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LATIN AMERICA ADVISOR

What Factors Are Holding Back Trade in the Region?

In a presentation in August about

Latin America's position in the

world economy, the Santiago-

based Economic Commission on
Latin America and the Caribbean, or
ECLAC, highlighted the lack of ‘regional
value chains’ in key sectors that are hold-
ing back intraregional trade in Latin
America and the Caribbean. The U.N.
agency called for countries of the region
to 'strengthen open regionalism' through
better logistics, more trade facilitation
and new payment settlement mechanisms,
among other changes. What factors have
been holding back trade within the
Americas, and what should governments
and businesses be doing to improve? Do
other regions of the world have a higher
percentage of intraregional trade than
Latin America and the Caribbean? How
important is intraregional trade to the
region's economies in the global context?

Antoni Estevadeordal, manager

of the Integration and Trade

Sector at the Inter-American

Development Bank: "The global
trade landscape has changed dramatically.
Trade policies are not the main impedi-
ment to trade anymore. After decades of
deep liberalization, Latin American trade is
now constrained by microeconomic factors
that affect firms' capacity to compete in
global markets, in particular transport
costs and other gray-area regulatory barri-
ers, such as lengthy customs procedures.
The IDB estimates that the region is trad-

Inside This Issue

ing at only 50 percent of its potential. This
integration gap can be bridged with invest-
ments in the hardware and software com-
ponents of a modern trade infrastructure.
The former refers to the modernization of
transport or broadband networks that con-
tribute to reduce transport cost and deliver
goods and services in time. The latter refers
to the complex program of regulatory
reforms and capacity-building activities
that help firms to clear customs in time,
comply with stringent sanitary regulations
and integrate modern secured logistic net-
Continued on page 3

Striking Students Break off
Talks With Chilean Government

Striking Chilean students broke off talks
with the government Wednesday over
officials' refusal to budge on student
demands for free public education, said
student leader Camila Vallejo. See story
on page 3.

File Photo: Associated Press.
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Venezuelans Seeing
Nationwide Fuel Shortages

Oil-rich Venezuela has experienced
shortages of fuel supplies such as
gasoline and diesel at the consumer
level over the past week, industry
newsletter Platts reported
Wednesday. In Caracas, lines of
automobiles at service stations have
been forming since last Thursday as
motorists stock up on gasoline,
while some other stations have been
closed for lack of supply, according
to the report. State oil company
PDVSA has not yet explained the
fuel shortages, which are reported to
be nationwide, and did not immedi-
ately return phone calls or emails by
Platts.

Spanish Regulator Approves LAN-
TAM Merger, But Hurdles Remain

Spain's antitrust regulator on
Wednesday approved Chilean airline
LAN's planned takeover of Brazilian
carrier TAM, Reuters reported. The
deal would create one of the world's
biggest airlines. A source close to the
deal told Reuters that Spain's
National Competition Commission
approved the tie-up without condi-
tions. At home in Chile, however,
LAN still faces 11 regulatory condi-
tions to the merger.

Ameérica Mavil's Brazil Units
Offering 'Triple Play' Packages

Mexico-based América Mévil said
Wednesday that its units in Brazil
will offer customers packages pro-
viding television, Internet and
phone service, Bloomberg News
reported. América Mévil's majority-
owned Net Servicos de
Comunicagao, Brazil's largest cable
provider, will combine its services
with those of phone service provider
Embratel Participa¢oes and wireless
provider Claro, the companies
announced.
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Economic News

Latin American Countries Must Be
Ready to Protect Economies: IMF

Policymakers in Latin America must be
ready to take actions, including cutting
interest rates, if recessions take hold in the
United States and Europe and threaten
their economies, the International
Monetary Fund said in a report
Wednesday, Bloomberg News reported. If

