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Abstract

The global economic crisis has put an end to a period of wiokdd
expansion and halted the integration of Latin America and dewglopi
Asia with the international economy. Current and expected economic
weakness in the advanced economies has led us to look elsewhere for
sources of growth. Emerging economies in Asia and Latin Aadrave
increased their contributions to world production, financd,teade in the
past decades. In doing so, the two regions have deepened theimacon
ties with significant implications for the recovery of the@spective
economies. In this paper we discuss the impact of the crisithen
commercial patterns inside and outside the Forum for East L&dia
American Cooperation (FEALAC) bloc.

We describe the FEALAC economy and identify existing trade and
investment structures, and find important structural shaiitugs such as
a high dependence on inter-industry trade between Asia and Latin
America. We argue that this is also an opportunity for gréategration
into bi-regional value-added chains and that trade and cooperation
between the two regions can be an effective means to counterbalance the
adverse effects of the current financial turmoil.
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Introduction

The recent severe deterioration of the global economic environment
follows a period of sustained expansion and greater integrafid.atin
America and developing Asia with the world economy. Over theHase
decades, the countries of both regions have successfully expdmited t
trade in goods and services, foreign direct investment and cépéal
flows, playing a major role in world production and trdué also in
global finance. In addition, when compared with the formearfaial
crises that the two regions faced, this time Latin America anelajgng

Asia are better prepared macro-economically to adopt counter measures.
As such, the international financial crisis is unlikely toutesn any
significant retreat of the integration gains seen in recent years.

While the current crisis puts a strong break on the ongoing
globalization process of countries in both regions and threates
previous sense of resilience and invulnerability that earlier cleaized
the economies of both regions, Asia’'s quick recovery to aaisest
economic growth path and even closer trade and investment relations
between the two regions are a prerequisite for Latin American riggint
return to sustained development as well. In this regardhSauith trade
and cooperation between the two regions can, and should beeeativeff
means to counterbalance and/or soften the adverse effects of theat curr
financial turmoil. With appropriate polices in place, both wagi may
leave the crisis even more economically strengthened.

Trade and investment between Latin America and the Asia-Pacific
region, which had recovered after the Asian crisis and continoed t
expand up until mid 2008, thanks especially to the upsurgade flows
with China, has weakened significantly since then into 20@&imst the
backdrop of an adverse environment in which the global econmuly f
itself, there is an urgent need to address the ypities and challenges
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that lie ahead not only in revitalizing bi-regional trade aneestment relations but also in even
deepening them, in the present context of international finacrisé.

Notwithstanding an impressive rise in bi-regiomadé prior to the crisis, Latin American and the
Caribbean trade with Asia-Pacific still suffersnframportant structural shortcomings; for most ef tountries
in the region, the Asia-Pacific region has remastéiddargely unexploited, apart from a few Sogtimerican
primary products. In addition, bi-regional tradetimues to be characterized by its inter-indusatyre, with
Latin America mainly exporting commodities while gorting exclusively manufactures of varying
technological intensities. The impressive exporfgomance in recent years has been primarily based
China’s steady demand for several commoditiesepraf which begin to deteriorate in the face ofsev
weakening aggregate demand in major industrialaedl emerging economies. The dramatic decline in
export earnings in recent months testifies to the narronwuptasmposition of the region’s exports and
the sensitivity and volatility of export earnings to ecormayicles of importing countries.

Latin America and the Caribbean must, as a matter of urgencyemntearid realign its relations
with Asia-Pacific in order to sustain its future commodigports, while producing more value-added
and technologically more complex manufactures for that marketstfétegy in this regard should be: i)
promote the Latin American and Caribbean region’s participatioddian supply with a view to
boosting the value-added and technology/knowledge contentsiexports (de facto integration
approach); and ii) implement instruments such as free trade agtsefR@As) in order to address
market-access problems (the de jure approach). The public ane mé@cabrs must be prepared to allow
companies to build ties with successful Asian firms by foghpart of the supply chains, including those
natural-resource-based manufactures that are currently being expoitsid Pacific.

