also stricter in the Mexico-EU accord than in other EU
agreements. In the automobile industry, the rules of origin are comparable to those in NAFTA,
but are more relaxed relative to other EU agreements.

•  Agricultural and fisheries products. Trade in these products accounts for only 7 percent of total
bilateral trade, and liberalization will cover around 62 percent of current trade flows in these
sectors – which means that the areas not covered by the agreement represent less than 3 percent
of current bilateral trade. Key European products, such as alcoholic beverages, wine and olive
oil, will quickly secure free market access, as will significant Mexican agricultural exports such
as avocados, flowers and orange juice. Tariffs on a number of sensitive goods will be
eliminated over a ten-year period. Market opening will be accompanied by rules on sanitary and
phytosanitary measures.

•  Services. Trade in services will be liberalized progressively within a maximum of ten years.
The agreement covers all sectors – including key areas such as financial services,
telecommunications and energy – except for air transport, audiovisual services and maritime
cabotage.

The agreement also includes the gradual liberalization of investment flows and payments, the
opening up of public procurement markets, the protection of intellectual property rights,
cooperation in the field of competition, and the creation of dispute settlement mechanisms.

The elimination of barriers to investment flows will begin in 2003, while the liberalization of
related payments started with the entry into force of the agreement in 2000. The agreement’s rules
on public procurement give the EU NAFTA-equivalent access to the Mexican procurement market,
while Mexico will secure preferential access similar to that offered by the EU under the WTO
Government Procurement Agreement. Intellectual property rights will enjoy protection according
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to the “highest international standards”, and a Special Committee on Intellectual Property Matters
will be established. With regard to competition, the free trade agreement establishes cooperation
mechanisms to guarantee compliance with the two parties’ legislation. Finally, the agreement
creates dispute settlement mechanisms to ensure compliance with its provisions.

Significance

The new EU-Mexico accord is expected to modify the trends that have characterized EU-Mexican
trade relations since the beginning of the 1990s, and particularly since Mexico joined NAFTA: the
steady, relative decline in bilateral goods trade; European exports’ declining share of the Mexican
market; and Mexico’s growing trade deficit with the EU. The free trade agreement establishes that
tariff reduction shall occur at different paces, but it is possible that Mexico’s deficit with the EU
will grow in the short term. This is because Mexican imports from the EU, such as intermediate and
capital goods, are likely to increase immediately, while Mexican sales to Europe can be expected to
react more slowly to the new conditions of free trade. In the medium term, however, the new
agreement should boost bilateral trade and help reduce Mexico’s trade deficit with Europe. The
accord will also create new intra-firm business opportunities for companies in both Mexico and the
EU, in sectors such as automobiles, machinery and equipment, white goods and electrical
accessories, thus increasing trade in both directions.

For the EU, the free trade agreement allows duty-free access to Latin America’s second largest
market on terms equivalent to those prevailing for US and Canadian companies. Such improved
access should increase EU countries’ share of Mexican imports, which has more than halved during
the last ten years (although it is unlikely in the medium term to re-establish the levels of the 1980s,
when trade with the EU accounted for 20 percent of Mexico’s foreign commerce). The agreement
should also increase regional business opportunities for EU companies by enabling them to develop
a platform for exports to the whole North American market, thereby further stimulating European
FDI in Mexico. Mexico has viewed the new agreement as part of a strategy to diversify its external
economic relations and decrease its dependence on the United States as a trade and investment
partner. It is also seen as a means of cutting Mexico’s substantial trade deficit with Europe: in
1999, the country’s overall trade deficit stood at $5.4 billion, while its deficit with the EU alone
was $7.4 billion.

EU trade negotiations with Mercosur and Chile

Negotiations on trade liberalization between the EU and Mercosur, and between the EU and Chile,
formally began in November 1999. In both cases, the preparation for gradual and reciprocal trade
liberalization covering all sectors was included as one of the main areas of the framework
cooperation agreements signed by the EU with each party in the mid-1990s. Trade liberalization
will be one of three pillars of the future bilateral Association Agreements – the others being a
permanent, strengthened political dialogue and enhanced cooperation.

In contrast to the two other main goals of the accords, the trade-related components have proven
difficult. Following almost two years of analyzing current trade flows, and of identifying tariff and
non-tariff obstacles to bilateral trade, the European Commission adopted a proposal for a
negotiating mandate in July 1998. However, the EU member states did not reach agreement on the
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mandate until almost a year later, just before the EU-LAC Summit of Heads of State and
Government in Rio de Janeiro. This delay owed much to some European countries’ concerns about
the consequences of trade liberalization for Europe’s Common Agricultural Policy (CAP),
particularly in sensitive sectors such as cereals, dairy products, meat, vegetables and wine – areas
where the Southern Cone countries have strong comparative advantages.

The negotiations: scope, structure and timetable

The future EU-Mercosur and EU-Chile agreements will cover trade in goods and services, as well
as the liberalization of capital movements and payments, public procurement, competition policies,
protection of intellectual property rights, and the establishment of a dispute settlement procedure.
Although the formal aim of the negotiations is to establish a “political and economic association”,
not a “free trade area”, the parties have agreed not to exclude any sector from trade liberalization,
but instead take account of the sensitivity of certain products and service sectors in conformity with
WTO rules. The agreements will therefore cover most trade. The timeframes for liberalization will
also be set according to WTO provisions. Both Association Agreements will be negotiated as a
single undertaking, and will be implemented as an indivisible whole.

Negotiations with Mercosur and Chile are held separately, but in parallel. This is largely because of
Chile’s status as an associate member of Mercosur, and of its trade liberalization agreement
established with that group in 1996. In principle, EU negotiations with Mercosur and Chile are
expected to conclude simultaneously, although talks with Chile present fewer difficulties and might
progress faster.

The Biregional Negotiations Committee (BNC) oversees the EU-Mercosur negotiations. As the
main negotiating forum, the BNC is responsible for the trade talks and coordinates those
negotiations with the discussions on cooperation. The BNC reports to the EU-Mercosur
Cooperation Council, the ministerial-level body that supervises the current Interregional
Framework Cooperation Agreement. The BNC has a Subcommittee on Cooperation to conduct
talks in that area. Three technical working groups address different aspects of trade liberalization:
trade in goods (including phytosanitary issues, rules of origin, standards and certification,
anti-dumping and customs procedure); trade in services (including investment and intellectual
property rights) and trade disciplines (covering issues such as public procurement, competition
rules and dispute settlement). Each side has established a coordinating secretariat, respectively run
by representatives of the European Commission and the Mercosur presidency. These are
responsible for the preparation of the meetings and for ensuring effective bilateral communication.
The talks with Chile have a similar institutional structure.

Three negotiating rounds were held this year (in Buenos Aires/Santiago in April, in Brussels in
June, and in Brasilia/Santiago in November). The first meetings were mainly devoted to non-trade
matters and discussion of the structure, methodology and scope of the negotiations, as well as to
fixing a work program. According to the EU’s negotiating mandate, talks on tariff reduction and
services will not begin before July 1, 2001.

At their meeting in Vilamoura, Portugal, on 23 February 2000, Mercosur and EU foreign ministers
agreed that the negotiations should be concluded as soon as possible. In this regard, the EU’s
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mandate stipulates that talks with Mercosur should end after the conclusion of a new round of
multilateral trade negotiations, and that they will be conducted and concluded with “due regard” for
the FTAA calendar. The negotiations are also likely to be affected by preparations for the EU’s
planned enlargement to the east. Since some of the new members are important agricultural
producers, eastern enlargement is likely to impact significantly on the CAP and, consequently, on
the EU’s external policy stance regarding agricultural trade.

Significance

All parties perceive benefits in the liberalization of trade flows. The EU expects trade liberalization
with Mercosur and Chile to consolidate and reinforce the position of European companies in the
most dynamic and promising South American markets. The elimination of trade barriers and the
harmonization of standards could prove particularly advantageous for the exports of a number of
consumer and capital goods – sectors in which the Mercosur countries apply high duties. The need
to modernize plants and improve infrastructure in South America creates opportunities for
European industrial exports. The European services sector is also likely to benefit from commercial
opening. A free trade agreement could likewise stimulate investment flows by encouraging
European firms to relocate production to the Southern Cone countries, especially those that want to
exploit intra-Mercosur (or hemispheric) free trade in order to supply the regional (or hemispheric)
market. European companies already established in the sub-region will also be able to import their
inputs free of duties.

For Mercosur, an agreement would, first, mean easier access to the European market for
agricultural and fisheries products, which, as mentioned, account for over half of the group’s sales
to the EU. This would help narrow Mercosur’s trade deficit with the EU and, in general, improve
the sub-region’s currently modest share of EU trade with the rest of the world. The benefits of free
trade with the EU could be substantial; some estimates suggest that it could stimulate additional
economic growth in Argentina and Brazil. For Chile, free trade with the EU could make a
significant contribution to the consolidation of the country’s export-led growth model. In Chile’s
case too, the elimination or reduction of relatively high European tariffs on the country’s
agricultural and fisheries exports could bring substantial benefits.

The EU-ACP Partnership Agreement

Caricom members have traditionally benefited from the trade preferences granted by the EU under
successive Lomé Conventions signed with the African, Caribbean and Pacific (ACP) group of
states. The new EU-ACP Partnership Agreement for 2000-2020, signed on June 23, 2000 in
Cotonou, is expected to replace the preferential mechanisms with free trade between the EU and the
71 ACP countries after a 20-year transition. As regards the Caribbean, reciprocal trade
liberalization is likely to be negotiated in the form of a regional economic partnership agreement
with Caricom and the Dominican Republic. There are three main motives: the need to ensure full
conformity with WTO rules; the somewhat disappointing effects of non-reciprocal trade
preferences; and the fact that the tariff preferences granted to the ACP countries have been
gradually eroded by multilateral trade liberalization.
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The EU-ACP Partnership Agreement replaces the Lomé Convention, the preferential trade and
development cooperation mechanism that has governed relations between the EU and the ACP
countries since 1975. The new accord seeks to integrate three components of European
development policy into a coherent whole: a political dimension, development assistance and trade
and economic cooperation.

The political dimension of the partnership agreement seeks to foster democracy in the ACP
countries and focuses on such issues as governability and accountability. Political cooperation also
centers on migration, drug and arms trafficking and money laundering, the EU’s main security
concerns in the Caribbean. Financial cooperation seems secure under the new agreement.
Resources for the accord’s first financial protocol, to be administered under the ninth European
Development Fund (EDF) for the period 2000-February 2005, amounts to €13.5 billion. Adding the
€1.7 billion in loans committed by the European Investment Bank (EIB), the package will be worth
a total of €15.2 billion. In addition, the transfer of approximately €9.5 billion remaining from
previous EDF funds will make €24.7 billion available for disbursement to the ACP countries in the
period 2000-2007.

Towards free trade with the Caribbean: gradual transition

For some Caribbean countries, the EU is still the largest export market. Many of the Caribbean’s
main traditional exports – especially sugar, rum and bananas – rely heavily on European markets.
The Lomé Conventions were non-reciprocal. The new accord, however, calls for a transition to free
trade between the ACP states and the EU. For the first time in EU-ACP relations, the accord
includes a chapter on trade-related areas, which covers cooperation in international fora, trade in
services, competition policy, protection of intellectual property rights, standardization and
certification, sanitary and phytosanitary measures, trade and the environment, trade and labor
standards, and consumer protection.

In the Cotonou accord, the EU and the ACP states essentially “agreed to agree” that Europe and the
various regions of the ACP group (and, possibly, individual countries) will start free trade
negotiations between September 2002 and 2008. The relationship is thus being “regionalized”. The
bilateral deals will be formulated on a case-by-case basis, in the form of bilateral regional economic
partnership agreements (REPAs). A transition period of 12-15 years towards full reciprocal free
trade is expected to begin in January 2008. The agreement covers a total of 20 years of preparatory
and transition periods. In the Caribbean, the REPA will be negotiated by the Regional Negotiating
Machinery (RNM).

The ACP states that are least developed countries are exempt from the new agreement’s provisions
on free trade negotiations with the EU. Of the Caribbean countries, only Haiti is included in this
group. The status of the other Caribbean countries will be assessed in 2004. Many of these
countries may be offered an “alternative” trade arrangement with the EU if they feel unprepared for
free trade at that stage. The alternatives are currently uncertain. An option is an improved form of
the GSP (the current scheme will be revised in 2004), but this possibility has thus far been
excluded. The non-reciprocal preferences of the GSP are less generous than Lomé.
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One of the most crucial issues of the new agreement for the Caribbean is the future of the
commodity protocols annexed to the Lomé Convention. These protocols have provided duty-free
access to the European market for fixed quantities of exports from “traditional” ACP suppliers of
bananas, beef and veal, rum, and sugar since 1975. For the Caribbean countries, the commodity
protocols on sugar, rum and bananas were valuable elements of Lomé by boosting foreign
exchange revenue and employment.

Sugar is the most important export to the EU from St. Kitts and Nevis, Guyana, Barbados, Belize,
Jamaica, and Trinidad and Tobago. The EU sugar regime will be reviewed in 2001, when EU
intervention prices will probably be brought into line with world prices, which are currently quite
low. ACP producers have on occasion received up to three times the current price for sugar in the
EU market. The Caribbean, chiefly Trinidad and Tobago, Bahamas, Guyana, Barbados and
Jamaica, is Europe’s main supplier of rum, with 7.4 percent of the EU market. Rum accounts for 13
percent of total Caribbean exports. From 1 January 2000, the EU liberalized all imports of ACP
rum, previously restricted by quota. However, Caribbean countries have expressed concern that
non-subsidized Caribbean rum will find it difficult to compete in a fully liberalized market with
global alcohol production, 87 percent of which is subsidized. The EU has promised transitional
support to Caribbean rum producers, and has undertaken to ensure that future agreements with third
parties will not jeopardize ACP suppliers.

ACP producers provide 20 percent of total EU banana supplies, nearly half of which originate from
the Caribbean. In November 1999, the European Commission unveiled a new banana regime,
which it hoped would settle a long-standing dispute with the United States and five Latin American
countries. The proposal would gradually phase out the current tariff-quota system and replace it
with a tariff-only regime by 1 January 2006. In July 2000, facing continued resistance to this
proposal, the European Commission suggested the allocation of tariff quotas on a “first come, first
served” basis, with a tariff preference for the ACP countries. This scheme, which was subsequently
adopted by the European Council, remains subject to continued objection from Latin American
banana suppliers. Although the shift from a preferential regime is likely to be gradual, it suggests
that the Windward Islands will inevitably face the crucial task of trade diversification, since over a
third of their population is employed in the banana industry.

The Partnership Agreement thus rolls over the EU’s existing trade preferences for the ACP during a
preparatory period in 2000-2008. These preferences include non-reciprocal duty-free access for 95-
99 percent of ACP exports to the EU market, as well as limited preferential access at a guaranteed
price for ACP bananas, beef, veal and sugar as specified in the agricultural commodity protocols.
The roll-over is particularly crucial for the Caribbean, 99 percent of whose exports to the EU enjoy
duty-free access (with the protocols included).

A future REPA could have a positive impact on the Caribbean, particularly if it includes generous
market access provisions for Caribbean countries in the area of services. Transition towards such an
agreement should facilitate economic adjustment, diversification, and integration in the sub-region,
thus fostering Caribbean readiness for free trade with the EU and also within the FTAA. A 1998
study undertaken at the request of the European Commission suggests that in a REPA, trade
creation would exceed trade diversion in the sub-region. The sectors most affected by trade creation
would be shipping, machinery and mechanical appliances. However, the REPA could hurt some
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countries, such as Suriname, Belize, Guyana and the Windward Islands. These depend to a
significant degree on the EU’s trade preferences for their commodity exports. Moreover, since
many Caricom countries rely heavily on import taxes for revenue, a REPA and the concurrent
hemispheric trade liberalization could prompt budgetary problems. In light of these circumstances,
EU development cooperation policies will remain an important complement to trade liberalization.

To the Future

In general terms, there are indications that the EU and LAC countries and sub-regions are moving
toward a more reciprocal trade relationship. The free trade agreement with Mexico is being
implemented; negotiations for reciprocal liberalization with Mercosur and Chile are under way; and
the EU and the Caribbean have agreed to initiate talks on the possible implementation of free trade
arrangements after 2008. Trade between Europe and the Andean and Central American sub-
regions, however, remains governed by the unilateral concessions of the GSP, and it is uncertain
whether all the initiatives currently being pursued will soon lead to reciprocity.

The EU-Mexico accord should increase the EU’s share of Mexican trade, although in the medium
term it is not expected to surpass the levels recorded in the mid-1980s. Bilateral trade will grow
faster, but the United States will continue to account for the great bulk of Mexican commerce. The
level of informal integration between Mexico and the EU remains limited. In contrast, informal
integration (social, cultural, business, academic, etc.) between Mexico and the United States is
increasing rapidly and Mexico has pointed to a policy of more formal convergence.

The EU-Mercosur negotiations are more complicated than the EU-Mexico talks. Agriculture, where
not all EU member states have the same interests, will probably be the most difficult issue.
European agricultural interests in some countries can be expected to resist the threat to the CAP
implicit in liberalization with Mercosur. However, the CAP’s share in the EU budget is falling, and
there is increasing pressure in the EU to eliminate distortions in the agricultural market. The CAP
now accounts for 48 percent of the EU budget, significantly less than the 70 percent registered in
the 1980s. This figure should fall further in line with the criteria set out in the “Agenda 2000”
reforms on prices for commodities such as cereals, meat or sugar. Despite the trend towards
reducing the weight of the CAP, however, the EU has expressed its intention to continue to support
domestic farming.

Negotiations for the EU-Chile trade agreement could prove easier given the more limited weight of
agriculture in this relationship. In the case of Chile, it should be noted that capital goods account
for almost half of the EU’s exports to the country. There are substantial trade and investment
opportunities for European businesses in these sectors, although competition from Japan and the
United States is strong. For Chile, there could be substantial benefits in agricultural and fisheries
products, which account for about a quarter of the country’s exports to the EU. Such sales
registered average annual growth of about 15 percent in the 1990s – more than double that of the
rest of Chile’s exports to the European market. The EU now applies relatively high tariffs on
imports of agricultural goods from Chile, the maximum being 85 percent. Apart from the common
external tariff, the EU also applies quotas on a series of agricultural imports. Unrestricted access for
Chilean products in the European market would therefore provide a significant boost to its exports.
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The future of EU-Caribbean trade links remains unclear.  In principle, reciprocal free trade accords
are to replace the current, non-reciprocal arrangements as of 2008. Some countries, however, might
decide that they are unready for free trade and could therefore be transferred into the non-reciprocal
GSP or they might opt for alternative arrangements. Another uncertainty is whether the EU will
secure a WTO waiver to maintain the present scheme until 2008.

There is currently little indication that European trade relations with the Andean and Central
American countries are moving towards reciprocity. Those links remain governed by the non-
reciprocal concessions of the GSP and, particularly, by the special incentives within the scheme for
those two groups of countries. The current special GSP scheme for the Andean and Central
American countries (scheduled to run to the end of 2001) may be extended to the end of 2004.
Although the scheme has been helpful in promoting exports, these sub-regions are unable to rely on
it as a long-term export strategy. First, the renewal of the scheme is not guaranteed; second,
multilateral trade liberalization is to some extent eroding the margin of preference enjoyed by the
beneficiaries. Average tariffs in the EU are already quite modest, and are being further reduced in
sensitive sectors in accordance with the commitments made in the Uruguay Round. Third, the
outcome of trade talks between the EU and other partners – such as Chile and Mercosur – might
result in greater competition for Andean and Central American exporters in the EU market. This
trend could intensify with the implementation of the free trade agreement that the EU is expected to
sign by 2010 with a group of 11 Mediterranean countries.
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V. PHYSICAL INFRASTRUCTURE IN SOUTH AMERICA

The New Regionalism and Regional Infrastructure

Regional integration, especially in its modern, open market-oriented form, supports many of the
development objectives of Latin American countries. Indeed, it has been a key part of the structural
reform processes pursued throughout the region in recent years.  These processes have, at the same
time, increased the potential benefits of regional integration by fostering a more stable
macroeconomic environment, a dramatic opening of the region’s economies, a sharp reduction of
direct state intervention in markets and a very supportive atmosphere for private sector activities.

Despite substantial progress in promoting regional integration and cooperation, the continent’s full
potential is far from being realized. South America is an important pole for growth and
development in the world economy. The continent is very rich in natural resources, with a diverse
climate and extensive coastlines along the Atlantic and Pacific Oceans, as well as in the Caribbean.
More than three hundred million people of great cultural diversity live and work in an area of 18
million square kilometers, with a GDP of $1.5 trillion. South American countries also have
important historical, commercial and political ties with the large industrial centers of Europe and
North America and, increasingly, with Asia.

Although export markets within the continent’s sub-regions have grown substantially in recent
years, the volume of trade remains low compared to the levels that might be expected between
neighbors with relatively open economies and regional trade agreements. And while trade and
investment levels have increased markedly within the two major sub-regions of South America -
Mercosur and the Andean Community – economic activity between these two markets remains
relatively low: for example, only around 5 percent of each group’s exports goes to the other group.
Trade and investment levels between the two sub-regions and their South American neighbors in
Caricom, Guyana and Suriname are even lower.

In the context of rapid globalization, ongoing WTO negotiations and the prospect of the FTAA,
there is an urgent need for South American countries to combine their national comparative
advantages in order to compete successfully in hemispheric and international markets. Several
impediments must be overcome in order to exploit the full potential of the continent. One of these
is to consolidate a transparent rules system in existing regional agreements, which is essential for
attracting long term private investment and for exports and regional commercial activity. Another is
to forge new trade agreements between neighbors, or expand existing ones. In this context, the
recent “Brasilia Communiqué” issued by South American Heads of State is encouraging in that it
calls for a free trade agreement between Mercosur and the Andean Community by 2002. It is also
necessary to eliminate non-tariff barriers within and between sub-regional trade blocs, and to make
regulatory frameworks as consistent as possible.