¢ Given the complexity
and uncertainties surrounding
the global economy, policymakers
must stand ready to adjust

policies should downside
risks materialize. >

— International Monetary Fund

recessions spill over to Asian countries,
Latin American commodity producers
could face a "triple shock" due to weaker
trade terms, a fall in exports and tighten-
ing global credit, the IMF added. "Given
the complexity and uncertainties sur-
rounding the global economy, policymak-
ers must stand ready to adjust policies
should downside risks materialize," the
lender said in the 93-page report. "In
countries with credible monetary frame-
works, where inflation pressures have
abated, monetary policy can be more flex-
ible, serving as a first line of defense."
Latin American policymakers should only
use fiscal easing if a slowdown in Asia
leads to "severe downside risks" of lower
prices for crude oil and metals and if the
European debt crises lead to a credit
crunch, the IMF said. The lender predicts
that growth in Latin America will slow
this year to 4.5 percent and to 4 percent
next year. That is compared to growth of
5 percent in this year's first half. Brazil's
and Mexico's economies, the region's
largest, will each experience growth of 3.8
percent this year, with those two countries
and Venezuela trailing the rest of the
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region next year. The IMF expects
Panama to experience the highest growth
rate next year, at 7.2 percent. The IMF
also said it expects Venezuela to suffer the
highest inflation next year, 24 percent,
more than quadruple the region's aver-
age.

Colombia's Energy Minister Sees
Recovery in Oil Production

Colombian Energy Minister Mauricio
Cardenas said Wednesday the nation
expected oil production to recover to
950,000 barrels per day in October after
demonstrations hit output last month,
Reuters reported. Crude output fell 6.4
percent to 891,000 barrels per day in
September versus August after protesters
demanding more local jobs and social
equity crimped output at fields run by
Canada's  Pacific Rubiales  and
Petrominerales. "I think that in October
we're going to reach 950,000 barrels per
day on average so that we're at 1 million
barrels per day in December," Cardenas
told reporters at the Rubiales field.
Colombia's oil output

had  stagnated a
decade ago, but a
major investment

push by the govern-
ment, coupled with
success  combating
rebel groups that had
frequently  targeted Cérdenas
pipelines, has been a File Photo: Brookings
boon to the sector. psiution.
However, recent scan-

dals have posed a problem for the govern-
ment. Last month, Colombia named
Cardenas, a respected economist, as its
new energy minister amid a shakeup in
the government's energy policy leader-
ship. Longtime National Hydrocarbons
Agency head Armando Zamora had
resigned amid allegations that oil royalties
had been misused and scholarships had
been unfairly given to relatives of top offi-
cials. Zamora has denied wrongdoing,
and suggested social protests, like the
Rubiales episode in September, posed a
bigger threat to the sector than corrup-
tion. [Editor's note: see related Q&A in
the Sept. 26-30 issue of the Energy
Advisor.]
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Political News

Protesting Students Break off Talks
With Chilean Government

Striking students in Chile broke off talks
with the government Wednesday, saying
that officials are unwilling to budge to
meet their demands for free public educa-
tion, the Associated Press reported. Some
students said they would restart the street
demonstrations that have paralyzed many
of the South American country's universi-
ties and secondary schools for the past five
months. Government officials have dis-
played "no real willingness to build a free
public education, of quality and democra-
cy for everyone," said Camila Vallejo, the
23-year-old geography student who has
emerged as a main leader of the student
movement. Chile's education minister,
Felipe Bulnes, said the students and offi-
cials had made "no major progress" after
more than four hours of talks. The two
sides are deadlocked over the extent to
which the government can provide uni-
versal free education. The government
will convene a commission of experts to
study the issue, he said. Even before stu-

Chile's college costs are
believed to be the second-highest
in the Western Hemisphere

after the United States.

dents and officials began the talks, ten-
sions were high after President Sebastidn
Pifera said he would propose legislation
to criminalize the protests and occupa-
tions at schools. In addition to free public
education, student protesters have
demanded a halt in public education aid
for private schools. Students also want the
government to boost spending to improve
the quality of education. Chile's college
costs are believed to be the second-highest
in the Western Hemisphere after the
United States. A Chilean student's family
is required to pay for about 85 percent of
higher-education expenses, while the gov-
ernment pays about 15 percent, the AP
reported.
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Continued from page 1

works. The two components of the agen-
da are complements, not substitutes. In
Latin America intraregional trade
accounts for only 20 percent of total
trade, compared to 46 percent in Asia
and almost 70 percent in Europe. The
region can double its intraregional trade
by focusing on the development of 'sus-
tainable integration corridors' that har-
ness the trade expansion potential of
hardware-software complementarities.
The policy agenda is not new: the Trans-
European Networks or the Great
Mekong Sub-region integration initia-
tive in Asia are sources of best practices.
In a post-crisis environment, in which
the center of economic activity is shifting
toward the developing world, the strate-
gic value of investing in integration is
expanding and the alternatives are fading
away."