A number of important events have been organized in recent yemidress the nature and scope
of inter-regional ties between Latin America and Asia-Pacific. él@s, these initiatives stopped short
of institutionalizing high-level political talks or implentérg plans and programs aimed at
strengthening economic, political and cultural ties. There havefbeeooordinated strategies between
countries or regional grouping for seeking closer trade ambtiment links with the Asia-Pacific region.

From this perspective, Forum for East Asia Latin Americanp@cation (FEALAC) is the only
forum of cooperation dialogue that goes beyond the concepheofPacific Rim. Latin American
countries especially should identify the Forum as an impoctaarinel to Asia-Pacific and an alternative
to APEC for its non-member states and as a key forum afypdialogue. FEALAC should provide a
forum for countries in both regions to discuss the chandiiregional relations in an adverse
international economic environment. FEALAC can serve to pronmiblic-private-partnership
initiatives on various fronts, covering bi-regional trade anestment, trade facilitation and other bi-
regional cooperation issues, especially in the present contexéwfational financial crisis.

In addition, as FEALAC is composed of 15 Asian-Patifind 18 Latin American countri€s,
most of which are developing countries, the Forum has a @tenbe a platform for sharing issues and
experiences common to developing countries, exploring a coogema@chanism, and building a
complementary relation based on each region’s comparative advanteiges, When measured in terms
of Purchasing Power Parity (PPP), the Latin America and thilgan region has a GDP of US$ 5.6
trillion, about four-fifths of that of China (US$0rtrillion), and about 40% of that of developingi@ which
has a GDP of almost US$ 13.1 trillion. No otheriorgcomes close to these two areas in terms ofaside
stage of economic development. In order to brir@yaboncrete results in this forum, it might beessary to
place it in a new perspective of formal “South-Boaboperation” where inter-regionalism functionsaas
bridge between regionalism and multilateralism.tTi®ido say, FEALAC should constitute itself as theo
pillar of worldwide inter-regional cooperation saotes, such as APEC and Asia-Europe Meeting (ASEM).

Australia, Brunei Darussalam, Cambodia, Chinaohesia, Japan, Republic of Korea, Lao People’s DRep.,
Malaysia, Myanmar, New Zealand, Philippines, SiragapThailand, and Viet Nam.

Argentina, Bolivia, Brazil, Colombia, Costa Ridauba, Chile, Ecuador, El Salvador, Mexico, PanaRa&aguay,
Uruguay and Bolivarian Rep. of Venezuela.

10
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|. International financial crisis
and its possible impacts on
FEALAC bi-regional trade
and investment relations

In 2003-2007, world economic activity was at its mostaiibin 40 years,
with high growth rates —at an average of about 5% per yeahighest
sustained rate since the early 1970s—, low inflation, loerest rates,
fluid financing and buoyant international trade. The major eimgrg
countries (Brazil, the Russian Federation, India and China setioalled
“BRIC” group) accounted for almost half of world economic gt his
favourable international context, combined with improvementghie
region’s macroeconomic policies, enabled the Latin American and
Caribbean region to achieve its best economic performance in 40°years

An important factor in this positive regional performance higs
world demand for energy, food and other commodities, whidisted the
region’s exports. However, the year 2008 broke the upwarck pifahe
cycle of the economies of the region with powerful interrelatestlss.
Recessionary pressure in many parts of the world economy and deep
recession in major industrialized countries have since led td ia f@w
material prices, especially those of oil, copper and other coniesdif
interest to the region. As a result, internatidnatitutions are revising

3

During 2003 and 2007, the general economic pegiotmof Latin America and the Caribbean was clesizet by: i) per capita
income growing over 3%; i) unemployment fallingrfr 11% to 7.7%,; iii) creation of better-quality gotvith a substantial
increase in formal-wage labour; iv) more fluid asct external financing, thanks to low interestsrand low country risk; v)
rising world demand for commodities resulting inpiovement of terms of trade of a magnitude of 388l v) increased
remittances, which constitute an important pati@fegional GDP: 2002 (1.8%), 2006 (2.2%, 20042 and 2008 (1.5%).