Another critical requirement is the development of regional infrastructure. For many decades, this
issue received little public attention, due in part to the existence of apparently insurmountable
geographic barriers within the continent. However, given the impressive scientific and
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technological progress achieved in construction and engineering in recent years, governments no
longer need to perceive geographic borders as impossible to cross.

The new opportunities and urgent demands for development of regional infrastructure received
important political expression in the recent meeting of South American Heads of State in Brasilia.
Development of regional infrastructure was one of five areas discussed by government leaders at
the meeting, along with democracy, trade, the fight against drug trafficking, and knowledge-based
information technology (see the “Brasilia Communiqué” in Appendix 5.1).

During the meeting, government leaders reviewed a Plan of Action proposed by the Inter-American
Development Bank (IDB) for the development of South America’s regional infrastructure (see
Appendix 5.2), and called on their Ministers with portfolios in transport, telecommunications and
energy to implement initiatives to this effect. In a subsequent meeting held in Montevideo,
Uruguay, in November this year, Ministers approved a Plan of Action based on the IDB proposal,
which was developed in collaboration with the Andean Development Corporation (CAF) and the
Fund for the Development of the River Plate Basin (FONPLATA) (see Appendix 5.3).

The Montevideo Plan of Action calls for the formation of a high-level Executive Steering
Committee of government representatives. The Committee will oversee technical working groups
that will develop a multi-sector, integrated approach to the development of regional infrastructure,
organized around the concept of integration and development hubs (or ejes in Spanish). Work will
be launched in March 2001 with the first meeting of the Executive Steering Committee in Santa
Cruz, Bolivia. Ministers have agreed to form six working groups over the course of 2001, to be
organized around the first six hubs identified in the Plan of Action. The work of the Steering
Committee and the working groups will receive technical and financial support from a Technical
Coordination Committee organized by the IDB, CAF and FONPLATA.

The following sections provide an overview of the challenges and opportunities facing South
American infrastructure, drawn from a recent IDB study entitled “A new Push for Integration of
Regional Infrastructure in South America”, Washington, DC, 2000.

Physical Infrastructure: Key to Competitiveness

To the extent that South America’s existing and potential commercial corridors (see Graphs 17-22)
favor economic and social development in the areas through which they cross, they can become
true hubs for integration and development. Hence, the physical and economic integration of
national territories serves as a springboard for strengthening growth, creating economies of scale
and permitting increased productivity and lower production costs in the continent.
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Graph 17 - The Flow of Goods in the Region

Source: ECLAC. Processed by IDB.



Graph 18 - The Flow of Electricity in the Region, 1999

Graph 19 - Air Passenger Traffic, 1999
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Graph 20 - Telecommunications Flows, 1998

Graph 21 - Current Exchange Hubs with Significant Growth Potential in South America
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Graph 22 - Principal Current Hubs in Terms of the Volume of Flows in South America
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Commercial and other flows in the region do not circulate freely throughout the whole area, but
rather through existing infrastructure networks. In doing so, flows of goods, individuals,
information, electricity, gas and oil, tend to consolidate their movements along certain paths,
forming corridors.

Graph 23 - Flows, Networks, Corridors and Hubs

From P. Haggett, Locational Analysis in Human Geography, IDB Adaptation

Infrastructure networks provide the physical support through which these flows circulate, but the
mere existence of such networks does not ensure the satisfaction of the objectives for which they
were designed.  A number of public standards govern their use, and various institutions develop
these standards and supervise compliance with them. This aspect takes on special significance for
the prevailing situation at border crossings, where excessive delays greatly increase the cost of
transport between countries.  These legal and institutional frameworks, as well as the operation of
infrastructure-related services, constitute elements that are as important as the physical
infrastructure itself for contributing to economic development in a given area.

Physical infrastructure development is not only crucial for the integration of regional communities,
but also for overcoming the limitations of the region’s external projection.  Improving the channels
that facilitate the exchange of goods, services and individuals is an indispensable element to any
strategy for increasing the region’s international competitiveness.

Aside from the challenges presented by natural physical barriers in South America, which have
been formidable, infrastructure development in the decades after World War II was severely
hampered by a number of other factors. These included historic patterns of trade, public deficits
and macroeconomic instability, restrictions on the effective participation of the private sector, and
low domestic saving rates combined with restricted access to foreign capital markets.  There was
also a low level of demand - a product of state economic policies that focused on the domestic
market and underestimated the benefits of trade, foreign investment and interaction among private
markets. Likewise, the existence of authoritarian regimes generated rivalries among South
American countries, which made relationships between them even more difficult.

Starting in the 1990s, economic transformation and reform has been accompanied by the restructuring
of basic infrastructure sectors in South American countries. Greater macroeconomic stability has
moreover facilitated the processes of privatization and deregulation, the inflow of new private
operators and access to international financial markets.  The focus on infrastructure development is
different from that of earlier times and no longer necessarily or exclusively involves the state in the
direct provision of services, except in cases where there are no viable alternatives. Rather, the state

Flows Networks Corridors Hubs
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generates conditions for infrastructure administration and public service provision to be developed as
essentially commercial activities.

Private sector response to integration: new demands on infrastructure

Regional integration has led large companies in South America to redefine their business strategies.
The previous strategy, which could be called “multi-domestic”, implied the organization of all the
company’s functions in each country where it operated. The new strategy, based on the possibility
for greater exchange between countries, encourages companies to organize in a network that
maximizes value-added, concentrating their functions in certain locations and taking advantage of
economies of scale.  This change in the spatial configuration of activity produces a considerable
increase in the flows between the different headquarters of the company, which are now located in
different countries in the region: flows of finished goods, parts, people, information etc.  Small and
medium-sized companies also exhibit changes in the spatial configuration of their activities as a
response to greater opening and integration. One such change is the trend towards forming clusters,
which are geographic concentrations of interconnected companies, specialized providers and other
related companies and institutions that compete and cooperate, thus achieving the benefits of the
economies of agglomeration and improving their competitiveness.

In sum, economic opening and regional integration have changed the spatial behavior of companies
and have increased trade, information and other flows in the process.  This translates into growing
pressure on the infrastructure that channels the transportation of these flows.

The changing role of the State

Structural reforms in the 1990s have also led to changes in the traditional models of providing basic
infrastructure and its attendant services, which were characterized by the almost exclusive
participation of the state with regard to their regulation, planning and financing.

The new role of the state is oriented towards promoting and regulating basic infrastructure.  The
need for the state continues to be indispensable in sectors with well-known market failures.  These
failures make state planning advisable, but in an indicative sense, and within the context of a broad
vision of sustainable development and public/private participation in decision-making.

A new paradigm for infrastructure development

Table 15 below reflects the differences between the traditional paradigm and the proposed new
paradigm for infrastructure development in the region.  From the perspective of integration between
nations – and no longer as a planning instrument at the national level - the new paradigm would
facilitate the establishment not only of corridors for channeling trade, but also of true development
hubs for the region’s communities.  This requires a significant coordination effort between national
planning agencies in the various stages of identifying, formulating, evaluating and following up on
project execution.
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Table 15. The Change in Paradigm

TRADITIONAL PARADIGM PROPOSED PARADIGM
► Normative planning, direct state

administration
► Indicative planning, regulation, public and private

administration
► Based on potential demand ► Based on real demand
► Aimed at the public sector ► Aimed at the public and private sectors
► Isolated projects ► Synergy between projects
► Mitigate environmental impact ► Opportunities generated by preserving the

environment
► Economic development ► Sustainable broad development
► Decisions imposed on the community ► Mechanisms for community participation in

decision-making

Principal Infrastructure Problems
Transport

The transport sector, which facilitates the flow of goods and persons in the region, exhibits varying
characteristics by sub-sector. Table 16 below summarizes the main problems in each sub-sector. It
should be noted that one of the main challenges for physical integration is the existence of
formidable natural barriers such as the Andes mountain range, the Amazon jungle, and the Orinoco
Basin.

Table 16. Principal Problems in Transport Infrastructure

Roads •  Problems of insufficient capacity along certain stretches
•  The Andes crossing in the Mercosur hub
•  Physical problems at border crossings
•  Road security problems
•  Standards and geometry
•  State of paving

Rail Network •  Restrictions on operating heavy trains
•  Differences in rails and gauge
•  Lack of multi-modal links
•  Speed restrictions

Airports •  Problems of insufficient capacity at certain terminals
•  Lack of equipment for guaranteeing operational reliability and security

Ports and  Navigable
Waterways

•  Lack of  sufficient support for navigation to ensure navigability
•  Lack of multi-modal connections with land transportation

Road transport

As regards road transport, the hubs that currently channel the greatest intra-regional flows are beset
by problems of insufficient capacity. In hubs with lower density, deficiencies arise from the state of
paving and the standards and geometric design of routes. Border crossings constitute a special
problem, since they were mostly developed under the independent supervisory criteria of each
country.
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The most severe road capacity problems are found in the so-called “Mercosur corridor”, where
international traffic (trucks, buses and cars) competes with growing levels of local traffic. Along
some stretches, average daily traffic has reached very high levels for two-lane roads, especially in
southern Brazil.  The Andes crossing is a particularly serious problem, since snow conditions in
winter sometimes render it impassable.

In the hubs with future development potential, the principal problems reside in the fact that many
roads are old and often cross very mountainous terrain, which makes the circulation of vehicles
difficult and increases its cost.  One example is the road between Colombia and Ecuador in the far
south of Colombia (the Rumichaca-Pasto-Popayán Corridor).  Problems relating to the inadequate
design for the circulation of foreign vehicles are present throughout the region: for example, the
bridges of the Uruguayan highway network are being widened to allow the traffic of Argentine,
Brazilian and Chilean trucks.  In various potential hubs the roads are not paved, which greatly
hampers the flow of traffic.

Rail transport

The participation of railways in regional transport is relatively small, since the railways were
generally developed mainly for domestic traffic.  Rail networks were constructed in large part
during the first half of the 20th century and have experienced both financial and management
problems in recent decades.

The network is quite deteriorated, which is why heavy-freight trains are unable to operate and thus
cannot fully benefit from the economies of scale of rail transport.  In the past decade there has been
a trend towards the appearance of private operators, who nevertheless find it very difficult to raise
the significant investments needed to overcome the infrastructure deficiencies. The principal
problems are restrictions on the trains’ cargo capacity, low speed permissions, differences in the
width of tracks and gauge between countries, and the lack of multi-modal links.

Air transport

Although air passenger traffic has demonstrated strong growth, air cargo traffic is still very scarce.
The participation of regional flows, while growing, is relatively low compared with that of
domestic and extra-regional flows (which are the flows that generate the capacity problems
observed in various airports). Air traffic support systems, which guarantee the reliability and safety
of air operations, are a particularly problematic aspect of air transport, adding to the capacity
problems of some airports.  Despite the growing participation of regional travel in airport traffic in
the continent’s main terminals, the problems facing air transport do not currently constitute a
serious impediment to transport flows between the countries of the region.

River and maritime transport

South American river networks present a huge potential for transport, but have been used relatively
little. Only the three principal river basins (Amazon, Orinoco and Paraguay-Paraná) have heavy
traffic. In many cases, they carry commercial traffic with the rest of the world (and occasionally
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with other countries in the region) in which the rivers act like large estuaries providing access for
ships from overseas. They are also used for movements of coastal traffic between river ports within
the same country, and in some cases for river transport between ports in different countries for their
transfer to (or from) other overseas ports.  Rivers are also used for cross-border traffic between
countries - of significant local importance and generally supported by very precarious facilities.

In the Amazon basin, traffic from overseas ports and coastal trade are currently dominant, while
flows between countries – of cargo and passengers – remain rare.  In the Orinoco basin the situation
is similar, although there is the possibility of developing greater flows between Venezuela and
Colombia via the Meta River.  A variety of river movements coexist in the Plata basin, both from
overseas and from coastal and commercial traffic between the countries in the region, as well as
traffic from one country using facilities in another to reach overseas markets (specifically on the
Paraguay and Paraná Rivers).

The reliability of the infrastructure for channeling this traffic presents several problems that derive
from the instability of the hydro-morphological behavior of the basins, as well as the lack of
adequate support for navigation and intermodal connections (especially with the railways).

The seaports of the region, like the airports, are terminals where numerous flows converge and
where intra-regional traffic plays a relatively small role.  Maritime traffic, like air traffic, has been
assuming an increasingly global nature characterized by the concentration of businesses and the
organization of operations based on hubs (in the transport of containers).  Operating decisions are
mainly private in nature and infrastructure decisions are of a public-private nature. The
geographical distribution of the hubs, through which the region is being integrated with the global
networks, is a process in full development.

The ports are generally in a transition process in light of the increasing activity they are
experiencing and the increasing participation of the private sector.  Their infrastructure, while
presenting various problems (related to land access or the lack of modern multi-modal terminals),
does not appear to limit trade flows between the countries in the region.  Trade with the rest of the
world will certainly continue to be the main factor driving their transformation.

The energy sector

The energy sector has been a pioneer in terms of the development of large projects with a strong
integration impact. The sector has experienced profound transformations in its economic
organization and ownership structure, giving rise to key changes in the focus applied to integration
projects. In the past, binational hydroelectric centers and electricity interconnections were
constructed by public entities. Currently, the initiative for new projects has passed almost
exclusively to the private sector.  In this context, recent years have witnessed the implementation of
some very important projects, and the energy sector has doubtless become one of the engines for
economic integration in the Southern Cone.

In this sector, a regional conception of projects allows for the exploitation of economies of scale, as
well as better use of national resources. The Bolivia-Brazil gas pipeline and electricity
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interconnections are eloquent examples.  However, the qualitative leap that can be made, especially in
the case of electricity, by moving from exchanges and supply contracts to real regional energy
markets, depends on the harmonization of the applicable regulatory and operational instruments.

Structural reforms and the privatization of public enterprises in the sector have allowed many
countries in the region to develop electricity markets.  These have nevertheless remained domestic in
nature.  The current international wires that connect electricity systems between countries in the
region are not, in large part, the result of open markets, but rather of bilateral agreements that provide
for the construction of interconnections and the supply of energy. They therefore involve
infrastructure for specific use by an operator and not for general use.

The principal problem in this sector relates to its size, since there is significant potential for electricity
integration in the region, as was analyzed in detail by the Commission on Regional Electricity
Integration (CIER). Similar considerations apply to the gas and petroleum sub-sectors, especially
with regard to existing pipelines and pipelines under construction in the region.  As in the case of
the electricity sub-sector, these two sub-sectors can suffer from size problems in the face of real
and potential demands of the flows generated by regional market integration.  The growing role of
the private sector in energy-related activities, especially in the construction and maintenance of
facilities for the distribution of such flows, requires a deepening of public/private sector relations
throughout the investment process, from the evaluation phase through the financing, construction
and operation phases.

The telecommunications sector

The telecommunications sector is the sector that has probably responded most rapidly and
aggressively to the changes introduced by the restructuring and deregulation processes in the
region.  This sector, together with the energy sector, has captured a large amount of private capital
and its growth in the region presents enormous prospects. Information technology and
communications, which are both cause and effect of the globalization process, have great room for
growth in the region, where the levels of access and service lag far behind those in the more
developed countries.  This factor partly explains the strong interest of international operators and
investors in telecommunications-related projects in the region.

In order to promote regional integration in this sector, governments should focus on regulatory
harmonization and the establishment of common standards. This would facilitate the work of operator
companies in expanding high-speed networks on the continent and, in general, in developing and
consolidating a regional telecommunications infrastructure with the most advanced technology. It is
also important to seek coordination at the regional level on issues such as the protection and
defense of competition and free access to telecommunications networks, in order to reduce
communications costs and to allow for a broader dissemination of information technology.
Government actions are critical to facilitate the population’s access to the Internet and to the new
services supporting the development of the human resources of our modern society.

The telecommunications networks are in the process of being expanded by service companies and
by carriers who construct and operate trunk networks.  Given that this involves new networks, in
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part for specific use and increasingly for general use, they do not present significant problems in
meeting their objective.  Some of the new wires are associated with other types of infrastructure,
specifically rail networks and high-tension electricity transmission networks.

Key Problems in Regulatory and Institutional Frameworks

The transport sector

The 1990s witnessed important advances in the coordination of regulatory frameworks between
countries in the region. Problems nevertheless remain that make road transport difficult and
negatively affect its cost. The main problems involve the existence of cargo reserve regimes that
reduce the sector’s operating efficiency; delays and additional charges at border crossings; and the
lack of harmony between various national regulations.  The cargo reserves, which have held steady
in recent times, require breaking bulk (transshipment) at border crossings. Although some
transshipment activities may be due to companies’ operating strategies, very often these are forced
by the existing standards, which are driven by national transport operators in their desire to avoid
competition.

Graph 24 - Typical Travel Schedule for a Truck Driving between São Paulo and Valparaíso

Delays and surcharges at border crossings are probably among the greatest obstacles affecting the
transport of goods between countries.  Waiting periods at borders can be longer than the travel
time, causing, among other things, a marked inefficiency in the use of trucks in addition to an
increased risk of robbery and damage to the goods that are transported.

0

500

1000

1500

2000

2500

3000

3500

4000

Hours

1

Argentina-Brazil
Border crossing

Argentina-Chile
Border crossing

K
ilo

m
et

er
s



90

As can be seen in Graph 24 above, a typical trip by truck between São Paulo, Brazil and Valparaíso
in Chile takes approximately 200 hours to travel 3500 kilometers, more than 100 hours of which
are spent at the two border crossings involved.  For cargo vehicles, waiting periods of several days
are typical at most of the border crossings between countries.

For rail transport between countries, the problems are mainly infrastructure-related, although delays
at border crossings do occur, as well. The presence of only a small number of private operators
facilitates the integration of services. For example, in the Mercosur corridor, a single company is
the concessionaire for rail services in southern Brazil and the northeast and central region of
Argentina, which facilitates the implementation of new services (such as bimodal road railers).

With regard to river and sea transport, regulatory restrictions remain even in the face of important
advances in recent years.  The most noteworthy restriction is that of continued cargo reserves.  In the
case of river navigation, particularly on the Paraguay-Paraná Waterway, existing regulations make it
difficult to take advantage of the economies inherent in this mode of transport, such as those that limit
the size of convoys, or that require contracting for non-essential services.

The main problem presented by the regulation of air transport in the region is the existence of
market reserves.  Although there have been important advances in the Andean Community, there is
a need in the rest of the region to improve the supply of services (basically with regard to passenger
transport). Table 17 below summarizes the main problems in the regulatory frameworks of the
transport sector.

Table 17. Regulatory Frameworks in the Transport Sector: Main Problems

Route Transport •  Trucking market reserves that force transshipment
operations

•  Substantial delays and substantial costs at border
crossings

•  Tax asymmetries
•  Different requirements for permits

Railway Transport •  Delays at border crossings
•  Problems for the interchange of railway equipment

Air Transport •  Market reserves
River and Sea Transport •  Cargo reserves

•  Safety regulations that impose excessive costs

The energy sector

The lack of harmony among national technical standards and the structure of national energy markets
constitutes a significant obstacle to maximizing the full potential for interconnectivity in the region.
Existing opportunities are in many cases limited by the lack of the necessary institutional structures to
realize these opportunities.  In recent years there have been significant advances, such as memoranda
of understanding on electricity and gas integration signed within the framework of Mercosur.
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However, strong structural asymmetries still remain and must be overcome. The existing
interconnections - for electricity and hydrocarbons - have been achieved based on ad hoc contracts,
and not on a conceptual and strategic foundation based on regional market integration. According
to the CIER, to the extent that a regional competitive market is being developed, “...integration will
progress until it reaches the limits of its commercial and technological viability”. CIER’s estimates
evaluate the economic benefits of electricity integration to be in the order of US$ one billion per
year.

The telecommunications sector

In telecommunications, a process of global integration is taking place, along with significant
technological innovation. The various telecommunications services - operated increasingly by
private companies - are converging, allowing them to improve costs and functionality, and
changing the business models of the operators.

In this very dynamic context, the harmonization of standards, which permits effective
telecommunications integration among countries, has been the subject of important progress at the
international level, bringing with it an improvement in integration at the world and regional level.
Notwithstanding the progress made, significant tasks remain in the area of harmonizing local norms
and standards in order to ensure the full connectivity of national systems.

Final Remarks

The above sections clearly demonstrate that despite recent improvements, serious bottlenecks
remain in the area of infrastructure which make it difficult to sustain the regional integration
process.

A recent IDB study presents projections of demand for regional infrastructure based on estimates of
future trade flows. According to these projections, under a “deep integration” scenario, by 2010 the
share of intra-regional trade in South America’s total trade would approach a level similar to that
prevailing among EU countries in 1958 when they began their economic integration process. Under
such a scenario, existing infrastructure problems in the region would be exacerbated, to the point
where they could constitute a serious impediment to the very fulfillment of that scenario.

Decisive government action in the regulatory area could, in the short term, have a very beneficial
impact at a relatively low cost. Some of the areas that require greater effort and continuity are the
harmonization of regulations; improvements in the administration of border crossings; greater
compatibility of information sources; elimination of asymmetries that facilitate the development of
emerging goods and service markets related to infrastructure; regional coordination of investment
plans; and joint validation of projects based on their technical and economic merits.

Private sector participation through privatization and concessions was one of the keys to
strengthening supply in the past decade.  However, the existing privatization models seem to be
reaching their limits.  In this context, the state needs to maintain a strategic role in the adaptation of
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regulatory frameworks and the adjustment of concessions and privatizations by planning networks,
correcting market imperfections, facilitating access to sources of financing and managed risks and
carrying out socially appropriate projects that are commercially viable.