Thomas 0'Keefe, president of

Mercosur Consulting Group in

San Francisco: "Many people

looking at recent intra-Latin
America trade figures appear fixated on
the fact that intraregional trade as a per-
centage of global trade is smaller today
than what it was in the 1990s. This is par-
ticularly true of South America. But this
is only because South America's exports
to other markets, particularly commodi-
ties to Asia, have exploded in the last
decade. The reality is that most Latin
American countries have also seen
tremendous growth in exports to their
neighbors in recent years. In fact, for
most Latin American countries, exports
to their neighbors are usually their sec-
ond (if not first) most significant export
destination and, importantly, what is
exported is often items with high value
added. That is not to say that there isn't
still room for improvement. Intra-Latin
American trade often pales in compari-
son to what one saw in Europe prior to
the creation of the common market or
even between the United States and
Canada and the United States and
Mexico prior to the creation of NAFTA.
One major explanation is the poor trans-

portation infrastructure linking coun-
tries in Latin America, which under-
mines any effort to integrate production
lines across national boundaries. While
the South American nations have recog-
nized this shortcoming and hence
launched the Initiative for the
Integration  of  the Regional
Infrastructure of South America, or
IIRSA, almost a decade ago, a shortage of
investment capital has prevented meet-
ing many of IIRSA's ambitious infra-
structure goals. Given the renewed tur-
moil in international financial markets,
it is doubtful there will be much progress
on this front any time soon."

Manuel Agosin, director of the

Department of Economics at

the University of Chile: "Latin

American countries have rela-
tively little trade among themselves. The
exceptions are the Mercosur countries
(Argentina, Brazil, Uruguay and
Paraguay) and a brisk border trade
between Colombia and Venezuela. Even
Central American countries, which have
had a formal integration treaty for more
than 50 years, trade relatively little
among themselves. Most countries
export primary commodities to devel-
oped countries and now, increasingly, to
China, and import manufactured goods
basically from Asia and developed coun-
tries. This lack of real economic integra-
tion conspires against the creation of
regional value chains. The region needs
industrial policy to broaden its range of
comparative advantage, not necessarily
to manufactured goods but certainly
toward more sophisticated products and
services. Asian economies are much
more integrated. China is the great
assembler of components and technolo-
gy originating elsewhere in the region,
with Japan, Taiwan and Korea exporting
the more sophisticated inputs. It is diffi-
cult to have a lot of intraregional trade in
aregion that produces commodities with
little value added or technologies and
whose clients are in other regions of the
world. This is not going to change unless

Continued on page 4
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production structures in the region
become more similar to those found in
developed countries."

Graciana del Castillo, co-

founding partner of

Macroeconomic Advisory

Group: "ECLAC's argument
that lack of regional value chains may be
holding back intraregional trade may be
partly true, but there are indeed many
other factors affecting intraregional
trade. The unsatisfied requirements in
infrastructure and logistics of the region
are large. If addressed, they could create
opportunities for upstream linkages such
as supply-chain developments, and also
for downstream linkages to increase pro-
cessing and industrial development. I am
more concerned by the sharp fall in the
share of total manufacturing exports of
high and medium-technology content
from 42 percent to 32 percent during this
decade. This is having important reper-
cussions on the quality of employment
being created and on the wage rate. We
need to rely less on exports of primary
commodities if we are going to improve
the quality and pay of jobs in the region.
The other concern I have about trade in
the region relates to the large devaluation
of Brazil's real, which is leading to higher
protectionism that can affect other coun-

tries in the region. The lack of a level
playing field and large fluctuations in
exchange rates within the region is why I
have never been too keen on relying
strongly on intraregional trade. I think
that opening up to global trade, as Chile

€1 have never been too keen
on relying strongly on
intraregional trade.”’

— Graciana del Castillo

has done, is best for most countries in the
region. The third concern I have is that
the shift toward investing and exporting
primary commodities—both agricultur-
al, forestry and mining—is having a
tremendous ecological and environmen-
tal impact on the region, which some
countries are not yet taking seriously."

The Advisor welcomes reactions to the
QA above. Readers can write editor
Gene Kuleta at gkuleta@thedialogue.org
with comments.

‘Latin America Advisor

See farther than others.

The daily Latin America Advisor features a Q&A section to help you
plan ahead for developments in the region. Prospective subscribers can
email freetrial@thedialogue.org for complimentary preview access.
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