11
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down their estimates of growth for most regions and cmswf the world. In mid-2008, the IMF
expected global GDP to increase by 3.9 percent in 2009. Itrtezsrevised its forecast and now expects
a decline of 1.9% in its latest World Economic Outlook updifiF, 2009), a sharp deceleration from
the 3.1% growth experienced in 2008 (Figure 1).

FIGURE 1
GDP GROWTH OF SELECTED COUNTRIES AND REGIONS *#
(Percentages, year-on-year real growth rates)

Q o
9- S
e
,,,,,, o
o=
_7 d
World Latin America & Japan China ASEAN 5 BRICs
Caribbean
1990-1999 2000-2007 I 2008 I est.2009 (July 09)

est.2009 (Jul-08) €5t.2009 (NOV-08) s est.2009 (Jan-09) est.2009 (Apr-09)

Source: Economic Commission for Latin America and the Caribbean based on IMF World Economic Outlook (IMF, 2008c,
2008b, 2008a, 2009c, 2009b, 2009a)

2 Period averages. 2009 estimates show the progressively worse revisions at each World Economic Outlook update, dated
July 15, 2008, November 6, 2008, January 28, 2009, and April 22, 2009 (latest).

The growing economic difficulties in the industdald and larger emerging economies present both
immediate and longer-term challenges for Latin Acaeand the Caribbean. The region, however, is rassh
vulnerable than in the past, with a current accsunplus, sounder public finances, a lower level better
profiles of public and external debt, and largéerimational financial reserves (Machinea and Ka2@®8).
Nonetheless, the factors driving growth in thisiorgn the past few years have all but disappearet!
governments must be vigilant to the transmissiorooinomic conditions through falling trade flowsak
growth of remittances, difficult financial markessd fluctuations in global commodity prices.

The ease with which the country in question attenuates the ad¥fersts of the crisis depends on
various factors. The impacts of the crisis will vary acrosswcms depending on: i) solvency of the
financial system; ii) debtor or creditor position vis-at¥ie rest of the world; iii) fiscal sustainability and
levels of public debt; iv) current account balance; v) relativanifsignce of remittances; vi)
diversification of export destinations; and vii) net positas food and energy importers or exporters.
Countries with more diversified export structure, by podcand by market, will have an easier task in
leaving the crisis behind. In this regard, Asia-Pacific martkat® an important role to play.

12
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1. Trade as a transmission channel

The recession in developed economies and theis@mtifslowdown in the emerging ones —patrticularly i
Asia— is being transmitted very effectively througtade relationships. In Latin America and the
Caribbean export growth has slowed significantigasithe last months of 2008. In the first month2Q#f9,
some of the region’s major economies (ArgentinaziBr Chile, Costa Rica, and Mexico) experienced a
sharp reduction in exports relative to the previgesr (Figure 2). The fall in exports is a resé@ithat only a
drop in quantity demanded, but also in falling @siéor most of the world’s commodities.

FIGURE 2

GROWTH OF TOTAL EXPORTS BY SELECTED COUNTRIES”*
(Year-on-year growth rates, 3 month moving averages)
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Souce: Authors’ calculations based on official national data.
& Trailing 3 month average growth rate from the same period in the previous year. Mexico’s exports exclude oil.

The impact of this contraction on the region’s esuit growth will be more deeply felt in
economies with greater degrees of trade-opennesswil depend on each country’s mix of export
products and export markets. In Latin America dred@aribbean, many countries are highly dependent o
few products and markets. In Mexico, Ecuador, Cldlesta Rica, Venezuela (Bolivarian Republic ofj an
Honduras, trade with developed countries accoumtever 10% of GDP. In Mexico and in Costa Rica,
trade is also highly concentrated on manufactuexgprts, which account for over 10% of GDP in each.

This heavey degree of concentration has a cost. Official trade data #inat in the first half of
2009, manufactured exports from Latin America and the Caribbgserienced a stronger contraction
than exports of agricultural materials regardless of destin@limiple 1). Notably, agricultural exports to
the European Union increased in the first six months 08 28ltive to the same period in 2008.