The problem of regional infrastructure can be approached in a non-traditional manner. This
involves not only promoting projects and improving corridors for facilitating exchange, but also
conceiving of physical integration in the framework of a new model.  This new conception is part
of a comprehensive vision of sustainable growth based on several fundamental ideas:

•  Geographic areas should be opportunities not only for economic growth but also for social
development;

•  Environmental sustainability should, using the region’s own criteria and standards, be
perceived as an opportunity for growth and for improving the wellbeing that channels
investment and conservation efforts, and not as a restriction to be overcome.

•  Knowledge-based information technologies are an integral part of the conditions for viable
development in a global economy; and

•  The participation of the community, at different levels, should constitute an additional positive
element that validates integration and development efforts within the region’s democratic
framework.

Physical infrastructure should be perceived as a means of structuring the economic and social space
in the framework of a vision of regional development and integration hubs. It should constitute a
platform for the region’s collective growth and integration, not only economically speaking but also
in social and cultural terms.  Physical infrastructure, which has traditionally been a bottleneck for
the integration process, must become an accelerating and even a multiplying element in this
process. It can do so if, as recent experience in the region has demonstrated, public and private
efforts for sustainable development in this area are accompanied by sufficient political will.

In this context, public sectors must be strengthened in order that they can play a more effective role
in developing policies and projects, regulating and controlling public services in a professional
manner, ensuring the dissemination of information technology, and implementing mechanisms for
facilitating access to services for poorer communities in the region.  Under this vision of regional
integration, the state acts mainly to create favorable conditions for private and social sector
initiatives, launching and supporting initiatives for economic infrastructure development and
guaranteeing rationality and normative and institutional efficiency.

Many of the above considerations related to the problem of infrastructure integration in South
America also apply to the infrastructure networks connecting Central America and Mexico.  The
advance of the Puebla-Panamá Plan, launched by the new Mexican government, could signify a
strategic inflection point for promoting significant progress in that sub-region.
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Appendix 5.1 Brasilia Communiqué

[official translation from Spanish original]

On August 31 and September 1, 2000, at the invitation of the President of Brazil, Fernando Henrique
Cardoso, the Heads of State of Argentina, Fernando De la Rúa; Bolivia, Hugo Bánzer Suárez; Chile, Ricardo
Lagos Escobar; Colombia, Andrés Pastrana Arango; Ecuador, Gustavo Noboa; Guyana, Bharrat Jagdeo;
Paraguay, Luis Angel González Macchi; Peru, Alberto Fujimori Fujimori; Suriname, Runaldo Ronald
Venetiaan; Uruguay, Jorge Batlle Ibañez; and Venezuela, Hugo Chávez participated in a Meeting of the
Presidents of South America. Also present were the Presidents of the Inter-American Development Bank,
Enrique Iglesias, and the Andean Development Corporation, Enrique García. This meeting, a historic,
trailblazing event for the region, has imparted a major impulse to the organization of our shared experience
in a common South American setting. It has also demonstrated the continued support for the shaping up of
South America as a unique environment of democracy, peace, mutual cooperation, integration, and shared
economic and social development.

2. Held in the context of the celebrations marking the 500th anniversary of the discovery of Brazil, the
Meeting of the Presidents of South America reaffirmed the spirit of understanding and harmony that
characterizes relations among South American countries and which should be continuously encouraged. This
meeting was born of the conviction that geographic proximity and shared values demand a common agenda
of specific opportunities and challenges that should be examined in their own forum, in addition to their
discussion in other regional and international forums.

3. South America begins the new century strengthened by the progressive consolidation of its democratic
institutions and by its commitment to human rights; the protection of the environment based on the concept
of sustainable development; the overcoming of social injustice and the development of its peoples; the
growth of its economies; the determination to maintain economic stability; and the expansion and deepening
of its integration process.

4. The peaceful, friendly, and cooperative atmosphere reigning among the twelve South American countries
is a distinctive characteristic that reflects favorably on the region on the international front. The definitive
end to differences over territorial boundaries, as exemplified by the 1998 agreement between Ecuador and
Peru, is a recent example of the prevailing spirit in South America, which has made and will continue to
make this part of the world into an area of peace and cooperation, free of territorial conflicts. The South
American Presidents have taken this opportunity to reaffirm their allegiance to the principle of a peaceful
and negotiated resolution of disputes, as opposed to the use of force—or the threat thereof—against any
other sovereign State, pursuant to the applicable rules of International Law.

5. Recognizing that peace, democracy, and integration are essential for guaranteeing the region’s
development and security, the Presidents emphasized the importance of the Declaration of Mercosur,
Bolivia, and Chile as a Peace Zone free of weapons of mass destruction, signed in Ushuaia, in July 1998,
and of the Andean Commitment to Peace, Security and Cooperation under the December 1989 Galapagos
Declaration. In this spirit, the Presidents agreed to establish a South-American Peace Zone. To this end, they
will instruct their respective Ministers of Foreign Relations to take the necessary steps to implement this
decision. The Presidents will also encourage the deepening of the dialogue on security in South America,
taking into account the human, economic, and social aspects of the issue.
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6. Strict respect for the values of representative democracy and its procedures, human rights, international
law, disarmament, and the nonproliferation of weapons of mass destruction is fundamental to the process of
cooperation and integration in which the South American countries are currently engaged.

7. The Presidents concurred in their assessment that political stability, economic growth, and the promotion
of social justice in each of the twelve South American countries will depend to a great extent on the
widening and deepening of cooperation and of the sense of solidarity within the region, as well as on
strengthening and expanding the network of mutual interests. They thus identified a series of topics that may
benefit from a specific South American cooperative approach: democracy; trade; integration infrastructure;
illicit drugs and related crimes; information, knowledge, and technology.

8. The Heads of State reaffirmed their commitment to regional integration in Latin America and the
Caribbean, a foreign policy goal that is inherent to the very national identity of the countries of the region.
They expressed their conviction that a firmer concerted action on the part of South America regarding
specific issues of common interest will further strengthen their commitment to the ideals and principles that
have guided the integration process.

9. The Presidents recalled that sub-regional processes in South America, particularly Mercosur and its
process of association with Bolivia and Chile, the Andean Community, the Andean Development
Corporation, the Latin American Reserve Fund, as well as the Latin American Integration Association-
LAIA, the River Plate Basin Treaty, the Amazon Cooperation Treaty, the Group of Three, the Central
American Common Market, and Caricom, among others, have been the most dynamic components of Latin
American and Caribbean integration. Coordination among the countries of South America will strengthen
Latin America and the Caribbean. The initiative aimed at the establishment of a free trade area of the
Americas is also based on the consolidation of sub-regional processes.

10. The Presidents also congratulated themselves over the Andean Community’s proposal to start a political
dialogue with Mercosur and Chile, an offer which was formally accepted under the agreements adopted
during the Summit of Mercosur, Bolivia and Chile held in Buenos Aires on June 30, 2000. In this spirit, they
welcomed the Bolivian initiative to host the aforementioned dialogue, with the participation of Guyana and
Suriname in the deliberations involving the topics of the agenda of common interest.

11. Consolidating South American identity and endowing it with effective tools will contribute to
strengthening other regional organisms, mechanisms or processes of a broader geographic scope in which
the South American countries also participate. On the political front, this applies particularly to the Rio
Group—a point of convergence of initiatives to strengthen ties among the countries of Latin America and
the Caribbean — and to the Organization of American States, the Summit of the Heads of State and of
Government of the Americas, or the Ibero-American Conference, among other forums. On the economic and
trade front, this also applies to the Latin American Integration Association-LAIA, to the Latin American
Economic System-SELA, and to the negotiations for the establishment of a free trade area of the Americas.
South American identity, already consolidated in countries that share common borders, reinforces and
complements the bilateral and multilateral ties with the other nations of Latin America and the Caribbean,
the Continent, and the world.

12. South American cohesion is also essential to ensure that integration into the world economy will be
beneficial. The common challenges of globalization—its unequal effects on different groups of countries
and on the populations of individual countries—may be met more efficiently if the region carries its
integration further and continues to act ever more effectively on the great issues of the international
economic and social agenda in a manner that reflects coordination and solidarity.
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13. The South American Presidents agreed that the globalization process, if conducted from the perspective
of balanced and equitable development and results, may generate benefits for the countries of the region,
such as increased trade, expansion of investment flows, and broader dissemination of knowledge and
technology. This process also entails challenges that should be equally faced through political commitments
and concerted actions by the countries of South America, in such a way that globalization becomes an
effective means for expanding growth and development opportunities in the region and for improving the
standards of social welfare in a sustainable and equitable manner.

14. The Heads of State agreed with the assessment that the determination to implement consistent
macroeconomic policies is essential to the internal stability of each country and to guaranteeing continued
advances in integration processes. They emphasized, moreover, the fundamental importance of a favorable
international economic environment to complement the national and regional efforts. In this context, they
stressed the importance of appropriate prices for commodities exported by the region, keeping in mind the
importance of this aspect for the drive to eradicate poverty.

15. It is crucially important that multilateral trade negotiations adhere to a greater degree of balance and
symmetry between the rights and commitments of developed and developing countries. The Presidents
recalled that their countries have adopted courageous trade liberalization programs in the 1990s while the
developed countries continue to raise major trade barriers against exports from South America. The
implementation of the Uruguay Round agreements was not sufficient to correct the existing imbalances in
international economic and trade flows. The multilateral trade system continues to suffer distortions caused
by protectionist measures and other production support measures adopted by the major trading partners.

16. The Presidents of the South American countries reaffirmed their commitment to strengthening the World
Trade Organization and to improving the multilateral trade system on an equitable, just, and
nondiscriminatory basis. This would require that future multilateral trade negotiations be based on a positive
agenda and take into consideration the link between trade and development as well as the specific needs and
concerns of developing countries. Launching a new round of multilateral trade negotiations that include a
clear commitment with respect to access to, and liberalization of agricultural markets and to the elimination
of the distortions in these markets and of related export subsidies is a high priority for South America.
Another priority is to include modes of special, differentiated treatment that take structural differences into
account and meet the needs of developing countries through adequate instruments.

17. The imbalances in international financial markets remain a source of concern. The international
community should persevere and ascribe higher priority to identifying and implementing measures to correct
these imbalances, which could have extremely negative effects on the domestic economic stabilization
efforts in South America. Moreover, for some of the highly indebted South American countries, the debt
service not only constitutes a heavy burden but also places the countries’ stability at risk and seriously
compromises their economic and social development. The Presidents thus urged the international financial
community to work together to find a rapid solution to this problem and appealed to the creditors to adopt
measures conducive to this end so as to facilitate the resumption of economic growth in the indebted
countries and to assist the governments of the region in the fight against poverty.

18. The Presidents expressed their satisfaction with the participation of the Representative of the National
Congress of Brazil, Deputy Vilmar Rocha, as well as with the presence of the following observers: Jorge
Castañeda, Representative of Mexico; Juan Francisco Rojas Penso, Secretary-General of the Latin American
Association for Integration-LAIA; Sebastián Alegrett, Secretary-General of the Andean Community-CAN;
Ney Lopes de Souza Filho, Alternate President of the Latin American Parliament-PARLATINO; Otto Boye,
Permanent Executive Secretary of the Latin American Economic System-SELA; José Antonio Ocampo,
Executive Secretary of the Economic Commission for Latin America and the Caribbean-CEPAL; Genaro
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Sánchez, Chairman of the Board of the Financial Fund for the Development of the River Plate Basin-
FONPLATA; and Sebastião Cunha, President of the Council of the Latin American Export Bank-BLADEX.

19. The South American Presidents register hereunder the understandings, conclusions, and
recommendations resulting from their deliberations on the topics of the Brasilia Meeting agenda.

DEMOCRACY

20. The consolidation of democracy and peace throughout the region is the foundation for both the historical
close ties uniting the South American countries and the resolution of disputes between sister nations through
negotiated settlements. Fully established democratic institutions are an essential condition for the
strengthening of regional integration processes. The extensive exchange of ideas at the Brasilia Meeting has
strengthened the countries’ common, irrevocable commitment to democracy, peace, and integration.

21. Representative democracy is the foundation of the legitimacy of political systems and an indispensable
condition for the region’s peace, stability, and development. It is essential to stimulate the effective, ethical,
and responsible participation of citizens and their organizations in democracy; to contribute to the
modernization and strengthening of political parties; to promote the participation of civilian organizations
and their contribution to the discussion of issues of public interest; to broaden the access of the populations
of the South American countries to the judicial system; to ensure the maintenance of free, periodic,
transparent, fair, and pluralistic electoral processes based on universal, secret ballot; and to promote the
institutional strengthening of electoral processes by means of advanced computer technology.

22. The Heads of State concurred that democracy in South America should be strengthened through the
continual promotion and defense of the rule of law; effective application of the principles of good
governance; transparency of public institutions and public policy decision-making processes; fight against
corruption through legal, administrative, and political measures; reform and improvement of the judicial
services, so as to achieve more efficient, transparent, and widely-accessible systems for the inhabitants of
the South American countries; free access to information on the activities of public authorities and
administrative appeal mechanisms; higher levels of competence; and the promotion of ethics and
professionalism in public service.

23. The Heads of State stressed the importance of Mercosur, Bolivia and Chile’s "democratic commitment"
formalized by the Ushuaia Protocol of July 1998 and by the Additional Protocol to the Cartagena Accord on
the "Andean Community’s Commitment to Democracy." These are two additional guarantees of political
stability and institutional continuity in South America. Inspired by these precedents, the Presidents agreed
that maintenance of the rule of law and strict respect for the democratic system in each of the twelve
countries of the region are at once a goal and a shared commitment and are henceforth a condition for
participation in future South American meetings. Having due regard for existing regional mechanisms, the
Presidents agreed to conduct political consultations in the event of a threat of disruption of the democratic
system in South America.

24. The strengthening, improving, and updating of the democratic system are intimately linked to the
economic and social development of the peoples of South America. Poverty and marginalization threaten
institutional stability in the region and their eradication should continue to merit high priority of the
governments of South America. The South American Presidents thus welcomed the signing, on June 29,
2000, of the Buenos Aires Charter on Social Commitment in Mercosur, Bolivia and Chile.

25. The arrival of the new millennium coincides with great social challenges in South America. Over the last
two decades, the vulnerability of large segments of the region’s population has not ceased to grow. Basic
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needs are still unmet in areas such as nutrition, health, education, housing, and employment. The eradication
of extreme poverty, a decrease in inequalities, and the incorporation of the poor into the other social sectors
through integral development plans require the implementation of programs that focus on malnutrition and
on access to education and basic health services, so as to improve the Human Development Indices in each
country.

26. The Presidents of the South American countries emphasized the need to guarantee the right to a life with
dignity as an inalienable right of every individual, as well as the need to conceive a regional public action
program with the participation of multiple social, economic, and political actors. Action in accordance with
democratic rules and systematic, solidarity-oriented criteria should lead to the adoption of policies that will
help in addressing the region’s historical income distribution disparities. Moreover, the South American
Presidents concurred on the need to encourage actions aimed at strengthening the rights and duties of
citizens and at helping to ensure the full exercise of citizenship by establishing information exchange and
cooperation mechanisms for this purpose.

27. The governments of the region will reinforce their commitment to adopt measures for combating human
rights violations, including those frequently associated with social inequity. In this spirit, the South
American Presidents will instruct the appropriate agencies to identify cooperation programs aimed at the
institutional strengthening of their respective national systems responsible for the protection of human
rights. The Presidents of the South American countries further reiterated their commitment to the Inter-
American System for the Protection and Promotion of Human Rights, and pledged their firm support to the
consideration, within the OAS framework, of mechanisms for its improvement.

28. In the area of human rights, the fight against racism and discrimination, in all its manifestations and
expressions, has special significance for the societies of South America for they are incompatible with the
rule of law and the ideals and practice of democracy. The Presidents follow, with concern, the resurgence of
racism and of discriminatory manifestations and expressions in other parts of the world and affirm their
commitment to shielding South America from the propagation of this phenomenon. They recognized that the
World Conference against Racism, Racial Discrimination, Xenophobia, and Similar Forms of Intolerance
provides a unique opportunity to seek appropriate responses from the international community. The
Presidents reaffirmed that the countries of origin and destination of migrants have the responsibility of
strengthening cooperation in this area in order to ensure migrants the full exercise of their human rights, and,
in particular, the right to life and to dignified, just, and nondiscriminatory treatment.

TRADE

29. The South American Presidents agreed in their assessment of the substantial advances in the economic
and commercial integration processes among the countries of the region in the nineties, and on the need to
persevere in strengthening these processes. They alluded to the negotiations for building up Mercosur, to the
conclusion of free trade agreements between Mercosur and Bolivia and Chile, to the progress achieved by
the Andean Community Integration System, to free trade agreements between Chile and the countries of the
Andean Community, and to their interest in encouraging closer coordination between Guyana and Suriname
and the other South American economies.

30. The participation of the private sector—both business executives and workers — as well as the support
of society as a whole, is a guarantee that these processes will continue and succeed. The Presidents thus
decided to instruct their competent Ministers to coordinate the drafting of proposals for establishing a South
American consultative forum at which high-ranking officials and civilian leaders would identify joint actions
by the countries of the region in the trade and investment areas, with the aim of consolidating and deepening
the South American integration process. This initiative could also contribute to the coordination of South
American positions in civil society forums that regularly meet for negotiations related to the establishment



98

of a free trade area in the Americas. These negotiations must take into account the different levels of
socioeconomic development among countries of South America and, in particular, the circumstances, needs,
economic conditions and opportunities of the smaller economies, with the objective of guaranteeing their
full and effective participation in the process.

31. The Heads of State of Mercosur and the Andean Community (CAN) decided to start negotiations leading
to the signing of a free trade agreement between the two groups as soon as possible and, in any case, by
January 2002. The South American Presidents were unanimous in stressing the importance of the process of
liberalization of markets in South America and thus welcomed the beginning of negotiations leading to
Chile’s full membership in Mercosur.

32. The negotiations aimed at the signing of a free trade agreement between Mercosur and the Andean
Community will, by taking into account the contribution of the agreements the latter has signed with Brazil
and Argentina, decisively move forward toward the shared goal of creating a broader economic and trade
area in South America, with the participation of Chile, Guyana, and Suriname. This will be based on the
gradual liberalization of trade in goods and services, on facilitating investments, and on the creation of the
infrastructure needed to achieve this objective.

33. The Presidents of the South American countries reaffirmed their understanding that the creation of an
expanded economic area in the region will occur in accordance with the principles of an "open regionalism."
This will strengthen the position of the South American countries in important negotiations the region wants
to see brought to a successful conclusion, such as those for a free trade area of the Americas, those aimed at
closer coordination with the European Union, or those in the framework of the World Trade Organization,
among others. The Presidents indicated their expectation that these extra-regional trade negotiations will
contribute to the social and economic development of the South American countries and to their full
integration into the international economy.

34. The Presidents of the South American countries reaffirmed their support to the process of expanding and
deepening economic integration in the Hemisphere. They welcomed the results of the Fifth Ministerial
Meeting of the FTAA, held in Toronto in November 1999 and reiterated their engagement in the gradual
establishment of a free trade area of the Americas, the negotiation of which should be concluded by no later
than 2005, on an equitable and balanced basis that will ensure the effective access of South American
exports to markets. To this end, the Presidents decided to intensify the coordination of the South American
countries’ negotiating positions.

35. The South American Presidents emphasized that, in order to achieve comprehensive and balanced results
that meet the interests of all the countries involved, the FTAA negotiations should take into consideration
the varying stages of economic development and the economic size of the actors involved. The Hemispheric
initiative should be an effective instrument for fostering the sustainable and equitable development of all the
Americas.

INTEGRATION INFRASTRUCTURE

36. The Heads of State noted that the driving force for cross-border integration is strong because it arises
from, among other factors, geographic proximity, cultural identity, and the consolidation of shared values.
Borders within South America should no longer serve as an element of isolation and separation; they should
rather be a connecting link for the circulation of goods and individuals and thus circumscribe a privileged
area for cooperation.

37. Integration and the development of physical infrastructure are two complementary approaches. The
establishment of an expanded South American economic area desired by the peoples of the region will



99

depend on the broadening and complementation of initiatives under way and on the identification of new
integration infrastructure initiatives. This must be guided by the principles of social and environmental
sustainability and have the ability to attract capital from outside the Region and to generate multiplier effects
within it. Advances in the area of infrastructure will, in turn, release new driving forces toward integration,
thereby setting in motion dynamics that should be encouraged. This scenario would also benefit from the
adoption of an investment policy based on a regional rather than a merely national perspective.

38. The Presidents ascribed high priority to the identification of infrastructure projects of bilateral and sub-
regional interest. Given their magnitude, the financing of integration infrastructure projects must be shared
by the governments, the private sector and the multilateral financial institutions, particularly the Inter-
American Development Bank-IADB, the Andean Development Corporation, the Fund for the Development
of the River Plate Basin-FONPLATA, and the World Bank. The Presidents noted, in particular, the
importance of rules that favor the South American countries’ access to long-term financing, at appropriate
interest rates, from international financing institutions, for infrastructure projects. They further stressed the
need to identify innovative modalities of financial support for infrastructure projects so as to encourage the
participation of private investors and mobilize all possible resources, as done by the Latin American Reserve
Fund.

39. The region’s Heads of State took note with special satisfaction of the attached Action Plan for
Integrating Regional Infrastructure in South America, which contains suggestions and proposals, with a
time-line of ten years, for the expansion and modernization of South America’s physical infrastructure,
especially in the areas of energy, transportation, and telecommunications. The aim is to establish corridors of
economic and social development and integration for the region’s future expanded economic area, taking
into particular account the situation of countries hindered by geographical difficulties to access international
markets by sea. The Action Plan, prepared by the IDB, benefited greatly from contributions by the Andean
Development Corporation-ADC and from input from other relevant regional entities and from the South
American countries.

40. The Presidents stressed the role of energy, transport and communications networks as the engine of the
integration of South American countries. To this end, infrastructure projects geared to integration should be
complemented by the adoption of regulatory and administrative regimes that facilitate the interconnection
and operation of energy, transport, and communications systems.

41. In the area of transport, the South American countries have set as a priority the establishment of
intermodal networks to ensure a better utilization of land, river, sea, and air ways and facilitate the
movement of people, vehicles and goods across borders, as well as help boost trade and investment in the
region as a whole. Still in the area of transport, the Presidents referred to the existence of other important
sources of input for the task of expanding and modernizing South America’s physical infrastructure. In this
context, they pointed out the Transport Network and the Inventory of Priority Projects for South American
Integration, approved by the South American Ministerial Conference on Transport, Communications, and
Public Works; the Master-Plan for Transport and its Infrastructure for South America, prepared by LAIA as
part of the South American Ministerial Conference on Transport, Communications, and Public Works; the
activities of the Multilateral Working Group on Bioceanic Land Corridors; and the work carried out under
the River Plate Basin Treaty and the Amazon Cooperation Treaty, aimed at the integration of transport
networks.

42. In the energy sector, the integration and complementation of the South American continent’s energy
resources—in the areas of liquid and gas carbon fuels, integration and exchange of fuels, such as natural gas,
and of electrical energy interconnection and electrical energy ventures—provide an axis for approximation
among the countries of the region. This axis should be expanded and improved, in parallel with
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environmental preservation and the elimination of unjustifiable barriers arising from restrictions and
regulation in this sector.

43. The Presidents recalled that the development of telecommunications is essential to the establishment of
logistical systems and to the integration of energy systems according to a South American regional
approach. The telecommunications infrastructure also provides a foundation for cooperation initiatives
among South American countries aimed at meeting the demands of the information society.

44. The Presidents decided to instruct their representatives at the IDB and other international financial
organizations to propose, when convenient, that these institutions adopt all necessary measures for
implementing the proposals contained in the attached Action Plan, bearing also in mind the difficulties
pointed out in Paragraph 39 above as well as the situation of countries under foreign borrowing restrictions.
The objective is to carry out studies, provide consulting services, and ensure the disbursement of funds to
assist in the implementation of initiatives for developing integration axes for the future expanded economic
area in South America. The Presidents further emphasized the unique importance of the future coordination
work with the IBD and the ADC, among other relevant international and regional entities.

45. At the same time, the Presidents of the South American countries reiterated their commitment to
ascribing an even higher political priority to the ongoing national, bilateral, and sub-regional initiatives
aimed at modernizing and developing the integration infrastructure network throughout the region. In this
connection, they emphasized the fundamental role of the private sector.

46. To consolidate an integrated regional vision of the lines of action for the expansion and modernization of
South American infrastructure, based on the Action Plan and the other documents referred to above, the
Presidents of the South American countries decided to call, through their Chancelleries, a ministerial-level
meeting, to be held in November/December. The offer from the Eastern Republic of Uruguay to host this
meeting was accepted with satisfaction. On that occasion, ways to stimulate and facilitate the full
engagement of private initiatives in the process of infrastructure modernization in the region should be
examined.

ILLICIT DRUGS AND RELATED CRIMES

47. The South American Presidents emphasized their concern about the issue of illicit drugs and related
crimes in the region, which, as specific national circumstances show, may be associated with other issues
such as contraband, the illicit arms trade, and terrorism. These threats pose a risk to the very integrity of the
political, economic, and social structures of the South American countries. It is essential that all branches of
the government and of the civil society be engaged in the struggle to solve these problems.

48. The Presidents emphasized the role of the OAS in the progress achieved in the fight against drugs in this
Hemisphere. They pointed out the importance of the 1996 Anti-Drug Strategy in the Hemisphere, which
affirmed the principle of shared responsibility. They also stressed the 1999 approval by CICAD of the
Multilateral Evaluation Mechanism-MEM, which, by utilizing transparent and multilaterally agreed criteria
to assess the progress in the fight against drugs in each country of the Americas, should encourage
hemispheric cooperation and replace unilateral evaluation initiatives.

49. The Presidents thus reaffirmed South America’s commitment to the principles that govern relations
among States and international cooperation in this area, namely, shared responsibility among the producing,
transit, and consuming countries and an approach that puts equal emphasis on supply control, demand
reduction, and the treatment of addicts.
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50. With regard to supply control measures, the South American Presidents agreed on closer cooperation in
the areas of intelligence, police operations, control of the traffic and deviation of chemical precursors
(including the homologation of lists of controlled drugs in the region), control of the illicit arms trade, and
combating money laundering. In this context, they decided to establish a formal mechanism for regular
consultations among the entities responsible for fighting drug trafficking and related crimes.

51. The Presidents reiterated their interest in establishing a regional group for combating money laundering,
similar to the Financial Action Task Force – FATF. They have thus supported the understandings reached by
the South American national parties responsible for controlling money laundering, who met in Brasilia on
August 16-17, on which occasion they issued a Memorandum of Understanding on the creation of the South
American Financial Action Group—GAFISUD. They further encouraged all South American countries to
participate in GAFISUD, as well as stimulated the creation of an Executive Secretariat for the Regional
Group.

52. The Presidents reiterated their support in the search for sustainable alternative economic activities to
guarantee an adequate income for the population involved with illicit crops. They also committed
themselves to instructing their representatives to explore ways to facilitate access of alternative products to
the regional market, in the context of the negotiations aimed at regional trade liberalization.

INFORMATION, KNOWLEDGE AND TECHNOLOGY

53. The Presidents of the South American countries shared the perception that the last decades of the 20th
century have witnessed the unfolding of an unprecedented revolution in knowledge, the consequences of
which touch upon all areas of life and will be felt even more intensely in the future.

54. The Presidents concurred that the existence of a link between the production of science and technology
and a nation’s level of development is being consistently corroborated by reality. Scientific and
technological knowledge thus imposes itself as the foundation for the production of national wealth at every
level. On a national level, the access to knowledge and information is becoming ever more important for
boosting and improving the productive sector’s quality and efficiency; encouraging the creation of
technology-based enterprises, particularly small and medium ones; improving employment opportunities;
breaking the marginalization and poverty cycles; and distributing the national wealth in a more just and
equitable manner.

55. In this regard, the Presidents pointed out that in order to speed up entry into the new information and
knowledge society, it is important that the countries strengthen a continuing education system to ensure
education at all levels for the broadest sectors of society, and unrestricted access to knowledge and
information. This should be accomplished through the steady incorporation of new information technologies
into the educational systems and the progressive access of schools and professional training centers to the
Internet.

56. The Presidents concurred on the need to undertake efforts aimed at installing a basic connection structure
to link the region to the Internet centers of the world. Furthermore, they agreed to disseminate advanced
network services through this basic structure by including such fields as, among others, high performance
data processing, digital libraries, telemedicine and remote education, and work with a view to employing the
region’s educational, scientific, and technological potential to foster sustainable development in their
respective countries. The Andean Community countries stressed the possibilities for cooperation among the
South American countries in view of the results obtained by the Andean Telecommunications Authorities
Commission-ACTA and the Andean Science and Technology Council.
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57. The Presidents recognized that to ensure progress in laying a scientific and technological foundation in
the region, it is necessary to encourage the creation, in a spirit of solidarity, of cooperative research networks
in strategic areas, which will allow closer coordination of national capabilities and the strengthening of the
research infrastructure. The aim is to raise the countries’ creative and competitive capabilities to a level
consistent with the demands of an information and knowledge society, in the broader spirit of the Ministerial
Declaration on information technology, communication and development, adopted on July 7, 2000 by the
High Level Segment of the Economic and Social Council-ECOSOC of the United Nations, a document
which captures the perceptions contained in the so-called "Declaration of Florianopolis," approved by the
Latin American and Caribbean countries during a preparatory meeting of the aforementioned Segment.

58. The Presidents noted that, with the intensification of trade on a global scale, we are witnessing a
systematic reduction in tariffs, simultaneously with a gradual increase in the technical barriers to our
countries’ trade. Scientific and technological advances increasingly require complex infrastructures and
laboratories operated by highly qualified scientific and technical personnel as well as the intensive and
extensive development of higher education at all levels. In the medium and long term, fuller integration of
the South American countries into the international economy will only be possible through the permanent
incorporation of technological innovations that raise the added value of exports and increase the region’s
competitive ability. The commitment to undertake joint efforts to develop basic technologies conducive to
the achievement of these goals must be one of the South American Governments’ top priorities. In this
connection, and in view of the recent adoption of the "2000 Okinawa Communiqué," the South American
countries express their firm interest to interact with the G-8 members, particularly in the context of the
issues relating to the fields of information technology and biotechnology.

59. The South American Presidents welcomed the announcement by the Brazilian government of a specific
program for this sector, to be carried out through the establishment of a South American Fund to stimulate
scientific and technological cooperation activities in the region, in the context of South America’s
integration into the information and knowledge-based society, open to the participation of all countries, so as
to generate new activities and benefit those already under way.

60. The South American Heads of State congratulated themselves on the successful results of the Brasilia
Meeting for the objectivity, openness, and transparency of the exchange of opinions on the agenda topics.
The meeting has reinforced the synergistic forces already active in the region. Its results constitute a
significant contribution to the ongoing debate on these same topics in other regional and hemispheric forums
in which the South American countries also participate.

61. The South American Presidents agreed to instruct their respective Ministers of Foreign Relations to
adopt —in coordination with the competent areas— the necessary measures for designating, as needed, focal
points for the implementation of the commitments assumed under this Communiqué.

62. The Heads of State thanked the Government and the people of the Federative Republic of Brazil for their
hospitality and praised the excellent organization that ensured the success of the South American Presidents
Meeting. They also thanked President Fernando Henrique Cardoso for his initiative and for the invitation to
participate in this important South American encounter which will most certainly signal a renewed path
towards regional understanding.

Brasilia, September 1, 2000
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Appendix 5.2. Brasilia Plan of Action

[official translation from Spanish original]

Meeting of South American Heads of State, Brasilia
Plan of Action for Regional Infrastructure Integration in South America: A Proposal

IDB, September 1, 2000

There are two components to the proposed Plan of Action for Development of Regional Infrastructure in
South America: (i) the programmatic framework for the Plan and (ii) mechanisms for making the Plan
operational and follow-up monitoring.

Programmatic Framework of the Plan of Action

The Plan of Action rests on ten core principles for regional infrastructure development in South America:

1. Design a more integrated vision of infrastructure development that encompasses all its components and
synergies.

The concept of regional infrastructure cannot be confined to initiatives in the transportation, energy, and
telecommunications sectors. It should also envisage links with social and environmental infrastructure
and the infrastructure underpinning knowledge-based information technologies, so countries can make
the most of available synergies among these components of development.

2. Set projects within a strategic planning process, taking as a starting point an identification of regional
integration and development hubs in the South American continent.

This approach will seek maximum efficiency of investment outlays, coordinating the different countries'
work plans and fitting them into a strategic vision of integration, in which priority is given to activities
in the major regional integration and development hubs of the continent.

3. Reform and modernize regulatory systems and institutions that govern infrastructure use in each nation.

In many instances, existing infrastructure is not being put to its best use because of regulatory and
institutional impediments, notably at border crossings. Accordingly, there needs to be a greater focus on
these regulatory and institutional barriers. More work also should be done to harmonize regulatory
environments and legislation, in order to attract new investment and ensure that optimal use is made of
investment funding already at work, and to continue modernizing public agencies and updating their
procedures, technologies, and human resources.

4. Strengthen the capacity of States for policy-making, planning, and regulatory framework development.

To pursue this objective, States will need to be effective policy-makers and architects of frameworks
which serve as a reference for private-sector and government activity; foster and protect competition;
adopt regulatory environments based on technical and economic criteria; and produce relevant, readily
available information. Efforts should be made to ease distortions created in the different markets by
regulations, the operation of legal monopolies, quota setting, taxes and subsidies, and discretionary
price- and tariff setting.
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5. Harmonize policies, plans, and regulatory and institutional frameworks among States.

If regional integration objectives are to be attained, further efforts will be needed to harmonize criteria
for the design and integrated technical, economic, and environmental evaluation of regional
infrastructure projects, to make certain they will be sustainable, while minimizing the risk of
discretionary approaches to project selection and support. Mechanisms also need to be devised to
reinforce the synergistic effects of integration projects that are complementary and ensure that projects
which could substitute for one another are selected on their own merits.

6. Take careful account of projects' environmental and social dimensions.

Our countries need to be more proactive in assessing the environmental and social implications of
infrastructure projects, setting their own and shared criteria and coordinating efforts in this area.
Building on their wealth of experience in national and regional infrastructure project design, countries
should look at a project's potential environmental impact from the very start of the design stage. This
should be viewed as an opportunity to put together more complete, fully integrated projects, and not
merely as a way of mitigating their less desirable impacts.

7. Pursue regional integration projects that can raise the standard of living of local populations and offer
them new opportunities.

Efforts should be made to have infrastructure projects generate as many local development impacts as
possible, and not simply serve as corridors linking major markets.

8. Construct mechanisms that promote participation and consensus.

In developing and selecting projects, mechanisms should be devised to give an effective voice to
affected communities, and the private sector, which may wish to fund, construct, and operate such
ventures.

9. Develop new regional mechanisms for programming, executing, and managing physical integration
projects.

Mechanisms for sharing integration project management and finance should be developed, using
existing institutions and drawing on the experience the countries have amassed over the past decade.

10. Optimize the use of funding sources for developing common strategies.

This effort should include an exploration, by the governments and multilateral lending institutions, of
innovative avenues for leveraging private capital to finance projects which can open up trade
opportunities and fairly share the risks and rewards among public- and private-sector participants. The
means to this end can be common strategies and creative solutions and instruments that take due heed of
the nature and preferences of the capital markets.

Using this strategic vision of major regional integration and development hubs in the continent as a
roadmap, the physical, regulatory, and institutional requirements for basic infrastructure development in
South America in the decade ahead need to be ascertained. To that end, a series of actions in the short term
should be devised along with some longer-range initiatives on at least three fronts: coordination of plans and
investments, alignment and harmonization of regulatory and institutional settings, and innovative public and
private financing mechanisms.
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Following up on the Plan of Action

The Plan includes a scheme to attain consensus-based objectives using common methods and task-sharing.
A key requirement here is a follow-up mechanism for implementation of decisions and directives emanating
from the Heads of State of the South American governments. The mechanism should clearly set out working
methods, targets, and timetables, and the apportionment of responsibilities.

The technical and political profile of such a mechanism should be such as to expedite timely, efficient
decision-making regarding the Heads of States' mandates in the area of regional infrastructure development.
The follow-up mechanism thus should be designed with five central tenets in mind:

•  Avoid creating new institutions, tapping instead the human and financial resources already in
place in national, regional, and multilateral institutions;

•  Strive to ensure that the various elements of the follow-up mechanism reflect a resolute, top-
level, enduring political commitment; have a permanent presence close to the decision-making
process of financial institutions; duly interpret societal needs, and expedite governments'
internal management;

•  Secure the full participation of all the South American governments and have decisions taken
by consensus of the involved parties;

•  Expedite decision-making by the South American governments through a process of agile,
flexible interaction between those governments and regional and multilateral agencies that offer
specialized technical advisory support; and

•  Be guided by a pre-established work timetable that sets out sequential objectives and specific
tasks for the different components that comprise the follow-up structure.

With the above-listed principles in mind, the follow-up mechanism for the Plan of Action for Regional
Infrastructure Development in South America would consist essentially of the following elements:

(i) An Executive Steering Committee (ESC) of senior officials appointed by the South American
governments from agencies selected by the respective governments, as they deem appropriate.

(ii) Executive Technical Groups (ETGs) composed of officials and experts appointed by the
South American governments from agencies selected by the respective governments, as they
deem appropriate. These will be temporary bodies set up for each integration and development
hub and they will examine such specific issues as harmonization of regulatory environments,
integrated project identification methods, and so on. The groups would meet to review issues
put before them; once their work is finished, they would disband. The groups could seek
support from regional, subregional, and international organizations in their respective areas of
specialization.

(iii) A Technical Coordination Committee (TCC) made up of representatives of the Inter-
American Development Bank (IDB), Andean Development Corporation (CAF), and Fund for
Development of the River Plate Basin (FONPLATA) would actively assist the governments as
they put the Plan of Action into practice and monitor its operation, in such areas as integrated
project identification and appraisal and securing funding to carry through projects.



106

As part of an ongoing consultation process, the Executive Steering Committee would promote meetings
designed to elicit input from the private sector and community organizations and to help coordinate efforts at
the country level.

The institutions represented on the Technical Coordination Committee (IDB, CAF, FONPLATA) will
present proposals before 31 December 2000, furnishing details of the subject areas and sectors that would
form part of the Plan, indicating what they see as priority areas of attention in the short term. The proposals
also will provide a more detailed design of the Plan's follow-up mechanism.
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Appendix 5.3. Montevideo Plan of Action

Meeting of the Ministers of Transport, Telecommunications and Energy of South America
Action Plan for Regional Infrastructure Integration in South America

Technical Coordinating Committee (TCC)
Inter-American Development Bank (IDB)
Andean Development Corporation (CAF)

Financial Fund for the Development of the River Plate Basin (FONPLATA)

Montevideo, Uruguay
4-5 December 2000

1.   Introduction *

In the current context of globalization, the main challenge for the first decade of the new millennium is to
secure a higher rate of sustained growth. This should spring from productive processes based on technology
and knowledge, and ever less from dependence on the exploitation of natural resources. Only growth based
on real increases in productivity and competitiveness can make the region internationally relevant, while
simultaneously creating the conditions for a pattern of sustainable development that is stable, efficient and
equitable.

Regional infrastructure development is particularly important for competitiveness and sustainability in South
America. The issue, however, should not be viewed in isolation. It is not only a matter of improving
infrastructure itself (roads, ports, airports, river transport, etc.), but also of envisaging an integrated logistical
process that includes improvements to customs systems and regulations, telecommunications, information
technology, logistical service markets (such as freight, insurance, storage and expediting permits), and
sustainable development at the local level.

In recent decades South America has made significant efforts to further its physical integration. Particularly
notable in the last decade were the creation of the Transport Network and the Inventory of Priority Projects
for the Integration of South America, approved by the Conference of South American Ministers of
Transport, Communications and Public Works. The Andean Development Corporation was decisively
involved in that conference by helping to define and finance the Andean Community hubs, as well as the
group’s inter-connections with Mercosur.

Also noteworthy are the activities of the Multilateral Working Group on Bioceanic Land Corridors and the
work undertaken within the remit of the River Plate Basin Treaty and Amazon Cooperation Treaty, which
seek to integrate transport networks. Of similar note are the significant, pro-integration endeavors of
organizations such as the Latin American Integration Association (LAIA), ECLAC, the Intergovernmental
Committee on the Paraguay-Parana Waterway, ALAF, OLADE, CIER and the secretariats and
governmental bodies of the Andean Community and Mercosur.

From the outset, the IDB, the CAF and FONPLATA have actively participated in South America’s main
physical integration projects. A large number of investment projects in infrastructure, as well as in the

                                                
* The present version of the Action Plan includes changes to the original proposal. Those changes were agreed in the
Montevideo Meeting of Ministers, as recorded in Annex III of the meeting’s final act.
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energy and transport sectors, have been carried out or are now being implemented. These are oriented
toward, or have significant elements related with, the physical integration of the countries of South America.
Such investment initiatives have been supplemented by intensive technical cooperation on the part of these
organizations, especially INTAL’s work in specific regional integration issues. The IDB, the CAF and
FONPLATA have also actively supported economic reforms in the region, a key element in the increased
demand for physical infrastructure and in facilitating private sector participation.

In the energy sector, the integration and complementary exchange of South American resources such as gas
and hydroelectricity have begun to emerge as an opportunity niche for a synergy-rich rapprochement among
the countries of the region. These developments should be expanded and improved, concurrent with the
preservation of the environment and the removal of unjustifiable barriers.

Telecommunications development is crucial for building logistical systems and for integrating energy
systems founded on a regional, South America-wide vision.

The Action Plan for Regional Infrastructure Integration in South America, outlined below, was drawn up on
the basis of the concepts of competitiveness and sustainability in a context of globalization, taking account
of the experience of recent decades. There are two components to the present Action Plan: (i) the Plan’s
basic activities; and (ii) mechanisms for implementing it and for follow-up.

2.  Basic Activities of the Plan

The Action Plan for Regional Infrastructure Integration in South America will be executed largely through
an approach based on integration and development hubs, complemented by the development of the
necessary sectoral processes to optimize the competitiveness and sustainability of the logistics chain. This
strategic vision serves as a basis for identifying the physical, regulatory and institutional requirements to
develop basic infrastructure at the South American level in the present decade. To that end, efforts will be
made in at least three areas: the coordination of planning and investment; making regulatory and institutional
factors compatible and harmonizing them; and innovative mechanisms for public and private financing.

This approach will be effected by means of the following basic activities:

(i) Designing a more integral vision of infrastructure

The concept of integration infrastructure will center on developing synergies between the transport,
energy and telecommunications sectors. It will also envisage links with social and environmental
infrastructure, as well as with that underlying knowledge-based information technologies. This approach
should be in line with the real possibilities of financing and investment.

(ii) Setting projects within a strategic planning process based on the identification of regional
integration development hubs

This approach will seek the maximum efficiency of investment spending, coordinating the various
countries’ work programs and locating them within a strategic vision of integration that gives priority to
activities in the main regional integration and development hubs.

(iii) Modernizing and renovating the national regulatory and institutional systems that govern
infrastructure use

Greater attention should be paid to regulatory and institutional factors that very often hamper the proper
use of existing infrastructure, notably as regards border crossings, multimodal transport systems and air
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transport. Efforts will be made to harmonize regulatory and legislative environments so as to induce new
investment and optimize the use of current investment finance. There will be further endeavors to
modernize public agencies, their procedures, technologies and human resources, taking into account the
promotion and protection of competition, regulation based on technical and economic criteria, as well as
preparing relevant information and making it available.