13
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TABLE 1
LATIN AMERICA AND THE CARIBBEAN EXPORTS BY PRODUCT TYPE AND DESTINATION
(January-June 2009, Year-on-year growth rates)

United States European Union (27) World #
Agriculture -15.4 0.8 -18.5
Mining and Oil -42.1 -49.7 -52.0
Manufactures -29.7 -27.5 -23.8
Total .28.1 -32.3 -34.0

Source: Authors’ calculations based on USITC, 2009; EUROSTAT, 2009; and official national data from 15 Latin America
and Caribbean countries
2 Estimated value.

Greater diversification in export markets are an effective way tigate the effects of global
shocks on a country’s export sector and current account. How&weiler countries with greater
specialization of exports can also benefit from diversificatioexport markets. Latin America and the
Caribbean has done well in this regard. In the last 8 yeasd,anontries in the region have become less
dependent on the United States and on the European Union anthtieased their relative exports to
Asia (Table 2). Notably, China has increased its importance astmation of Latin America and the
Caribbean exports by 4 percentage points. However, the sevietitg orisis in Asia also means that
there is little relief from this greater diversification in erpmarkets.

TABLE 2
EXPORTS FROM LATIN AMERICAN AND CARIBBEAN TO SELECT ED COUNTRIES AND REGIONS*
(In percentages of total exports)

. Asia Pacific ) Latin America and
China (ex.China, Taiwan) United States EBU-27 the Caribbean
Origin 2000 2008 2000 2008 2000 2008 2000 2008 2000 2008
Argentina 31 11.4 4.6 5.8 12.2 18.5 18.8 48.9 -
Bolivia (Plur. State of) 0.4 2.2 0.8 7.5 24.3 17.3 45.0 73.5
Brazil 21 11.6 8.8 8.9 25.5 29.4 33.6
_S Chile 51 16.3 21.0 18.9 18.3 25.6 235
E Colombia 0.2 2.7 2.4 50.9 14.1 16.1 29.5 38.9
<
£ Ecuador - 4.6 9.6 39.7 45.0 13.4 14.1 32.8 -
=
& Paraguay o7 S s 2.8 41 14.3 15.2 81.2 74.2
Peru 6.7 15.1 9.9 11.2 29.0 22.4 19.2 215
Uruguay 4.0 9.3 5.2 5.2 8.5 16.5 23.1 54.8
Venezuela (Bolivarian Republic of) 0.1 6.5 1.3 3.0 54.9 53.9 53 9.6 34.0
Costa Rica 0.3 13.6 1.6 10.2 38.3 - 25.7 26.6 36.1
c
g El Salvador 0.0 0.2 0.4 65.8 - 52 28.0 41.3
2  Guatemala 0.1 0.4 3.7 36.4 39.9 11.0 411 47.1
©
g Honduras 0.0 0.3 5.7 56.7 63.9 10.4 10.7 26.5 -
§ Mexico 0.1 1.2 1.0 89.2 - 35 6.8 3.9 8.2
_§ Nicaragua - 0.1 0.5 1.0 421 61.8 19.6 - 34.6 -
[}
b
E Panama 0.2 2.7 3.0 4.5 49.9 - 25.2 45.8 28.1 26.0
T cua so w0 20 [EEH ~ ws P e |
c
8  Dominican Republic 0.1 1.8 0.8 3.9 87.4 - 6.0 185 4.0 7.6
CARICOM 0.2 0.5 1.6 5.7 40.3 38.6 25.2 21.6 23.8
Latin America and the Caribbean 1.1 7.0 3.9 6.0 60.1 11.8 15.2 19.1 21.4

: A >10% INCREASE in the relative share of the destination market in the origin market's total exports
A < 10% DECREASE in the relative share of the destination market in the origin market's total exports
Source: Authors’ calculations based on UN COMTRADE Database and IMF Direction of Trade Statistics.
& Authors estimates based on IMF, 2009¢
P panama does not include exports from the Colon Free Trade Zone.
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Despite this broad shift towards Asia as a de#indbr exports, the United States remains a key
trading partner to all of the economies of Latinéita and the Caribbean, and its economic diffEesitare
having a strong impact on demand for imports. Wdinéates non-oil imports of Mexico’s products began
to slow in 2007 and continued to fall to the pairftere they registered a year-on-year contractiocesi
August 2008. Mexico’s total agricultural exportsHheeen helped by robust demand in Asia, but tlEsba
been enough to offset weak demand in other se@tasting in late 2008 and continuing through April
2009, exports in the extractive and manufactursebave contracted at an accelerating tate.

US imports from other sub-regions showed a steejinden the last months of 2008 and early 2009,
led by a 36% year-on-year fall in purchases frordeam countries in the three months ending in M2@€19.
Imports from MERCOSUR, a large proportion of whidnsist of commodities, rose in step with commodity
prices from mid-2007 until the third quarter of 80@hen they began to decelerate and eventualtyaobn

The Asia Pacific region is an increasingly impdrtararket for many countries in Latin America and
the Caribbean. The region benefitted greatly frioenreipid growth of China and the Asian economiemgu
the last 5 years. The combination of higher demamnd higher commodity prices led to closer trade
dependencies by many of Latin American and Caribloeaintries on the Asian market. With this growing
trade connection with Asia (see Table 2 abovejnlammerica and the Caribbean exporters are now more
vulnerable to the deceleration of the main Asiaznemies and are not able to rely on new tradintneir or
products in the region due to the widespreadralémand. In the fourth quarter of 2008, Japanrteghan
annualized growth rate of -12.7%, followed by Taiwed7.9%), Hong Kong (-8.2%), Singapore (-16.4%),
and Indonesia (-3.6%). China reports a year-on-geawth rate of 6.8%, which translates into a yearl
stagnant annualized quarter-on-quarter rate. Irpadson, the United States reported an annualizaltly
rate of -6.2%, followed by the UK (-6.1%), and tBero Zone (-6.1%). Moreover, strong economic
interactions between Asian economies in what isvknas the “Asian factory” exacerbates the effedhef
region’s decline on its demand for imports fromil.@tmerica and the Caribbean.

As a result of greater trade linkages, poor econgnaiwth, and falling commodity prices, exportsiiro
Latin America and the Caribbean to Asian markete lilecelerated since mid-2008 compared to theivthro
rates in the previous two years (see Figure@)sta Rica’s exports to Asia have been declinimgesMay
2008. Export growth by Argentina, Chile, and Mexitarted to contract in November 2008.

FIGURE 3
EXPORTS OF SELECTED COUNTRIES TO SELECTED ASIAN PAR TNERS?
(Year-on-year growth rates, 3 month moving averages)
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Starting in March 2009, agricultural exports shdwesitive growth following 4 months of contraction
For more on the decline in export prices, seei@edt
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Source: Authors’ calculations on the basis on national official statistics.
& Trailing 3-month average growth rate from the same period in the previous year.
Includes Hong Kong and Macao

Despite the bad economic news coming from Asia, there are encausegis for Latin America
and the Caribbean. Asian demand for basic raw materials—particstgry-has not contracted by as
much as its demand for manufactured products, providing sespée for countries such as Brazil and
Argentina. As seen in Figure 3, Brazil's exports to Asiawbfch 46% are directed to China, have
rebounded in early 2009 due to strong sales of basic prodizteely soy and mineral exports. The
reason is largely China, who's imports from Brazil showagssing growth in the first four months of
2009. The volume of soy imported by China was up 36%n ftbe same period in 2008. Quantity
imported of iron ore, another important product in the BiEmeChinese trade relationship, increased by
23% in the same period (Table 3)t is notable that China continues to expand its purchaBeaaflian
products while demand in the rest of Asia contracts. Exclu@imga, Brazilian total exports to Asian
partners contracted by 7% and by 12% respectively in the threthsnending in March and in April of
2009 compared to the same periods in 2008.