(iv) Harmonizing states� policies, plans and regulatory and institutional frameworks

Attaining the goals of regional integration will require further progress in harmonizing the criteria for
designing regional infrastructure projects and for the integral assessment of them in technical, economic
and environmental terms. The aim is to ensure the sustainability of the projects and to minimize the risks
of discretionality in selecting and supporting them. Mechanisms should be set up to enhance synergies
between complementary integration projects, and to ensure that a choice between alternative projects is
made on the projects’ merits.

(v) Taking careful account of projects� environmental and social dimensions

The countries of the region will take a proactive approach to assessing the environmental and social
implications of infrastructure projects, establishing their own criteria and shared norms, and also
coordinating activities. Building on their wealth of experience in designing national and regional
infrastructure projects, the countries will take account of environmental implications from the moment
the projects are conceived. This should be viewed as an opportunity to enrich the projects and exploit
them more fully, not simply as a means of mitigating their undesirable effects.

(vi) Improving the quality of life and the opportunities of local populations in regional
integration hubs

Infrastructure projects will seek to have as many local development effects as possible, and will avoid
becoming simple channels between the main markets.

(vii) Building mechanisms for participation and consultation

In devising and choosing projects, mechanisms will be set up to offer an effective voice to the
communities involved, as well as to private sector actors interested in financing, constructing and
operating the projects.

(viii) Developing new regional mechanisms for programming, implementing and managing
projects

On the basis of the Brasilia Presidential Mandate to the IDB, the CAF and FONPLATA, and of the
experiences of the past decade, mechanisms will be set up to ensure the shared management and
financing of physical integration projects.

(ix) Adapting financial schemes to the specific risk configuration of each project

This should include a search for innovative solutions among governments and multilateral financial
institutions with a view to encouraging private capital financing through common strategies, and through
creative solutions and instruments. Such strategies and solutions should be mindful of the nature and
preferences of the capital markets, should heed project financing that offers business opportunities, and
should ensure a proper distribution of the risks and benefits between the public and private sectors
involved.
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The above basic activities should become the common tool of the Executive Technical Groups (see the next
section) in designing their Work Programs. In that regard, the hub and sectoral processes approach will
consider the following:

(a) Budgetary restrictions and debt constraints in many countries of the region demand a careful
fixing of priorities in the area of public investment, and require active promotion of private
sector interest and involvement in developing, managing and financing projects.

(b) Making regulatory and legislative frameworks compatible, and harmonizing them, is crucial
to hastening the development of the Action Plan and to the attainment of concrete results in
the short term.

(c) Easing bureaucratic procedures at border crossings is vital if results are to be secured in the
short term.

(d) Exploiting opportunities offered by investment projects and other initiatives, so as to
enhance their positive environmental and social effects.

3.  Mechanisms for Implementing and Monitoring the Action Plan

In operational terms, the Plan includes a scheme to reach agreed objectives through common methods and
by task-sharing. It is vital to devise a follow-up mechanism for carrying out the decisions and directives
originating with South America’s highest authorities. The mechanism should clearly define working
methods, targets and timetables, and should plainly allot responsibilities.

The technical and political profile of this mechanism should expedite and foster timely and efficient
decision-making regarding the mandates from the Heads of State in the area of regional infrastructure
development. The mechanism should thus be based on five fundamental precepts:

(a) Avoid creating new institutions, instead exploiting the existing human and financial resources in
national, regional, and multilateral institutions, and seeking forms of cooperation and the
optimal deployment of efforts and resources between them.

(b) Strive to ensure that the various elements of the follow-up mechanism reflect maximum,
enduring, senior-level political commitment; that they promote financing institutions’ permanent
presence close to the decision-making process; that they duly interpret social needs; and that
they facilitate the governments’ internal management capacities.

(c) Secure the full participation of all South American governments and ensure that decisions are
taken on the basis of consensus among those involved.

(d) Facilitate South American governments’ decision-making by means of a process of adaptable
and flexible interaction between those governments and the regional and multilateral bodies
providing specialized technical advice.

(e) Work to a pre-established timetable that sets out sequential targets and specific tasks for the
various components of the follow-up mechanism.

In light of the above precepts, there follows a proposal for the mechanism to implement and monitor the
Action Plan for the Development of Regional Infrastructure Integration in South America. The mechanism
shall consist of the following elements:

•  An Executive Steering Committee (ESC)
•  A Technical Coordinating Committee (TCC)
•  Executive Technical Groups (ETGs)
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OVERSIGHT LEVEL

Executive Steering Committee (ESC)

This level comprises an Executive Steering Committee (ESC) of senior representatives, designated by the
governments of South America, from those bodies deemed appropriate by the governments. It is
recommended that the ESC have a Chair and two Vice-chairs. The Technical Coordinating Committee
(TCC) will act as the ESC’s Secretariat and will consist of the IDB, the CAF and FONPLATA, in line with
the Mandate of the Brasilia Presidential Meeting.

The basic aims of the ESC’s activities will be to develop and approve a single vision and language; to
recommend guidelines for the governments’ relevant internal structures; and to make proposals that enhance
the initiatives being implemented. On that basis the Committee will suggest policy guidelines for the Action
Plan in the areas of coordinating plans and investment; regulatory, legislative and institutional frameworks;
and financing. These guidelines will stem from an analysis of the technical and consensus-based proposals
originating with the Executive Technical Groups (ETGs) and proposed by the Technical Coordinating
Committee (TCC).

Given the multinational, multisectoral and multidisciplinary characteristics of initiatives geared toward the
integration of regional infrastructure in South America, an issue of particular importance is inter-ministerial
coordination within the governmental apparatus of each country. In that light, and apart from the relevant
sectoral ministries, such other ministries as foreign relations, planning and economy or treasury (according
to each case) should also be involved in ESC decision-making. This approach would offer the full political
backing of each government to those initiatives that involve decisions related to international negotiations
with other countries, and/or the financing of projects, and the setting up of regulatory and legislative
frameworks that facilitate private sector participation. The type and scope of the initiatives to be fomented
by the Action Plan require such backing.

It is considered appropriate that, in an initial stage, the ESC should meet every six months.

TECHNICAL LEVEL

Technical Coordinating Committee (TCC)

This level will comprise a Technical Coordinating Committee (TCC) composed of representatives of the
Inter-American Development Bank (IDB), the Andean Development Corporation (CAF) and the Financial
Fund for the Development of the River Plate Basin (FONPLATA).

The Committee’s objectives will be to identify a portfolio of projects grounded in a single vision; to
recommend state intervention in order to mitigate “market failings” and attendant risks; to promote private
sector involvement in the operation and financing of projects; and to promote, identify, quantify and select
the public and/or private financial resources to develop the projects.

The TCC will promote the identification and selection of innovative and creative financing mechanisms for
regional infrastructure investment projects. To those ends, the Committee will coordinate the technical
support provided by its constituent bodies in priority areas agreed on by the Executive Steering Committee
and the Executive Technical Groups.
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Coordination of the Committee will revolve every six months. The coordinating body in each period will be
the Committee’s spokesperson. The TCC will have a joint Secretariat comprising its constituent institutions.
This Secretariat will be permanently located in IDB-INTAL headquarters in Buenos Aires. The IDB, the
CAF and FONPLATA will each designate a permanent official to this Secretariat and guarantee its efficient,
joint operation.

The Secretariat will be termed “The Secretariat of the TCC / IDB-CAF-FONPLATA”.

Executive Technical Groups (ETGs)

The Executive Technical Groups (ETGs) will comprise officials and experts, designated by the South
American governments, from those bodies that the governments deem appropriate. There will be Executive
Technical Groups for each integration and development hub, as well as for each of the sectoral integration
processes approved by the ESC.

The ETGs will analyze specific issues for each hub or process. Among other things, these will include
making regulatory frameworks compatible and harmonizing them; methods for the integral identification
and assessment of projects; the study of environmental and social considerations; activities that foster the
development of areas of economic densification covered by each hub’s area of influence; and the definition
of institutional mechanisms within each government to respond to the necessary activities.

These groups will be temporary. They will meet to analyze issues on their Work Program and their duties
will end once they have concluded those tasks.

The ETGs comprise the governments’ level of technical activity on the basis of directives from the ESC.
They will thus coordinate their requirements with the TCC, which will help administer technical and
operational demands arising from the efforts made for each hub or sectoral integration process.

Since they focus on the development of regional infrastructure from the perspective of integration and
development hubs and of sectoral processes, the ETGs will be multisectoral and multidisciplinary. At the
operational level, each ETG will have a Manager and a Technical Assistant who will fulfill the functions of
the Secretariat of the respective group. The Managers and Technical Assistants will be experts appointed by
the institutions that comprise the Technical Coordinating Committee. These experts will undertake the
technical coordination of each group’s work, requiring that the representatives participating in the group
effect the necessary actions and decisions to discharge each group’s Work Program. Through the TCC, the
Managers of the ETGs can request support in the form of technical guidance from regional, subregional and
international institutions that are active in each group’s area of action.

Once the various activities have been agreed upon by consensus in each group, those activities will be
carried out in national contexts by the relevant bodies in each case. From the preliminary analysis stage to
the physical implementation of the programmed activities, the Manager of the ETG will present monthly
reports to the Technical Coordinating Committee. This will enable the TCC to update the Executive Steering
Committee or to request action to correct any divergence that might have sprung from the non-fulfillment of
tasks by one or more of the governments participating in that ETG.

To meet any technical demands that might arise from an ETG in developing its Work Program, the TCC’s
constituent bodies will compile a Register of Consultants and Consultancy Companies and will undertake
the necessary budgetary planning. Technical support will also be provided by specialized regional technical
agencies. Each ETG Manager, in agreement with the government representatives in the group, will bring
technical demands to the attention of the TCC. The bodies of the TCC will analyze such demands and make
the appointments necessary to meet them, in as much as they fall within the TCC’s budgetary planning.
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For the efficient fulfillment of the tasks assigned to the TCC, its constituent institutions may designate
technical representatives to follow up on the work of the ETGs. The TCC, moreover, may coordinate the
participation in the ETGs of representatives of other regional or multilateral organizations, and
representatives of the financing agencies of extra-regional governments that reveal their possible interest in
helping to fund some of the initiatives under analysis by the respective ETG. Since these bodies will
continue to program loans and technical cooperation with each government of the region in line with their
customary operating procedures, this approach will ensure a high degree of coordination among the various
financing agencies to help support the activities that fall under the aegis of each ETG.

The ETGs may invite representatives of the national, regional and international private sectors to certain
meetings. Those representatives would thus have a say in the analysis of the regulatory features and
financing characteristics under consideration by the groups, and could determine if these respond to the
expectations of private sector actors interested in participating in the development, operation and/or
financing of the planned projects. With the agreement of the TCC, the Managers of the ETGs will organize a
Data Room holding all the relevant information on the initiatives pursued in developing the respective hub.
This will give interested private sector actors access to systematized and organized information on such
initiatives.

The Action Plan will have an official Internet web site, to be built and maintained by the TCC. Each ETG
will prepare the relevant information to be included in the site’s publications. This will ensure a high degree
of transparency in the technical endeavors being made, and will help establish a channel for contact and
consultation with various interested groups of civil society. Together with the respective governments, the
Managers of each ETG will organize consultation meetings with civil society when the progression of the
projects makes such a course advisable.

From the operational viewpoint, it is recommended that the ETGs meet every three months. It is also
deemed important that the first meetings of the ETGs whose creation is approved by the South American
governments should be held in 2001. In the context of that first meeting, each ETG should define its makeup
and Work Program, to include the group’s objectives, basic principles, targets, functions, working
methodology and timetable. As regards timing, the ETGs’ schedule of tasks will establish short-term (two
years), medium-term (five years) and long-term (ten years) goals according to the kind of initiatives in each
hub or sectoral process, and to the availability of human, material and financial resources to meet those
goals.

In light of the above considerations, the implementation of the Action Plan will begin with the creation of
Executive Technical Groups that will meet to work toward the execution of the integration and development
hubs, as well as of the sectoral integration processes, that are proposed below.

4. Proposed Criteria for Selecting and Assigning Priority to Hubs and Sectoral Integration Proposals

To support the governments of South America in selecting and prioritizing integration hubs and sectoral
processes, the following criteria might be taken into account:

•  The geographical coverage of countries and regions.
•  Existing flows.
•  Potential flows.
•  The volume of recent, current and imminent investment in the hubs’ areas of influence.
•  The private sector’s interest and level of involvement.
•  The projects’ degree of environmental and social sustainability.
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5.   Identified Integration and Development Hubs

Mercosur hub (São Paulo-Montevideo-Buenos Aires-Valparaíso).
Andean hub (Caracas-Bogotá-Quito-Lima-La Paz).
Brazil-Bolivia-Peru-Chile inter-oceanic hub (São Paulo-Campo Grande-Santa Cruz-La Paz-Ilo-Matarani-
Arica-Iquique).
Venezuela-Brazil-Guyana-Suriname hub.
Orinoco-Amazon-River Plate Multimodal hub.
Amazon multimodal hub (Brazil-Colombia-Ecuador-Peru).
Atlantic maritime hub.
Pacific maritime hub.
Neuquén-Concepción hub.
Porto Alegre-Jujuy-Antofagasta hub.
Bolivia-Paraguay-Brazil hub.
Peru-Brazil hub (Acre-Rondonia).

6.  Sectoral Integration Processes

Multimodal transport operating systems.
Air transport operating systems.
Facilitating border crossings.
Harmonization of regulatory policies, as well as those on interconnection, broadcast spectrum, technical
standards and promoting widespread Internet use.
Instruments for financing regional physical integration projects.
The normative frameworks of regional energy markets.

7.  Methodology and Work Schedule

On the basis of the decisions emanating from the Meeting of Ministers, and taking account of the integration
hubs and sectoral processes identified, three ETGs will be created (two hubs) before the end of March 2001.
Another three ETGs will be set up (two hubs and one sectoral process) before the end of June 2001 and a
further two ETGs (two hubs) by December 2001. The two sectoral integration processes should be identified
at the ESC meeting in March 2001. Toward the end of 2001 there will be a new ministerial meeting to assess
the progress made in developing the Action Plan thereto, and to define the timetable for setting into action
the ETGs covering the remaining hubs and sectoral processes.
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ANNEX I: Statistical Overview
TABLE 1 - WESTERN HEMISPHERE: TOTAL AND INTRA-REGIONAL EXPORTS, 1990-1999

(Millions of US Dollars and Percentages)
1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 Annual Average

Growth 1990-994

Western Hemisphere 1,2,3

Total Exports 632,702 657,856 698,047 727,050 858,456 994,328 1,071,955 1,179,833 1,161,673 1,216,398
     % growth 8.3 4.0 6.1 4.2 18.1 15.8 7.8 10.1 -1.5 4.7 7.5
Extra-Hemispheric Exports 330,379 345,001 346,544 340,002 392,278 471,910 496,479 521,552 484,536 488,397
     % growth 7.2 4.4 0.4 -1.9 15.4 20.3 5.2 5.1 -7.1 0.8 4.4
Intra-Hemispheric Exports 302,322 312,855 351,504 387,048 466,178 522,419 575,475 658,280 677,138 728,001
     % growth 9.5 3.5 12.4 10.1 20.4 12.1 10.2 14.4 2.9 7.5 10.3
Intra/Total 47.8 47.6 50.4 53.2 54.3 52.5 53.7 55.8 58.3 59.8

Latin America and Caribbean (LAC) 2,3

Total Exports 136,177 135,333 145,173 154,529 182,545 220,411 249,332 276,962 267,019 281,745
     % growth 10.4 -0.6 7.3 6.4 18.1 20.7 13.1 11.1 -3.6 5.5 8.4
Extra-LAC Exports 119,260 115,748 120,352 125,081 147,584 178,629 203,074 223,464 214,632 238,204
     % growth 10.6 -2.9 4.0 3.9 18.0 21.0 13.7 10.0 -4.0 11.0 8.0
Intra-LAC Exports 16,917 19,585 24,821 29,448 34,961 41,782 46,257 53,498 52,387 43,541
     % growth 9.0 15.8 26.7 18.6 18.7 19.5 10.7 15.7 -2.1 -16.9 11.1
Intra/Total 12.4 14.5 17.1 19.1 19.2 19.0 18.6 19.3 19.6 15.5

Andean Community
Total Exports 31,751 29,232 28,107 29,137 34,243 38,259 45,687 47,655 38,742 43,207
     % growth 29.0 -7.9 -3.8 3.7 17.5 11.7 19.4 4.3 -18.7 11.5 3.5
Extra-Andean Exports 30,427 27,465 25,888 26,276 30,816 33,524 40,996 42,028 33,402 39,268
     % growth 28.8 -9.7 -5.7 1.5 17.3 8.8 22.3 2.5 -20.5 17.6 2.9
Intra-Andean Exports 1,324 1,767 2,219 2,861 3,427 4,735 4,691 5,627 5,341 3,939
     % growth 33.0 33.4 25.6 28.9 19.8 38.2 -0.9 19.9 -5.1 -26.2 12.9
Intra/Total 4.2 6.0 7.9 9.8 10.0 12.4 10.3 11.8 13.8 9.1

Caricom 3
Total Exports 4,647 4,139 3,970 3,215 5,069 5,531 5,439 6,008 --- ---
     % growth 13.7 -10.9 -4.1 -19.0 57.7 9.1 -1.7 10.4 --- --- 3.7
Extra-Caricom Exports 4,156 3,691 3,537 2,665 4,376 4,649 4,568 5,082 --- ---
     % growth 16.6 -11.2 -4.2 -24.7 64.2 6.2 -1.8 11.3 --- --- 2.9
Intra-Caricom Exports 491 448 433 550 693 882 872 925 --- ---
     % growth -5.6 -8.8 -3.2 26.9 26.0 27.2 -1.1 6.1 --- --- 9.5
Intra/Total 10.6 10.8 10.9 17.1 13.7 15.9 16.0 15.4 --- ---

CACM
Total Exports 4,046 4,279 4,674 4,899 5,509 6,864 7,778 8,242 10,313 11,175
     % growth 13.1 5.7 9.2 4.8 12.4 24.6 13.3 6.0 25.1 8.4 11.9
Extra-CACM Exports 3,388 3,493 3,615 3,797 4,280 5,408 6,192 6,417 8,125 8,886
     % growth 12.7 3.1 3.5 5.0 12.7 26.4 14.5 3.6 26.6 9.4 11.3
Intra-CACM Exports 658 786 1,059 1,102 1,229 1,456 1,586 1,826 2,188 2,289
     % growth 14.9 19.4 34.7 4.1 11.5 18.5 8.9 15.1 19.9 4.6 14.9
Intra/Total 16.3 18.4 22.7 22.5 22.3 21.2 20.4 22.1 21.2 20.5

Mercosur
Total Exports 46,402 45,891 50,463 54,122 62,113 70,402 74,998 82,342 81,323 74,320
     % growth -0.3 -1.1 10.0 7.3 14.8 13.3 6.5 9.8 -1.2 -8.6 5.4
Extra-Mercosur Exports 42,275 40,788 43,246 44,095 50,157 56,019 57,960 62,289 60,972 59,158
     % growth -1.0 -3.5 6.0 2.0 13.7 11.7 3.5 7.5 -2.1 -3.0 3.8
Intra-Mercosur Exports 4,127 5,103 7,216 10,026 11,957 14,384 17,038 20,053 20,351 15,163
     % growth 7.6 23.6 41.4 38.9 19.3 20.3 18.5 17.7 1.5 -25.5 15.6
Intra/Total 8.9 11.1 14.3 18.5 19.2 20.4 22.7 24.4 25.0 20.4

Mercosur+Chile+Bolivia (MCB)
Total Exports 55,617 55,343 60,872 63,927 74,790 87,977 91,700 100,632 97,197 91,355
     % growth 0.5 -0.5 10.0 5.0 17.0 17.6 4.2 9.7 -3.4 -6.0 5.7
Extra-MCB Exports 49,162 47,378 50,231 50,056 58,333 67,903 68,732 73,874 70,615 70,664
     % growth 0.1 -3.6 6.0 -0.3 16.5 16.4 1.2 7.5 -4.4 0.1 4.1
Intra-MCB Exports 6,455 7,965 10,641 13,871 16,458 20,074 22,968 26,758 26,582 20,691
     % growth 3.1 23.4 33.6 30.4 18.6 22.0 14.4 16.5 -0.7 -22.2 13.8
Intra/Total 11.6 14.4 17.5 21.7 22.0 22.8 25.0 26.6 27.3 22.6

NAFTA
Total Exports 537,226 565,199 599,027 624,352 737,888 853,694 918,077 1,013,108 1,012,114 1,071,355
     % growth 8.0 5.2 6.0 4.2 18.2 15.7 7.5 10.4 -0.1 5.9 8.0
Extra-NAFTA Exports 307,297 328,231 335,184 332,960 383,349 460,581 485,698 517,457 490,885 486,296
     % growth 7.0 6.8 2.1 -0.7 15.1 20.1 5.5 6.5 -5.1 -0.9 5.2
Intra-NAFTA Exports 229,930 236,968 263,843 291,392 354,539 393,113 432,379 495,651 521,229 585,059
     % growth 9.5 3.1 11.3 10.4 21.7 10.9 10.0 14.6 5.2 12.2 10.9
Intra/Total 42.8 41.9 44.0 46.7 48.0 46.0 47.1 48.9 51.5 54.6
Source: IDB Statistics and Quantitative Analysis Unit, based on official country data.
1 The Western Hemisphere includes Canada, Latin America and the Caribbean, and the United States.
2 Latin America and the Caribbean consists of Argentina, Bolivia, Brazil, Chile, Colombia, Costa Rica, Dominican Republic, Ecuador, El Salvador, Guatemala, Honduras, Mexico, Nicaragua,
Panama, Paraguay, Peru, Uruguay, Venezuela and Caricom.  Totals exclude Dominican Republic for 1990-91 and 1998-1999, and Panama for 1994, due to the unavailability of data.
3 Caricom consists of Bahamas, Barbados, Belize, Dominica, Grenada, Jamaica, Saint Kitts and Nevis, Saint Lucia, Saint Vincent and the Grenadines, Suriname and Trinidad and Tobago due
to the unavailability of data for the remaining Caricom member states. Totals exclude Bahamas (1990, 1992-96), Belize (1991), Dominica (1992), Grenada (1993), Saint Kitts and Nevis
(1990-92, 1996), Saint Vincent and the Grenadines (1990-92) and Suriname (1993).
4 Computed using the formula [(Y(t)/Y(s))(1/n) -1]*100, where Y(t) and Y(s) are the values in year "t" and "s" respectively where t >s, and where n = t-s. For Caricom 1990
to 1997.
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TABLE 2- WESTERN HEMISPHERE: TOTAL AND INTRA-REGIONAL IMPORTS, 1990-1999
(Millions of US Dollars and Percentages)

1990 1991 1992 1993 1994 1995 1996          1997 1998 1999
Annual Average
Growth 1990-994

Western Hemisphere 1,2,3

Total Imports 744,149 755,623 829,234 901,365 1,030,796 1,130,915 1,213,204 1,356,856 1,425,650 1,530,802
     % growth 5.9 1.5 9.7 8.7 14.4 9.7 7.3 11.8 5.1 7.4 8.3
Extra-Hemispheric Imports 442,285 437,874 472,815 509,914 579,305 623,423 651,197 717,140 756,322 810,801
     % growth 5.5 -1.0 8.0 7.8 13.6 7.6 4.5 10.1 5.5 7.2 7.0
Intra-Hemishperic Imports 301,864 317,749 356,419 391,451 451,490 507,492 562,008 639,716 669,328 720,001
     % growth 6.5 5.3 12.2 9.8 15.3 12.4 10.7 13.8 4.6 7.6 10.1
Intra/Total 40.6 42.1 43.0 43.4 43.8 44.9 46.3 47.1 46.9 47.0

Latin America and Caribbean (LAC) 2,3

Total Imports 111,770 130,965 155,785 169,836 200,292 223,531 247,943 297,919 309,872 292,470
     % growth 13.8 17.2 19.0 9.0 17.9 11.6 10.9 20.2 4.0 -5.6 11.3
Extra-LAC Imports 95,346 111,123 130,258 141,478 167,301 181,741 202,019 243,619 257,274 248,297
     % growth 14.2 16.5 17.2 8.6 18.3 8.6 11.2 20.6 5.6 -3.5 11.2
Intra-LAC Imports 16,424 19,842 25,527 28,358 32,990 41,790 45,925 54,301 52,598 44,173
     % growth 11.7 20.8 28.7 11.1 16.3 26.7 9.9 18.2 -3.1 -16.0 11.6
Intra/Total 14.7 15.2 16.4 16.7 16.5 18.7 18.5 18.2 17.0 15.1
Andean Community
Total Imports 17,315 21,111 26,919 29,040 30,590 38,303 36,965 43,971 44,013 35,175
     % growth 4.8 21.9 27.5 7.9 5.3 25.2 -3.5 19.0 0.1 -20.1 8.2
Extra-Andean Imports 16,139 19,532 24,828 26,428 27,326 33,425 32,067 38,066 38,938 31,081
     % growth 3.2 21.0 27.1 6.4 3.4 22.3 -4.1 18.7 2.3 -20.2 7.6
Intra-Andean Imports 1,176 1,580 2,090 2,612 3,264 4,877 4,898 5,905 5,075 4,095
     % growth 33.1 34.3 32.3 25.0 25.0 49.4 0.4 20.6 -14.1 -19.3 14.9
Intra/Total 6.8 7.5 7.8 9.0 10.7 12.7 13.2 13.4 11.5 11.6
Caricom 3

Total Imports 5,526 5,941 5,985 5,275 6,294 7,835 7,708 9,584 --- ---
     % growth 3.4 7.5 0.7 -11.9 19.3 24.5 -1.6 24.3 --- --- 8.2
Extra-Caricom Imports 5,056 5,446 5,484 4,806 5,647 7,075 6,922 8,647 --- ---
     % growth 3.4 7.7 0.7 -12.4 17.5 25.3 -2.2 24.9 --- --- 8.0
Intra-Caricom Imports 469 494 501 470 647 760 786 937 --- ---
     % growth 3.0 5.3 1.3 -6.3 37.9 17.4 3.4 19.2 --- --- 10.4
Intra/Total 8.5 8.3 8.4 8.9 10.3 9.7 10.2 9.8 --- ---
CACM
Total Imports 6,538 7,106 8,871 9,513 10,224 12,087 12,300 14,464 18,101 18,048
     % growth 6.2 8.7 24.8 7.2 7.5 18.2 1.8 17.6 25.1 -0.3 11.9
Extra-CACM Imports 5,897 6,296 7,767 8,386 8,950 10,580 10,739 12,521 15,741 15,674
     % growth 6.4 6.8 23.4 8.0 6.7 18.2 1.5 16.6 25.7 -0.4 11.5
Intra-CACM Imports 641 809 1,104 1,127 1,274 1,507 1,561 1,944 2,359 2,374
     % growth 4.2 26.3 36.4 2.1 13.0 18.3 3.6 24.5 21.4 0.6 15.7
Intra/Total 9.8 11.4 12.4 11.9 12.5 12.5 12.7 13.4 13.0 13.2
Mercosur
Total Imports 29,293 34,264 40,632 48,079 61,856 75,311 83,217 98,392 95,395 79,801
     % growth 12.4 17.0 18.6 18.3 28.7 21.8 10.5 18.2 -3.0 -16.3 11.8
Extra-Mercosur Imports 25,053 29,017 33,145 38,650 49,994 61,218 66,124 77,846 74,958 64,383
     % growth 13.3 15.8 14.2 16.6 29.4 22.5 8.0 17.7 -3.7 -14.1 11.1
Intra-Mercosur Imports 4,240 5,247 7,487 9,429 11,862 14,093 17,092 20,546 20,437 15,418
     % growth 7.8 23.7 42.7 25.9 25.8 18.8 21.3 20.2 -0.5 -24.6 15.4
Intra/Total 14.5 15.3 18.4 19.6 19.2 18.7 20.5 20.9 21.4 19.3
Mercosur+Chile+Bolivia (MCB)
Total Imports 37,009 42,683 51,189 59,780 74,186 91,781 101,669 118,395 114,465 95,523
     % growth 11.6 15.3 19.9 16.8 24.1 23.7 10.8 16.5 -3.3 -16.5 11.1
Extra-MCB 30,395 34,659 40,214 46,830 58,398 72,557 79,494 92,012 88,525 74,807
     % growth 13.1 14.0 16.0 16.5 24.7 24.2 9.6 15.7 -3.8 -15.5 10.5
Intra-MCB 6,615 8,023 10,975 12,950 15,788 19,225 22,175 26,382 25,941 20,717
     % growth 5.0 21.3 36.8 18.0 21.9 21.8 15.3 19.0 -1.7 -20.1 13.5
Intra/Total 17.9 18.8 21.4 21.7 21.3 20.9 21.8 22.3 22.7 21.7
NAFTA
Total Imports 676,970 676,975 735,363 796,717 910,683 979,825 1,053,426 1,168,745 1,241,152 1,380,394
     % growth 5.6 0.0 8.6 8.3 14.3 7.6 7.5 10.9 6.2 11.2 8.2
Extra-NAFTA Imports 449,865 439,433 471,372 504,707 569,276 604,009 636,292 696,818 733,770 810,449
     % growth 5.5 -2.3 7.3 7.1 12.8 6.1 5.3 9.5 5.3 10.5 6.8
Intra-NAFTA Imports 227,104 237,543 263,991 292,010 341,407 375,816 417,134 471,928 507,382 569,945
     % growth 5.6 4.6 11.1 10.6 16.9 10.1 11.0 13.1 7.5 12.3 10.8
Intra/Total 33.5 35.1 35.9 36.7 37.5 38.4 39.6 40.4 40.9 41.3
Source: IDB Statistics and Quantitative Analysis Unit, based on official country data.
1 The Western Hemisphere includes Canada, Latin America and the Caribbean, and the United States.
2 Latin America and the Caribbean consists of Argentina, Bolivia, Brazil, Chile, Colombia, Costa Rica, Ecuador, El Salvador, Guatemala, Honduras, Mexico, Nicaragua, Panama, Paraguay, Peru, Uruguay, Venezuela and
Caricom. Totals exclude Panama for 1994, due to the unavailability of data.
3 Caricom consists of Bahamas, Barbados, Belize, Dominica, Grenada, Guyana, Jamaica, Saint Kitts and Nevis, Saint Lucia, Saint Vincent and the Grenadines, Suriname and Trinidad and Tobago due to the unavailability of
data for the remaining Caricom member states. Totals exclude Bahamas (1990, 1992-96), Belize (1991), Dominica (1992), Grenada (1993), Guyana (1990, 1993-99), Saint Kitts and Nevis (1990-92, 1996) Saint Vincent and
the Grenadines (1990-92, 1996), and Suriname (1993).
4 See Table 1, Footnote 4.
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TABLE 3 - WESTERN HEMISPHERE EXPORTS IN 2000 BY DESTINATION: PRELIMINARY ESTIMATES 1
DESTINATIONS

EXPORTING REGIONS
Andean

Community
CACM Caricom Mercosur Mercosur +Chile

+ Bolivia NAFTA Aladi
Latin

America &
Caribbean

Total
Hemisphere

World Total

Andean Community 29.4 23.8 80.1 58.3 49.1 43.6 37.0 37.5 42.7 37.1
CACM -7.3 9.5 -8.1 10.0 -34.5 1.2 -12.3 4.9 2.9 0.0
Mercosur 15.2 23.0 15.6 20.7 23.3 26.5 26.9 26.4 24.6 16.2
NAFTA 2.3 5.5 14.7 10.0 10.3 20.1 26.6 24.2 19.0 16.1
Aladi 2 22.0 16.0 51.3 23.8 5.1 27.6 27.7 27.5 27.4 23.8
Latin America 3 21.6 12.4 47.1 23.8 24.9 26.8 27.1 25.7 26.4 22.7
Total Hemisphere 4 9.5 7.6 20.4 16.4 17.4 20.8 26.8 24.6 20.0 16.7

Andean Community 5,098 1,166 922 2,668 3,789 29,510 9,499 12,466 42,146 59,217
CACM 97 2,507 67 23 38 5,209 379 3,207 8,240 11,667
Mercosur 3,242 423 248 18,304 23,143 19,860 28,174 28,938 46,610 86,373
NAFTA 13,923 10,451 5,194 22,827 27,346 702,476 159,601 177,755 766,789 1,244,056
Aladi 2 10,836 3,062 1,378 23,601 30,178 208,084 44,020 50,158 255,631 333,997
Latin America 3 10,953 5,655 1,455 23,626 30,220 213,606 44,433 53,505 264,323 346,383
Total Hemisphere 4 23,582 14,713 6,442 45,530 56,196 761,653 201,398 226,354 871,569 1,420,525

Andean Community 8.6 2.0 1.6 4.5 6.4 49.8 16.0 21.1 71.2 100
CACM 0.8 21.5 0.6 0.2 0.3 44.7 3.2 27.5 70.6 100
Mercosur 3.8 0.5 0.3 21.2 26.8 23.0 32.6 33.5 54.0 100
NAFTA 1.1 0.8 0.4 1.8 2.2 56.5 12.8 14.3 61.6 100
Aladi 2 3.2 0.9 0.4 7.1 9.0 62.3 13.2 15.0 76.5 100
Latin America 3 3.2 1.6 0.4 6.8 8.7 61.7 12.8 15.4 76.3 100
Total Hemisphere 4 1.7 1.0 0.5 3.2 4.0 53.6 14.2 15.9 61.4 100
Source: IDB Statistics and Quantitative Analysis Unit.
1 Estimates based on data availab1e as of November 1, 2000
2 Does not include Cuba.
3 Includes Panama and the member countries of Aladi and CACM
4 Includes Latin America and the Caribbean, United States and Canada
5 The 1999 values used for growth rate calculations may differ slightly from those in Table 1. Variation between the two sources is due to several factors,
Including the treatment of maquila goods, special free trade zones, etc.
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TABLE 4 - ANDEAN COMMUNITY: DESTINATION OF EXPORTS AND ORIGIN OF IMPORTS, 1990-19991,2,3,4

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 Average
1990-99

Exports To: (Percentage of Andean Community Total Exports)

Andean Community 4.2 6.0 7.9 9.8 10.0 12.4 10.3 11.8 13.8 9.1 9.8
Caricom 0.9 1.2 2.1 2.1 3.4 1.4 1.1 0.8 0.9 1.1 1.4
CACM 1.6 1.3 1.9 1.9 1.8 1.6 1.7 1.9 1.9 2.2 1.8
Mercosur 2.8 3.4 3.1 3.2 3.5 3.8 3.6 4.2 3.9 3.9 3.6
NAFTA 49.0 47.5 47.5 49.3 44.9 41.8 49.3 48.3 45.9 49.5 47.3
Latin America and Caribbean 14.6 17.0 19.8 22.1 24.1 24.1 21.6 23.8 25.7 22.2 21.8
Western Hemisphere 62.7 63.5 65.9 69.8 67.2 64.8 70.0 70.7 70.3 70.2 67.9
European Union 19.1 18.9 17.9 15.1 18.7 18.0 15.9 14.6 16.1 13.0 16.5
United States and Canada 48.1 46.6 46.1 47.8 43.2 40.7 48.4 46.8 44.6 48.1 46.1
Asia 5.1 5.5 5.6 4.9 4.9 5.0 4.5 4.5 3.5 3.6 4.6
Rest of World 13.1 12.1 10.6 10.1 9.2 12.1 9.6 10.2 10.1 13.2 11.0

Exports To: (Annual Percentage Change)

Andean Community 33.0 33.4 25.6 28.9 19.8 38.2 -0.9 19.9 -5.1 -26.2 12.9
Caricom 125.3 23.1 67.8 3.2 89.2 -55.2 0.1 -29.8 -3.5 33.2 5.6
CACM 36.0 -20.4 35.1 6.3 10.5 0.9 22.9 17.9 -17.4 25.1 7.4
Mercosur 24.9 12.3 -13.9 7.6 30.8 18.6 14.1 20.4 -24.6 12.9 7.3
NAFTA 21.1 -10.6 -3.9 7.6 7.0 4.0 41.0 2.0 -22.6 20.1 3.6
Latin America and Caribbean 41.7 7.4 12.3 15.3 28.1 11.9 6.9 15.2 -12.3 -3.8 8.4
Western Hemisphere 25.0 -6.7 -0.3 9.9 13.1 7.7 29.0 5.3 -19.2 11.5 4.8
European Union 24.0 -9.0 -8.9 -12.5 45.6 7.8 5.5 -4.2 -10.3 -10.5 -0.9
United States and Canada 20.7 -10.9 -4.9 7.5 6.2 5.4 42.1 0.9 -22.7 20.3 3.5
Asia 24.1 -0.6 -2.3 -8.4 17.3 14.7 6.0 5.4 -37.3 15.5 -0.4
Rest of World 66.3 -15.3 -15.4 -1.2 6.3 47.6 -5.7 10.9 -19.3 45.6 3.5

Imports From: (Percentage of Andean Community Total Imports)

Andean Community 6.8 7.5 7.8 9.0 10.7 12.7 13.2 13.4 11.5 11.6 11.0
Caricom 0.4 0.9 0.5 0.3 0.4 0.3 0.3 0.3 0.3 0.2 0.4
CACM 0.2 0.2 0.2 0.2 0.3 0.4 0.3 0.3 0.4 0.3 0.3
Mercosur 8.7 8.5 8.2 8.0 7.8 7.7 7.2 7.4 7.5 7.4 7.7
NAFTA 42.7 43.6 43.6 41.9 39.8 40.9 42.2 42.2 40.9 41.4 41.8
Latin America and Caribbean 21.3 21.6 21.7 22.3 24.7 27.7 28.0 28.3 26.9 27.2 25.6
Western Hemisphere 61.8 63.1 63.1 61.9 61.7 65.2 66.5 66.6 63.9 64.7 64.2
European Union 23.8 22.0 20.6 20.0 19.1 18.0 18.7 17.2 18.3 18.2 19.1
United States and Canada 40.5 41.5 41.4 39.6 37.0 37.5 38.5 38.4 37.0 37.5 38.6
Asia 7.5 8.7 10.5 12.0 13.1 11.2 9.3 9.8 11.0 9.8 10.4
Rest of World 6.9 6.2 5.9 6.0 6.1 5.6 5.5 6.4 6.7 7.2 6.2

Imports From: (Annual Percentage Change)

Andean Community 33.1 34.3 32.3 25.0 25.0 49.4 0.4 20.6 -14.1 -19.3 14.9
Caricom 95.3 163.5 -29.5 -24.3 12.6 7.1 -11.2 27.3 -14.9 -32.8 1.0
CACM -8.6 17.0 46.9 3.1 40.0 65.1 -23.0 3.1 53.5 -45.5 11.8
Mercosur -0.2 19.1 23.4 5.2 3.0 23.2 -9.6 21.9 1.5 -20.9 6.3
NAFTA 5.2 24.5 27.6 3.6 0.1 28.6 -0.4 18.8 -2.9 -19.2 7.8
Latin America and Caribbean 14.2 24.1 27.8 11.1 16.3 40.7 -2.4 20.1 -4.9 -19.1 11.2
Western Hemisphere 7.4 24.6 27.4 5.9 4.9 32.4 -1.7 19.2 -4.0 -19.0 8.8
European Union -1.2 12.4 19.4 5.1 0.5 17.9 0.5 9.1 6.9 -20.6 5.0
United States and Canada 4.2 24.9 27.1 3.2 -1.5 26.9 -1.1 18.6 -3.3 -19.0 7.3
Asia 6.7 41.0 54.3 23.5 15.1 6.8 -19.4 25.1 12.3 -28.9 11.5
Rest of World 1.4 10.1 20.4 11.0 6.3 14.9 -5.8 39.0 5.7 -14.2 8.8
Source: IDB Statistics and Quantitative Analysis Unit, based on official country data.
1 The Western Hemisphere includes Canada, Latin America and the Caribbean, and the United States.
2 Latin America and the Caribbean consists of Argentina, Bolivia, Brazil, Chile, Colombia, Costa Rica, Dominican Republic, Ecuador, El Salvador,
Guatemala, Honduras, Mexico, Nicaragua, Panama, Paraguay, Peru, Uruguay, Venezuela and Caricom.  Totals exclude Dominican Republic for 1990-
91, 1992-97 (imports only), 1998, 1999, and Panama for 1994, due to the unavailability of data.
3 Caricom consists of Bahamas, Barbados, Belize, Dominica, Grenada, Guyana, Jamaica, Saint Kitts and Nevis, Saint Lucia, Saint Vincent and the
Grenadines, Suriname and Trinidad and Tobago due to the unavailability of data for the remaining Caricom member states. Totals exclude Bahamas
(1990, 1992-96), Belize (1991), Dominica (1992), Grenada (1993), Guyana 1990, 1991-92 (exports only), 1993-99, Saint Kitts and Nevis (1990-92,
1996) Saint Vincent and the Grenadines (1990-92) and Suriname (1993).
4 Asia consists of Hong Kong, Indonesia, Japan, Korea, Malaysia, Philippines, Singapore, Thailand and Taipei-China.
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TABLE 5 - CARICOM: DESTINATION OF EXPORTS AND ORIGIN OF IMPORTS, 1990-19971

1990 1991 1992 1993 1994 1995 1996 1997 Average
1990-97

Exports To: (Percentage of Caricom Total Exports)

Andean Community 1.1 2.4 1.9 1.8 2.3 2.1 2.2 1.9 2.0
Caricom 10.6 10.8 10.9 17.1 13.7 15.9 16.0 15.4 13.9
CACM 0.1 0.2 0.5 0.6 0.4 0.4 0.4 1.2 0.5
Mercosur 1.3 2.7 2.4 0.3 2.4 2.0 1.0 0.8 1.6
NAFTA 40.8 39.4 42.1 48.5 41.7 39.7 44.0 40.5 41.8
Latin America and
Caribbean

14.2 17.6 18.3 22.6 21.5 23.5 22.4 22.2 20.5

Western Hemisphere 54.9 56.8 59.5 70.3 62.3 62.3 65.5 61.7 61.5
European Union 21.6 21.2 21.8 16.1 21.0 21.9 19.1 21.9 20.8
United States and
Canada

40.7 39.2 41.3 47.7 40.8 38.7 43.1 39.5 41.1

Asia 2.0 2.6 2.2 2.0 2.4 1.8 2.4 1.9 2.2
Rest of World 21.6 19.5 16.5 11.7 14.5 14.1 13.1 14.6 15.6

Exports To: (Annual Percentage Change)

Andean Community 85.9 92.1 -23.7 -24.7 103.8 1.2 2.1 -8.0 6.6
Caricom -5.6 -8.8 -3.2 26.9 26.0 27.2 -1.1 6.1 6.2
CACM -38.9 50.9 157.3 -4.8 19.9 -5.5 1.6 245.6 40.0
Mercosur -31.9 78.2 -13.0 -90.6 1208.2 -9.1 -50.2 -14.3 -20.1
NAFTA 22.6 -14.1 2.5 -6.7 35.7 3.8 8.9 1.7 -1.6
Latin America and
Caribbean

-4.4 10.4 -0.5 0.2 50.2 19.3 -6.3 9.5 6.7

Western Hemisphere 14.1 -7.8 0.5 -4.4 39.7 9.1 3.5 3.9 0.8
European Union 1.4 -12.4 -1.5 -40.0 104.7 14.2 -14.5 26.6 -6.8
United States and
Canada

22.5 -14.2 1.0 -6.4 34.8 3.7 9.5 1.1 -1.9

Asia 5.8 15.1 -17.5 -29.2 94.1 -16.3 25.5 -8.7 -18.0
Rest of World 29.2 -19.8 -18.6 -42.6 94.4 6.0 -8.3 22.8 -11.0