TABLE 3
GROWTH OF BRAZILIAN EXPORTS TO CHINA
(Year-on-year growth rates in percent)

Share of total 2006 2007 2008 2009
exportstoChina v | I i v |

Capital goods 2.0% -10.5 14.2 -23.1 135.6 593.4 123.6 397.8
Intermediate goods 86.9% -7.2 34.7 8.2 76.8 91.8 -5.7 63.7
Durable consumer goods 0.0% -6.0 -70.4 -38.5 22.6 17.3 199.1 36.4
Non-durable consumer goods 0.7% -27.3 43.0 27.3 13.2 8.6 -23.0 -19.5
Agricultural products 32.5% -19.4 72.9 3.0 125.3 149.9 -43.7 96.7
Mineral extracts 32.0% 10.4 29.1 -1.9 38.7 84.2 4.0 107.0
Vegetable oils 5.1% -40.0 291.6 283.2 292.0 243.2 -15.3 -57.2
Cellulose, paper and graphics 4.5% -8.0 304 104.3 85.3 90.6 8.6 24.7
Siderurgical 3.1% -55.5 41.3 5.6 184.1 124.9 -15.3 87.2
Improved vegetable products 2.6% -80.5 211.0 48.1 61.4 -0.7 96.4 -27.0
Shoes and leather products 2.3% 90.5 -10.8 -13.7 -16.0 -16.1 -45.1 -55.2
Parts and other vehicles 2.2% 70.5 -33.7 -33.2 115.3 376.3 77.8 160.2
Machines and tractors 1.2% 8.0 22.6 -29.9 35.7 120.8 8.4 -47.9

(continues)

®  Agricultural and extractive products account f6#60of Brazil's total exports to China in 2008.
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TABLE 3 (conclusion)

Refined oil products 0.8% 372.3 -53.0 -41.3 64.9 -60.2 -61.7 119.0
Wood and furniture 0.6% 14.4 -29.0 -6.6 -15.4 -39.8 -56.1 -58.0
Others 0.1% 79.6 28.0 -18.7 -51.1 -15.4 -41.6 451
TOTAL 100% -4.9 28.4 115 81.1 96.3 7.7 60.4
Price Effect 43 21.4 28.6 41.0 68.5 37.0 0.9

Quantity Effect -8.9 5.7 -13.3 285 16.5 -21.4 58.9

Source: Authors’ calculations on the basis on national official statistics.

2. Impact on falling global demand on key industrie S

Some key export industries for Latin America arnel @aribbean, such as auto parts and electronigtsirc
are being particularly hit by economic conditionghe United States and in Asia. The US auto imgyas
well as auto manufacturers around the world) hpsrted significant contractions in sales and reesnu
culminating in the bankruptcy of Chrysler and Gehédotors in early 2009.This crisis has started to
impact related exports from Latin America and tteilibean to the United States, as shown in Figure 4
Exports from Brazil began contracting in SeptemP@d6, followed by negative growth in Argentina
starting in March 2007 and in Mexico in March 200&is trend is expected to follow the economic
developments in the United States and the perfarenahthe auto sector in specific.

FIGURE 4
SELECTED COUNTRIES’ EXPORTS OF AUTO PARTS TO THE UN ITED STATES?®
(Year-on-year growth rates, 3-month moving averages)
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Source: Authors’ calculations based on data from United States International Trade Commission.
& Trailing 3-month average growth rate from the same period in the previous year. “Auto parts” is defined as the sum of
commodity codes 7841, 7842, and 7843 of the SITC version 3.

Exports of electronic integrated circuits are an important samfrevenue and a key industry for
Central America and Mexico. Like the auto industry, this sdwsralso suffered from falling demand
for manufactured products from the United States and froia. Axports from Mexico to the United
States have been contracting since September 2007 and follow #ralgeattern of declining total

7 (Ohnsman, Alan and Ramsey, 200®yota U.S Sales Plunge Record 40% as Sump Widens. Bloomberg, March 4
[online] <http://www.bloomberg.com/apps/news?pidéQ0080&sid=aQTXshkXsagM&refer=asia#>
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exports of integrated circuits by Mexico since April 200 (e 5)% Costa Rica is also experiencing a
deceleration in its exports of electronic integrated circuitsjcpigatly to the 16 countries of the Asia
Pacific bloc, which represent over 80% of Costa Rica’s totalrexjpd this product (The other 20% is
exported to the United States). Exports to Asia Pacific attietavorld have contracted since May 2008.
Falling demand from China is also to blame. In the first fmonths of 2009, China reported a 25%
decline in its imports of integrated circuits relative to thee period in 2008. The number of units
imported declined by 16% during this period.