Imports From: (Percentage of Caricom Total Imports)

Andean Community 4.8 6.6 4.7 7.3 3.1 4.7 7.8 5.8 5.8
Caricom 8.5 8.3 8.4 8.9 10.3 9.7 10.2 9.8 9.2
CACM 0.5 0.7 1.1 0.7 0.7 0.6 0.7 0.7 0.7
Mercosur 3.7 2.4 2.1 1.6 2.3 2.8 2.1 1.7 2.3
NAFTA 49.0 46.6 51.4 51.6 54.1 51.3 49.8 51.3 50.9
Latin America and
Caribbean

20.0 19.9 19.2 21.0 18.8 20.2 23.2 20.4 20.5

Western Hemisphere 66.8 65.2 68.1 70.5 71.2 70.0 71.2 70.0 69.6
European Union 17.4 18.4 16.1 14.4 15.8 15.8 16.0 16.6 16.0
United States and
Canada

46.8 45.3 48.8 49.5 52.4 49.8 48.0 49.6 49.1

Asia 5.6 7.2 9.0 7.6 7.3 7.5 7.0 7.1 7.4
Rest of World 10.1 9.2 6.8 7.5 5.7 6.7 5.7 6.3 7.0

Imports From: (Annual Percentage Change)

Andean Community 36.0 48.2 -28.9 37.2 -49.4 90.1 62.1 -7.9 7.4
Caricom 3.0 5.3 1.3 -6.3 37.9 17.4 3.4 19.2 1.7
CACM -23.5 47.8 60.3 -39.5 14.9 5.0 23.1 18.3 8.0
Mercosur 24.0 -30.0 -11.2 -33.5 74.9 49.6 -26.8 1.3 -4.1
NAFTA -2.6 2.4 11.0 -11.4 25.0 18.2 -4.6 28.1 3.0
Latin America and
Caribbean

16.0 6.9 -2.5 -3.6 6.5 33.6 13.1 9.2 2.8

Western Hemisphere 0.7 4.9 5.2 -8.7 20.5 22.3 0.2 22.1 3.0
European Union -1.6 13.4 -11.8 -21.2 30.9 24.9 -0.5 28.6 -1.4
United States and
Canada

-4.6 4.0 8.6 -10.7 26.5 18.2 -5.1 28.4 3.1

Asia 1.0 36.9 25.8 -25.3 14.4 28.4 -8.4 27.0 7.1
Rest of World 42.5 -1.8 -25.3 -3.6 -9.2 46.1 -15.5 36.7 -3.5
Source: IDB Statistics and Quantitative Analysis Unit, based on official country data.
1 See Footnotes to Table 4.
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TABLE 6 - CACM: DESTINATION OF EXPORTS AND ORIGIN OF IMPORTS, 1990-19991

Average
1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 1990-99

Exports To: (Percentage of CACM Total Exports)

Andean Community 0.8 0.9 1.2 1.4 2.0 2.1 1.7 1.8 1.9 0.9 1.5
Caricom 1.1 0.9 1.1 0.6 0.7 0.5 0.7 0.6 0.7 0.6 0.7
CACM 16.3 18.4 22.7 22.5 22.3 21.2 20.4 22.1 21.2 20.5 20.9
Mercosur 0.2 0.1 0.2 0.3 0.3 0.2 0.2 0.2 0.2 0.2 0.2
NAFTA 45.3 46.6 46.1 46.0 41.8 39.0 43.2 44.6 45.2 47.8 44.6
Latin America and
Caribbean

23.3 25.7 29.3 30.2 31.0 28.4 28.6 30.6 29.7 28.0 28.7

Western Hemisphere 66.7 69.9 73.2 74.0 70.6 66.2 69.7 73.2 72.7 73.4 71.3
European Union 25.1 22.2 20.4 21.3 23.1 25.9 23.8 20.8 17.6 18.6 21.4
United States and Canada 43.4 44.2 43.9 43.8 39.6 37.8 41.1 42.6 43.1 45.4 42.6
Asia 3.3 4.0 2.0 1.8 2.4 3.7 2.4 2.5 4.6 4.6 3.3
Rest of World 5.0 3.9 4.3 2.9 4.0 4.1 4.0 3.5 5.0 3.4 4.0

Exports To: (Annual Percentage Change)

Andean Community -16.3 22.0 53.3 15.8 68.2 30.9 -11.3 15.5 30.9 -46.4 14.7
Caricom 75.6 -13.1 32.3 -40.2 24.8 -16.3 60.8 0.1 33.4 0.6 5.0
CACM 14.9 19.4 34.7 4.1 11.5 18.5 8.9 15.1 19.9 4.6 14.9
Mercosur 14.1 -53.9 104.5 47.6 43.5 -20.2 18.1 12.4 22.0 -15.6 9.0
NAFTA 18.1 8.8 8.2 4.6 2.1 16.1 25.5 9.5 26.9 14.4 12.6
Latin America and
Caribbean

19.1 16.4 24.7 8.0 15.5 14.3 14.1 13.1 21.4 2.3 14.3

Western Hemisphere 17.7 10.8 14.4 6.0 7.2 16.9 19.3 11.3 24.3 9.3 13.1
European Union 12.5 -6.1 0.3 9.6 21.5 40.1 4.1 -7.4 5.9 14.5 8.3
United States and Canada 17.0 7.8 8.5 4.7 1.5 19.0 23.2 9.9 26.4 14.1 12.5
Asia 6.3 27.6 -44.3 -8.6 51.8 93.2 -26.3 7.6 134.2 7.3 16.0
Rest of World -22.8 -17.2 22.3 -31.0 55.6 28.8 11.0 -7.3 78.9 -25.5 7.5

Imports From: (Percentage of CACM Total Imports)

Andean Community 9.2 6.8 7.0 7.4 7.5 7.2 6.5 6.4 5.1 5.9 6.6
Caricom 0.1 0.1 0.2 0.2 0.2 0.3 0.3 0.8 0.5 0.7 0.4
CACM 9.8 11.4 12.4 11.9 12.5 12.5 12.7 13.4 13.0 13.2 12.5
Mercosur 2.6 2.9 3.3 2.8 2.8 2.4 2.1 1.9 1.8 1.8 2.3
NAFTA 46.2 51.0 51.1 50.6 48.5 50.8 52.5 53.7 54.9 54.2 52.1
Latin America and
Caribbean

28.6 29.1 30.6 30.1 30.5 31.6 32.2 33.9 30.8 32.8 31.4

Western Hemisphere 70.2 74.4 76.2 75.9 74.2 76.3 77.4 79.8 78.9 79.7 77.1
European Union 13.6 11.5 10.7 10.5 11.4 11.3 9.9 8.7 8.8 8.3 10.0
United States and Canada 41.6 45.2 45.6 45.9 43.7 44.6 45.2 45.8 48.0 46.9 45.7
Asia 8.6 7.8 8.0 7.7 8.5 7.3 6.8 6.6 7.9 7.8 7.6
Rest of World 7.6 6.3 5.0 5.9 6.0 5.2 5.9 4.9 4.4 4.3 5.3

Imports From: (Annual Percentage Change)

Andean Community 49.8 -19.7 28.6 12.7 9.6 12.7 -7.7 16.5 -1.6 16.3 6.5
Caricom -52.3 112.8 80.3 10.9 29.4 34.5 29.8 164.2 -19.2 43.3 45.6
CACM 4.2 26.3 36.4 2.1 13.0 18.3 3.6 24.5 21.4 0.6 15.7
Mercosur -13.3 22.5 44.3 -8.4 5.6 2.6 -11.1 7.7 15.3 0.0 7.6
NAFTA 7.0 19.8 25.1 6.3 3.1 23.7 5.2 20.2 28.1 -1.6 13.9
Latin America and
Caribbean

8.3 10.9 31.1 5.3 9.2 22.4 3.6 24.0 13.7 6.1 13.7

Western Hemisphere 9.2 15.2 27.9 6.9 5.1 21.5 3.3 21.1 23.7 0.8 13.5
European Union -3.0 -8.4 16.9 5.0 16.1 17.5 -11.0 4.1 26.1 -6.5 5.9
United States and Canada 9.8 18.1 25.9 7.9 2.3 20.9 3.1 19.1 31.2 -2.7 13.4
Asia 13.6 -0.8 28.2 2.2 18.5 1.4 -5.2 14.5 50.2 -1.9 10.7
Rest of World -8.3 -9.8 -0.9 25.9 8.8 2.9 16.3 -3.2 13.0 -3.7 5.0
Source: IDB Statistics and Quantitative Analysis Unit, based on official country data.
1 See Footnotes to Table 4.
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TABLE 7 - MERCOSUR: DESTINATION OF EXPORTS AND ORIGIN OF IMPORTS, 1990-19991

Average

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 1990-99

Exports To: (Percentage of Mercosur Total Exports)

Andean Community 3.1 4.2 4.5 4.6 4.4 4.9 4.2 4.8 4.9 3.8 4.4
Caricom 0.3 0.2 0.2 0.2 0.2 0.3 0.2 0.2 0.2 0.3 0.2
CACM 0.3 0.3 0.5 0.5 0.5 0.4 0.3 0.4 0.4 0.5 0.4

Mercosur 8.9 11.1 14.3 18.5 19.2 20.4 22.7 24.4 25.0 20.4 19.5
NAFTA 23.9 20.5 20.8 20.9 20.7 17.0 17.4 16.5 17.7 21.4 19.3

Latin America and
Caribbean

17.2 21.2 25.9 30.0 30.4 31.2 33.0 35.3 36.3 31.1 30.2

Western Hemisphere 39.2 39.4 43.9 48.6 48.8 47.3 49.2 50.5 52.5 50.6 47.8
European Union 31.8 32.2 30.3 26.7 27.5 26.0 24.4 23.7 24.8 25.9 26.8

United States and Canada 22.1 18.3 18.0 18.5 18.5 16.1 16.2 15.2 16.2 19.6 17.6
Asia 11.1 12.0 10.3 10.0 10.5 11.3 10.9 9.8 7.4 8.0 10.0

Rest of World 17.9 16.4 15.5 14.7 13.2 15.4 15.5 16.0 15.3 15.5 15.5

Exports To: (Annual Percentage Change)

Andean Community -16.1 32.7 19.9 9.6 7.9 27.3 -8.7 24.6 1.6 -29.3 7.8
Caricom -60.3 -29.5 -8.7 20.3 24.5 28.4 -14.0 10.9 0.6 7.7 2.8
CACM -54.4 1.5 57.6 10.4 4.2 -9.7 -6.7 19.8 23.8 -4.9 9.1

Mercosur 7.6 23.6 41.4 38.9 19.3 20.3 18.5 17.7 1.5 -25.5 15.6
NAFTA 4.3 -15.4 11.7 7.6 13.8 -6.8 9.3 3.8 6.3 10.4 4.1

Latin America and
Caribbean

-3.2 22.1 34.4 24.6 15.9 16.5 12.7 17.5 1.5 -21.7 12.6

Western Hemisphere -0.5 -0.6 22.5 18.7 15.3 9.7 10.8 12.8 2.6 -11.8 8.4
European Union 6.1 0.2 3.5 -5.6 18.1 7.3 0.1 6.4 3.4 -4.7 3.0

United States and Canada 1.6 -18.3 8.7 10.2 14.3 -1.4 7.1 3.2 5.0 10.6 4.0
Asia 5.5 6.9 -5.7 4.2 20.5 22.6 2.6 -1.7 -25.1 -1.7 1.6

Rest of World -12.2 -9.4 4.1 1.9 3.0 32.0 7.2 13.6 -5.6 -7.5 3.7

Imports From: (Percentage of Mercosur Total Imports)

Andean Community 3.3 3.5 2.6 2.0 2.1 2.2 2.4 2.1 1.7 2.3 2.3
Caricom 0.2 0.3 0.2 0.1 0.1 0.1 0.1 0.1 0.0 0.0 0.1
CACM 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Mercosur 14.5 15.3 18.4 19.6 19.2 18.7 20.5 20.9 21.4 19.3 19.5
NAFTA 22.3 24.5 25.2 25.1 22.6 24.3 24.5 25.4 25.2 25.0 24.6

Latin America and
Caribbean

21.8 23.4 26.4 26.4 24.7 25.3 26.9 26.9 26.7 25.0 25.8

Western Hemisphere 42.8 46.5 50.1 50.2 46.2 48.0 49.6 50.4 50.2 48.6 48.8
European Union 22.6 23.1 23.6 23.9 27.3 28.2 26.4 26.1 27.8 28.7 26.4

United States and Canada 21.1 23.1 23.7 23.8 21.5 22.7 22.7 23.5 23.5 23.6 23.0
Asia 9.1 9.5 9.5 10.8 12.3 12.1 10.5 11.4 10.9 10.4 10.9

Rest of World 25.4 20.9 16.8 15.1 14.2 11.7 13.5 12.1 11.2 12.3 13.9

Imports From: (Annual Percentage Change)

Andean Community 23.9 22.9 -13.5 -8.7 35.1 28.4 21.8 4.1 -20.4 11.8 7.4
Caricom -13.4 110.0 -33.9 5.3 17.0 27.0 -40.3 -18.9 -62.6 85.8 -3.4
CACM 31.8 -33.5 21.0 126.6 28.6 -30.4 47.8 -7.4 40.2 -33.1 8.6

Mercosur 7.8 23.7 42.7 25.9 25.8 18.8 21.3 20.2 -0.5 -24.6 15.4
NAFTA 6.9 28.0 22.3 17.9 15.7 31.2 11.4 22.4 -3.8 -17.0 13.2

Latin America and
Caribbean

8.6 25.4 34.2 18.2 20.3 24.9 17.4 18.0 -3.7 -21.6 13.5

Western Hemisphere 7.8 27.0 27.7 18.6 18.4 26.5 14.1 20.1 -3.5 -19.0 13.3
European Union 10.6 19.2 21.4 19.9 46.7 25.7 3.5 17.1 3.1 -13.5 14.8

United States and Canada 7.1 28.6 21.2 19.1 16.2 28.4 10.4 22.6 -3.1 -16.1 13.2
Asia 15.3 22.0 18.2 34.3 47.2 19.7 -4.3 28.7 -7.6 -20.0 13.4

Rest of World 21.8 -3.7 -4.7 6.2 21.0 0.4 27.9 5.6 -10.4 -8.0 3.1
Source: IDB Statistics and Quantitative Analysis Unit, based on official country data.

1 See Footnotes to Table 4.
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TABLE 8 - NAFTA: DESTINATION OF EXPORTS AND ORIGIN OF IMPORTS, 1990-19991

Average
1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 1990-99

Exports To: (Percentage of NAFTA Total Exports)

Andean Community 1.4 1.7 2.0 1.8 1.7 1.8 1.6 1.8 1.8 1.3 1.7
Caricom 0.5 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.4 0.3 0.4
CACM 0.6 0.6 0.8 0.8 0.8 0.8 0.8 0.8 1.0 0.9 0.8
Mercosur 1.4 1.7 1.7 1.8 2.1 2.3 2.3 2.6 2.4 1.9 2.1
NAFTA 42.8 41.9 44.0 46.7 48.0 46.0 47.1 48.9 51.5 54.6 48.0
Latin America and
Caribbean

10.1 11.2 12.7 12.6 13.1 12.0 12.7 14.1 14.7 13.8 12.9

Western Hemisphere 47.7 47.4 50.1 52.7 54.1 52.5 53.5 55.8 58.3 60.2 54.1
European Union 20.7 20.4 19.0 16.4 16.2 16.3 15.8 15.4 16.2 15.7 16.8
Asia 17.7 17.4 16.7 16.9 19.5 20.9 20.1 18.7 15.3 15.2 17.8
Rest of World 13.9 14.8 14.3 14.0 10.2 10.3 10.6 10.1 10.1 8.8 11.2

Exports To: (Annual Percentage Change)

Andean Community 7.8 26.0 26.5 -5.7 12.4 19.6 0.0 23.5 -3.3 -24.0 7.0
Caricom -6.4 1.2 -3.3 9.1 1.4 26.1 4.6 12.7 2.7 -9.9 4.5
CACM 10.4 7.4 31.0 10.0 14.6 14.4 7.4 16.1 15.9 0.5 12.8
Mercosur 7.7 28.7 9.6 10.8 33.8 27.2 10.2 21.8 -5.4 -15.7 12.3
NAFTA 9.5 3.1 11.3 10.4 21.7 10.9 10.0 14.6 5.2 12.2 10.9
Latin America and
Caribbean

10.0 17.1 20.0 3.2 22.7 5.9 13.9 22.3 4.5 -0.8 11.8

Western Hemisphere 9.2 4.5 12.0 9.8 21.3 12.2 9.6 15.2 4.4 9.2 10.8
European Union 11.4 4.0 -1.4 -10.1 16.6 16.7 4.0 8.0 4.9 2.7 4.7
Asia 8.2 3.3 1.4 5.8 36.0 24.1 3.6 2.5 -17.9 5.2 6.2
Rest of World -0.1 11.8 2.3 2.1 -13.4 16.6 10.9 4.4 0.6 -8.0 2.6

Imports From: (Percentage of NAFTA Total Imports)

Andean Community 2.5 2.2 2.0 1.9 1.8 1.9 2.1 2.1 1.6 1.7 1.9
Caricom 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.2 0.2 0.2 0.3
CACM 0.5 0.5 0.6 0.6 0.6 0.6 0.7 0.8 0.8 0.8 0.7
Mercosur 1.8 1.5 1.6 1.5 1.5 1.3 1.3 1.2 1.2 1.2 1.4
NAFTA 33.5 35.1 35.9 36.7 37.5 38.4 39.6 40.4 40.9 41.3 38.5
Latin America and
Caribbean

10.5 10.4 10.4 10.5 10.7 11.4 12.5 12.7 12.5 13.0 11.7

Western Hemisphere 39.3 40.4 41.1 41.7 42.4 43.1 44.6 45.4 45.4 45.9 43.4
European Union 18.2 17.2 17.0 16.2 16.0 15.8 15.9 16.0 16.9 16.6 16.5
Asia 24.5 25.0 24.9 25.1 28.0 27.6 25.2 24.3 23.6 23.0 25.0
Rest of World 18.0 17.4 17.0 17.0 13.6 13.5 14.3 14.3 14.1 14.5 15.1

Imports From: (Annual Percentage Change)

Andean Community 25.3 -11.0 -0.9 3.1 6.6 10.6 24.3 6.9 -19.1 20.0 3.7
Caricom 11.3 -3.6 3.2 3.7 14.7 -3.0 15.0 -3.6 -4.3 11.1 3.4
CACM 10.8 15.2 23.2 12.3 13.1 12.6 15.9 23.0 10.9 18.8 16.0
Mercosur -2.7 -13.6 9.8 1.4 20.5 -10.5 7.2 7.6 4.9 11.2 3.8
NAFTA 5.6 4.6 11.1 10.6 16.9 10.1 11.0 13.1 7.5 12.3 10.8
Latin America and
Caribbean

11.4 -1.5 9.3 8.9 16.8 14.5 17.9 13.2 4.3 15.9 10.9

Western Hemisphere 6.3 2.8 10.5 9.7 16.3 9.2 11.4 12.8 6.2 12.6 10.1
European Union 8.3 -5.7 7.5 3.4 12.8 6.5 8.2 11.4 11.9 9.7 7.2
Asia -1.0 2.0 8.2 9.2 27.4 6.3 -2.0 7.0 3.3 8.0 7.5
Rest of World 10.9 -3.2 5.8 8.6 -8.5 6.5 13.7 11.7 4.7 14.0 5.7
Source: IDB Statistics and Quantitative Analysis Unit, based on official country data.
1 See Footnotes to Table 4.
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TABLE 9 - LATIN AMERICA AND CARIBBEAN: DESTINATION OF EXPORTS AND ORIGIN OF IMPORTS, 1990-19991

Average
1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 1990-99

Exports To: (Percentage of Latin America and Caribbean Total Exports)
Latin America and Caribbean 12.4 14.5 17.1 19.1 19.2 19.0 18.6 19.3 19.6 15.5 17.7
Western Hemisphere 56.7 57.7 63.4 67.8 67.7 66.7 69.0 70.2 73.7 74.7 68.1
European Union 21.7 21.0 19.8 16.7 17.3 16.5 14.5 13.8 13.9 13.0 16.0
United States and Canada 44.3 43.2 46.3 48.7 48.5 47.7 50.4 50.9 54.0 59.3 50.4
Asia 7.7 8.1 7.1 6.7 7.4 7.9 7.1 6.4 4.8 4.9 6.6
Rest of World 13.9 13.2 9.7 8.8 7.6 8.9 9.4 9.5 7.6 7.4 9.2

Exports To: (Annual Percentage Change)
Latin America and Caribbean 9.0 15.8 26.7 18.6 18.7 19.5 10.7 15.7 -2.1 -16.9 11.1
Western Hemisphere 11.7 1.0 17.9 13.8 18.0 18.9 17.0 13.1 1.1 7.1 11.8
European Union 11.1 -3.4 1.0 -10.3 22.6 15.3 -1.1 6.3 -3.3 -1.6 2.4
United States and Canada 12.4 -3.1 15.0 12.1 17.7 18.7 19.6 12.1 2.4 15.8 12.0
Asia 11.4 5.0 -6.4 0.5 30.1 28.9 2.5 0.6 -27.7 6.9 3.1
Rest of World 4.1 -5.9 -21.0 -3.2 1.9 41.5 19.5 11.8 -22.7 2.5 1.1

Imports From: (Percentage of Latin America and Caribbean Total Imports)
Latin America and Caribbean 14.7 15.2 16.4 16.7 16.5 18.7 18.5 18.2 17.0 15.1 16.9
Western Hemisphere 57.2 62.5 65.9 65.4 62.6 64.0 65.5 65.8 66.1 67.6 64.9
European Union 17.5 16.9 17.0 17.0 18.2 18.3 17.2 16.9 17.1 16.0 17.1
United States and Canada 42.5 47.4 49.5 48.7 46.1 45.3 47.0 47.6 49.1 52.5 48.0
Asia 6.8 7.4 8.8 9.3 11.5 10.6 9.5 9.2 9.8 9.4 9.4
Rest of World 18.5 13.2 8.3 8.3 7.6 7.2 7.8 8.0 7.1 7.0 8.5

Imports From: (Annual Percentage Change)
Latin America and Caribbean 11.7 20.8 28.7 11.1 16.3 26.7 9.9 18.2 -3.1 -16.0 11.6
Western Hemisphere 10.4 28.2 25.3 8.2 12.9 14.1 13.5 20.7 4.5 -3.4 13.4
European Union 17.5 12.8 19.8 9.2 26.3 11.8 4.5 18.3 4.7 -11.6 10.1
United States and Canada 10.0 30.7 24.3 7.2 11.7 9.6 15.0 21.7 7.4 0.9 13.9
Asia 13.6 28.7 40.8 15.4 46.2 2.3 0.2 16.4 9.8 -9.4 15.4
Rest of World 22.0 -16.8 -24.8 8.6 8.9 4.8 20.0 23.9 -7.9 -6.4 -0.1
Source: IDB Statistics and Quantitative Analysis Unit, based on official country data.
1 See Footnotes to Table 4.

TABLE 10 - WESTERN HEMISPHERE: DESTINATION OF EXPORTS AND ORIGIN OF IMPORTS, 1990-1999 1

Average
1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 1990-99

Exports To: (Percentage of Western Hemisphere Total Exports)
Western Hemisphere 47.8 47.6 50.4 53.2 54.3 52.5 53.7 55.8 58.3 59.8 54.2
European Union 21.7 21.4 19.9 17.2 17.2 17.3 16.5 16.1 17.0 16.4 17.7
Asia 16.5 16.4 15.6 15.8 18.1 19.5 18.7 17.4 14.3 14.4 16.7
Rest of World 14.1 14.7 14.1 13.7 10.3 10.7 11.1 10.7 10.4 9.3 11.5

Exports To: (Annual Percentage Change)
Western Hemisphere 9.5 3.5 12.4 10.1 20.4 12.1 10.2 14.4 2.9 7.5 10.3
European Union 11.1 2.5 -1.0 -9.9 18.1 16.3 2.9 7.3 3.6 1.2 4.2
Asia 8.4 3.7 0.9 5.4 35.6 24.5 3.2 2.5 -18.8 5.4 6.0
Rest of World 0.5 8.2 2.1 1.3 -11.2 19.6 12.6 5.9 -4.2 -6.7 2.7

Imports From: (Percentage of Western Hemisphere Total Imports)
Western Hemisphere 40.6 42.1 43.0 43.4 43.8 44.9 46.3 47.1 46.9 47.0 45.0
European Union 18.5 17.5 17.4 16.7 16.8 16.7 16.7 16.7 17.6 17.2 17.1
Asia 23.1 23.4 23.2 23.5 26.2 25.5 23.2 22.4 22.0 21.7 23.3
Rest of World 17.9 17.1 16.4 16.4 13.3 12.9 13.8 13.7 13.5 14.1 14.6

Imports From: (Annual Percentage Change)
Western Hemisphere 6.5 5.3 12.2 9.8 15.3 12.4 10.7 13.8 4.6 7.6 10.1
European Union 8.2 -3.9 8.8 4.6 14.8 9.4 7.3 12.0 10.1 5.2 7.5
Asia -0.8 2.9 9.2 9.7 27.5 6.9 -2.3 8.0 3.1 6.0 7.6
Rest of World 11.6 -3.0 5.5 8.7 -7.4 6.9 14.2 11.5 3.6 11.7 5.5
Source: IDB Statistics and Quantitative Analysis Unit, based on official country data.
1 See Footnotes to Table 4.



124

TABLE 11 - ANDEAN COMMUNITY: INTRA-REGIONAL TRADE FLOWS
(Average Annual Values, 1995-1999, in Thousands of US Dollars)

Exports from ↓  (to →) Bolivia Colombia Ecuador Peru Venezuela TOTAL

Bolivia … 95,419 20,588 129,038 7,452 252,497
Colombia 36,999 … 455,724 485,415 951,952 1,930,090
Ecuador 5,440 281,873 … 140,870 55,033 483,216
Peru 97,740 124,191 75,058 … 121,140 418,129
Venezuela 5,004 1,246,767 211,819 319,045 … 1,782,635

TOTAL ANDEAN COMMUNITY 145,183 1,748,250 763,188 1,074,368 1,135,578 4,866,567
Source: IDB Statistics and Quantitative Analysis Unit, based on official country data.

TABLE 12 - CACM: INTRA-REGIONAL TRADE FLOWS
(Average Annual Values, 1995-1999, in Thousands of US Dollars)

Exports from ↓  (to →) Costa Rica El Salvador Guatemala Honduras Nicaragua TOTAL

Costa Rica … 103,188 144,152 75,647 122,786 445,774
El Salvador 99,379 … 256,604 128,181 65,576 549,741
Guatemala 110,457 301,789 … 172,751 85,818 670,814
Honduras 7,296 36,610 26,876 … 17,292 88,073
Nicaragua 21,285 56,389 13,040 23,882 … 114,596

TOTAL CACM 238,416 497,975 440,672 400,461 291,472 1,868,997
Source: IDB Statistics and Quantitative Analysis Unit, based on official country data.

TABLE 13 - MERCOSUR: INTRA-REGIONAL TRADE FLOWS
(Average Annual Values, 1995-1999, in Thousands of US Dollars)

Exports from ↓  (to →) Argentina Brasil Paraguay Uruguay TOTAL

Argentina … 6,694,348 597,713 758,058 8,050,119
Brasil 5,617,847 … 1,205,043 808,508 7,631,398
Paraguay 93,809 389,184 … 27,050 510,043
Uruguay 351,703 794,372 60,047 … 1,206,122

TOTAL MERCOSUR 6,063,359 7,877,904 1,862,803 1,593,639 17,397,682
Source: IDB Statistics and Quantitative Analysis Unit, based on official country data.

TABLE 14 - NAFTA: INTRA-REGIONAL TRADE FLOWS
(Average Annual Values, 1995-1999, in Thousands of US Dollars)

Exports from ↓  (to →) Canada Mexico United States TOTAL

Canada … 961,492 174,402,663 175,364,156
Mexico 2,027,476 … 93,113,701 95,141,176
United States 146,956,167 68,024,586 … 270,505,332

TOTAL NAFTA 148,983,643 68,986,079 217,969,721 435,939,443
Source: IDB Statistics and Quantitative Analysis Unit, based on official country data.
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TABLE 15 - LATIN AMERICAN AND CARIBBEAN TARIFF RATES BY COUNTRY1

Average Standard Minimum Maximum
Country Year                 Rate2      Deviation3 Rate Rate

Argentina 1999 13.5 6.6 0.0 33.0
Belize 1998 11.2 13.7 0.0 70.0
Bolivia 1999 9.7 1.3 0.0 10.0
Brazil 1999 14.3 7.0 0.0 35.0
Canada 1999 4.5 7.5 0.0 245.0
Chile 1999 9.8 1.2 0.0 10.0
Colombia 1999 11.6 6.3 0.0 35.0
Costa Rica 1999 7.2 13.8 0.0 253.0
Ecuador 1999 11.5 7.8 0.0 99.0
El Salvador 1998 5.6 7.9 0.0 40.0
Guatemala 1998 7.6 8.7 0.0 28.0
Guyana 1998 10.6 13.7 0.0 100.0
Honduras 1997 7.8 8.0 0.0 70.0
Jamaica 1998 9.7 11.0 0.0 40.0
Mexico 1999 16.2 13.5 0.0 260.0
Nicaragua 1998 10.9 7.5 0.0 195.0
Panama 1998 9.0 5.9 0.0 50.0
Peru 1999 13.7 4.8 12.0 68.0
Paraguay 1999 11.4 6.8 0.0 30.0
Suriname 1998 9.7 11.1 0.0 50.0
Trinidad and Tobago 1999 9.1 11.6 0.0 45.0
Uruguay 1999 12.3 7.0 0.0 23.0
United States 1999 4.5 10.9 0.0 350.0
Venezuela 1999 12.0 6.1 0.0 35.0

Source: IDB Statistics and Quantitative Analysis Unit based on official country data.
1 The average rate, standard deviation, minimum and maximum rate are all measured in percentage terms.
2 The unweighted average Most Favored Nation (MFN) applied tariff.
3 The standard deviation measures the "absolute" dispersion of the distribution of the MFN applied tariff rates.

TABLE 16 - REAL EXCHANGE RATE BY SUBREGIONAL TRADE GROUP, 1990-19991

Group 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999

Andean Community 100 94.7 90.7 89.3 85.3 72.4 79.3 70.4 66.4 72.9

CACM 2 100 98.3 95.0 94.2 94.5 88.2 87.0 87.2 82.6 86.9

Caricom 3 100 103.6 106.3 109.2 112.3 109.3 105.0 102.7 100.8 101.1

Mercosur 100 100.2 94.4 93.9 70.3 67.4 68.2 70.4 74.6 97.8

NAFTA 100 98.8 99.6 101.0 103.1 106.5 106.0 105.2 107.2 106.4

Source: IDB Integration, Trade and Hemispheric Issues Division based on IMF data.
1 US$ / CPI. Regional rates are weighted averages of the individual group member’s real exchange rates against the US dollar, where the weights are
the countries respective shares in the group’s total exports. A drop in the index represents an appreciation of a group's “currency”.
2 Nicaragua is excluded from calculations.
3 Suriname, Antigua and Barbuda and Guyana are excluded from calculations.
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TABLE 17 - PRINCIPAL ECONOMIC INDICATORS BY INTEGRATION GROUP, 1990-1999

Group 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999p

Population (Millions)

Mercosur 187.8 190.8 193.7 196.5 199.4 202.2 205.0 207.7 210.5 213.2
Andean Community 92.9 94.8 96.8 98.8 100.8 102.8 104.8 106.9 109.0 111.1
CACM 25.6 26.3 27.0 27.7 28.5 29.3 30.1 30.8 31.6 32.4
Caricom1 5.5 5.5 5.6 5.6 5.7 5.7 5.8 5.8 5.9 5.9
NAFTA 365.1 369.6 374.2 378.8 383.3 387.8 392.1 396.3 400.4 404.4
The Americas 706.4 717.1 727.9 738.6 749.4 760.0 770.5 780.9 791.2 801.4
  -Latin America and Caribbean2 424.5 432.3 440.1 447.8 455.6 463.3 471.1 478.8 486.6 494.3
  -Aladi3 377.0 383.7 390.4 397.0 403.7 410.3 416.9 423.5 430.1 436.7
Mercosur+Chile+Bolivia 207.5 210.8 214.1 217.4 220.6 223.8 227.0 230.1 233.3 236.4

Real Gross Domestic Product (Billions of 1990 US$)

Mercosur 606.1 623.7 637.9 668.0 707.7 722.0 748.9 782.5 794.6 791.1
Andean Community 169.1 178.4 184.9 191.3 199.6 210.0 213.0 224.6 224.8 218.6
CACM 25.4 26.2 27.9 29.3 30.5 32.0 32.7 34.3 36.1 37.7
Caricom1 15.0 15.1 15.0 15.1 15.5 15.9 16.3 16.6 17.0 17.7
NAFTA 6,489.6 6,493.2 6,677.4 6,849.6 7,132.5 7,295.6 7,546.6 7,873.0 8,224.7 8,568.5
The Americas 7,351.6 7,386.1 7,597.6 7,811.2 8,146.5 8,341.5 8,628.0 9,006.6 9,375.7 9,712.6
  -Latin America and Caribbean2 1,128.0 1,170.1 1,207.7 1,254.1 1,319.9 1,332.0 1,382.5 1,455.7 1,489.1 1,494.7
  -Aladi3 1,074.2 1,115.0 1,150.4 1,194.8 1,258.6 1,268.3 1,316.9 1,387.2 1,417.3 1,419.6
Mercosur+Chile+Bolivia 644.7 665.2 683.9 717.1 759.5 778.9 809.9 847.8 862.2 858.2

Real Gross Domestic Product Per Capita (1990 US$)

Mercosur 3,227 3,269 3,294 3,399 3,550 3,571 3,654 3,767 3,775 3,710
Andean Community 1,820 1,881 1,910 1,936 1,981 2,043 2,031 2,101 2,063 1,969
CACM 993 996 1,032 1,058 1,072 1,094 1,088 1,113 1,142 1,162
Caricom1 2,736 2,736 2,692 2,685 2,733 2,770 2,817 2,855 2,898 2,991
NAFTA 17,775 17,567 17,843 18,082 18,606 18,814 19,247 19,866 20,540 21,186
The Americas 10,407 10,300 10,438 10,575 10,871 10,976 11,198 11,534 11,851 12,120
  -Latin America and Caribbean2 2,657 2,707 2,744 2,801 2,897 2,875 2,935 3,040 3,060 3,024
  -Aladi3 2,849 2,906 2,947 3,009 3,118 3,091 3,159 3,275 3,295 3,251
Mercosur+Chile+Bolivia 3,108 3,156 3,194 3,299 3,443 3,481 3,568 3,684 3,696 3,630

Real Gross Domestic Product (Growth Rates)

Mercosur -3.3 2.9 2.3 4.7 5.9 2.0 3.7 4.5 1.5 -0.4
Andean Community 3.5 5.5 3.7 3.4 4.4 5.2 1.4 5.5 0.1 -2.8
CACM 3.0 2.9 6.4 5.4 4.1 4.9 2.1 4.9 5.3 4.3
Caricom1 1.5 0.8 -0.7 0.7 2.8 2.3 2.6 2.2 2.4 4.0
NAFTA 1.7 0.1 2.8 2.6 4.1 2.3 3.4 4.3 4.5 4.2
The Americas 1.3 0.5 2.9 2.8 4.3 2.4 3.4 4.4 4.1 3.6
  -Latin America and Caribbean2 0.0 3.7 3.2 3.8 5.2 0.9 3.8 5.3 2.3 0.4
  -Aladi3 -0.1 3.8 3.2 3.9 5.3 0.8 3.8 5.3 2.2 0.2
Mercosur+Chile+Bolivia -2.9 3.2 2.8 4.9 5.9 2.6 4.0 4.7 1.7 -0.5
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TABLE 17 - PRINCIPAL ECONOMIC INDICATORS BY INTEGRATION GROUP, 1990-1999 (continued)

Group 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999p

Trade Balance (Billions of US$)

Mercosur 20.2 15.1 13.7 11.7 5.8 -1.6 -4.9 -9.7 -10.6 -3.0
Andean Community 14.1 8.3 2.8 1.2 4.9 2.4 10.6 5.7 -4.2 9.5
CACM -1.6 -1.8 -3.0 -3.3 -3.5 -3.2 -2.6 -3.1 -3.9 -3.8
Caricom1 -0.9 -1.4 -1.1 -1.8 -1.1 -1.6 -2.2 -3.6 -4.1 -3.8
NAFTA -99.6 -74.0 -102.9 -134.1 -167.8 -138.9 -151.7 -176.9 -240.1 -327.6
The Americas -67.9 -54.1 -91.9 -129.3 -162.8 -143.9 -154.7 -192.2 -269.7 -331.9
  -Latin America and Caribbean2 30.9 12.6 -5.0 -8.7 -13.5 2.1 3.6 -14.8 -37.5 -9.8
  -Aladi3 34.7 17.6 1.3 -1.6 -7.0 9.3 11.2 -4.9 -25.2 2.7
Mercosur+Chile+Bolivia 21.5 16.6 14.0 10.3 6.5 -0.4 -6.2 -11.7 -13.8 -1.8

Net External Capital Flows (Billions of US$)

Mercosur 2.2 3.0 18.3 23.3 22.1 37.2 45.7 43.2 47.7 31.5
Andean Community 0.2 3.8 6.5 8.5 7.1 8.2 11.6 15.3 94.0 70.7
CACM 1.0 1.4 2.0 1.8 1.8 2.4 1.8 2.6 3.2 3.4
Caricom1 0.1 0.4 0.2 0.5 0.5 0.2 0.6 1.6 2.0 1.7
NAFTA 89.6 82.5 133.5 143.9 152.3 166.1 188.7 312.5 247.3 385.7
The Americas 96.1 91.9 163.8 180.4 189.5 217.0 254.3 384.2 399.6 495.0
  -Latin America and Caribbean2 16.0 34.7 56.7 69.0 51.7 66.4 69.6 87.4 169.6 124.1
  -Aladi3 14.6 32.8 54.2 67.1 48.9 62.9 66.6 81.7 162.3 116.3
Mercosur+Chile+Bolivia 5.1 3.9 21.8 26.5 27.6 39.7 51.7 51.5 52.0 31.6

Change in Reserves4 (Billions of US$)

Mercosur -3.9 -2.1 -17.8 -13.3 -8.3 -13.1 -12.3 4.8 3.0 6.5
Andean Community -5.4 -5.4 -0.9 -1.6 -2.6 1.1 -10.3 -4.7 6.3 0.6
CACM 0.1 -1.0 -0.3 -0.1 -0.2 -0.3 -0.5 -1.3 -0.6 -1.1
Caricom1 -0.2 0.3 -0.3 -0.3 -0.6 -0.1 -0.5 0.0 -0.2 -0.1
NAFTA -3.4 7.6 8.7 -2.3 5.7 -12.5 1.2 1.4 -11.7 2.8
The Americas -15.1 -2.2 -12.7 -17.9 -8.6 -26.0 -23.8 -3.7 -1.2 9.0
  -Latin America and Caribbean2 -15.0 -17.9 -22.6 -21.7 4.0 -23.2 -26.8 -15.6 8.4 5.6
  -Aladi3 -14.6 -16.7 -22.1 -21.0 4.6 -22.4 -25.6 -13.6 9.3 7.2
Mercosur+Chile+Bolivia -6.0 -3.1 -20.1 -13.5 -11.3 -14.0 -13.7 1.5 5.0 7.2

Reserves (Months of Imports)

Mercosur 4.1 4.2 7.7 8.7 8.2 8.1 9.0 7.5 6.9 ...
Andean Community 7.5 8.6 7.3 7.1 7.7 6.2 8.9 8.2 6.9 8.3
CACM 2.2 3.4 2.9 2.7 2.5 2.3 2.5 3.1 ... ...
Caricom1 1.7 1.4 1.7 1.8 2.5 ... ... ... ... ...
NAFTA 1.5 1.5 1.2 1.3 0.9 1.1 1.0 0.9 1.0 0.9
The Americas 1.8 1.9 1.9 2.0 1.7 ... ... ... ... ...
  -Latin America and Caribbean2 3.9 4.7 5.2 5.8 4.8 ... ... ... ... ...
  -Aladi3 4.3 5.1 5.8 6.4 5.3 5.9 6.5 6.0 5.3 ...
Mercosur+Chile+Bolivia 4.8 4.9 7.9 8.6 8.6 8.2 8.9 7.7 7.1 ...
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TABLE 17 - PRINCIPAL ECONOMIC INDICATORS BY INTEGRATION GROUP, 1990-1999 (continued)

Group 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999p

Debt to Gross Domestic Product (Percent)

Mercosur 30.5 23.9 31.4 31.0 28.2 26.8 27.9 29.9 34.7 ...
Andean Community 59.9 54.9 53.5 54.6 49.8 43.8 44.4 41.0 43.4 ...
CACM 92.1 88.7 79.7 73.7 70.9 60.1 47.1 44.0 44.4 ...
Caricom1 ... 111.8 115.0 99.9 101.6 92.5 70.1 63.5 61.4 ...
NAFTA ... ... ... ... ... ... ... ... ... ...
The Americas ... ... ... ... ... ... ... ... ... ...
  -Latin America and Caribbean2 ... 33.5 36.9 37.0 35.0 36.9 35.3 34.2 37.8 ...
  -Aladi3 37.7 31.3 34.8 35.2 33.4 35.7 34.6 33.6 37.3 ...
Mercosur+Chile+Bolivia 32.4 25.3 32.6 32.2 29.8 27.9 28.9 30.9 35.9 ...

Debt Service Ratio5 (Percent)

Mercosur 28.7 27.6 24.4 27.3 30.3 37.0 43.8 62.1 72.0 ...
Andean Community 30.2 28.4 28.5 33.3 29.5 26.5 27.6 33.3 32.5 ...
CACM 22.4 29.2 24.7 20.0 18.8 18.2 16.3 14.1 ... ...
Caricom1,6 20.7 19.3 20.2 19.2 ... ... ... ... ... ...
NAFTA ... ... ... ... ... ... ... ... ... ...
The Americas ... ... ... ... ... ... ... ... ... ...
  -Latin America and Caribbean2,6 26.0 26.0 28.3 29.9 ... ... ... ... ... ...
  -Aladi3 27.1 27.1 29.5 32.5 29.6 31.6 37.5 43.0 40.8 ...
Mercosur+Chile+Bolivia 28.6 27.1 24.1 26.9 28.7 35.0 41.6 54.8 63.8 ...
Source: IDB Statistics and Quantitative Analysis Unit, based on official country data.
... Indicates data are not available.
1Caricom includes only Bahamas, Barbados, Belize, Guyana, Jamaica, Suriname, and Trinidad and Tobago.
2Latin America and the Caribbean includes Argentina, Bahamas, Barbados, Belize, Bolivia, Brazil, Chile, Colombia, Costa Rica, Dominican Republic,
Ecuador, El Salvador, Guatemala, Guyana, Haiti, Honduras, Jamaica, Mexico, Nicaragua, Panama, Paraguay, Peru, Suriname, Trinidad and Tobago,
Uruguay, Venezuela.
3Does not include Cuba.
4Net of Monetary Gold. Negative change represents an increase.
5Total Debt Service as a percentage of exports of goods and services.
6Does not include Suriname.
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