In addition to the impact of the global slowdown on thea®g exports, some countries will feel
a significant reduction in the demand for services, particularlhe tourism sector due to its high
income elasticity. Despite declining transportation costsjsimufrom developed countries has suffered
from the crisis in the industrialized economies and the outboéakH1N1 flu in Mexico. Data on
tourist arrivals in 7 countries during the first three therof 2009 show a sharp deceleration from the
previous year (Figure 6). In the Caribbean, the Caribbeanshorganization (CTO) expects a fall of
20-35% in arrivals in 2009. Tourism is of particular conctar Mexico, Central America and the
Caribbean where receipts from tourists are a significant sofiiceame. In the Caribbean, exports of
tourism-related services represent around 20% of GDP, compétecdrwaverage of 5% in Central
America (although the figure is just under 10% for the Daecan Republic, Costa Rica and Panama).

FIGURE 5
GROWTH OF MEXICO AND COSTA RICA’S EXPORTS OF ELECTR ONIC INTEGRATED CIRCUITS TO
THE WORLD, THE UNITED STATES, AND ASIA PACIFIC @
(Year-on-year growth rates, 3-month moving averages)

A. MEXICO B. COSTARICA

30% 80%

g A B\
RLVA )

40% \ A /\
15% 4

HAVAN A
In
- A

-80%

-30%

-45%

-60%

Dec |

Jan
Feb
Mar
Apr
May
Jun
Jul
Aug
Sep
Oct
Mov
Dec
Jan
Feb
Mar
Apr
May
Jun
Jul
Aug
Sep
Oct
Mov
Dec
Jan
Feb
Mar
Apr
May
Jun
Jul
Aug |
Jan
Feb
Mar
Apr
May
Jun
Jul
Aug
Sep
Oct
Mov
Dec
Jan
Feb
Mar
Apr
May
Jun
Jul
ALg
Sep
Oct
Mov

Jan
Feb
Mar
Apr
May
Jun
Jul
Aug

2007 2008 2009

——World ——USA Asia Pacific 16 =———USA o World

Source: Authors’ calculations based on official statistics for Mexico, Costa Rica, and the United States.
& Trailing 3-month average growth rate from the same period in the previous year. Electronic integrated circuits are
commodity code 7764 of the SITC version 3.

&  While the United States represents only 13% of ibtes exports of circuit boards, official statistirom Mexico do

not provide enough detail to allow for an analysystrading partner at the product level. Statist@sexports to the
United States are derived from mirror data fromUimited States International Trade Commission.
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FIGURE 6
TOURIST ARRIVALS IN 7 LATIN AMERICAN AND CARIBBEAN COUNTRIES, 2008-2009?
(Year-on-year growth rates, 3-month moving averages)
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Source: Authors’ calculations based on official data.
& These 7 countries were selected according to data availability: Brazil, Chile, Colombia, Dominican Republic, Jamaica, Mexico, and Peru.

2.1. Falling demand in Latin America and the Caribb  ean

Imports from Latin America and the Caribbean frorsiaf countries have also been affected by the
deteriorating economic conditions. Latin Americad &aribbean imports from Asia decelerated shémmuiy

an average growth of 32% during the first threatgemof 2008 (compared to the same period in 2@0jtist
5.8% in the fourth quarter (Table 4). In the filsiee months of 2009, imports declined by 18%. itspof
Chinese products had a smaller deceleration arichctian in the same period compared to the re&siaf.

TABLE 4
IMPORTS OF SELECTED COUNTRIES FROM ASIA AND CHINA 2
(Year-on-year growth rates in percent)

2008 2009

Importing country 2007 2008
| 1 11l \Y | Il (est.)
Argentina 63.1 39.5 57.1 69.0 48.3 18 -30.4 -43.0
Brazil 57.9 58.8 70.1 73.1 67.4 33.7 -12.8 -33.4
Chile 37.3 35.9 27.6 50.5 43.4 25.4 -9.9 -335
< Colombia 49.9 36.7 45.8 37.6 37.6 29.2 -7.9 -21.3
'-g Costa Rica 335 275 17.6 35.6 315 25.4 -9.0 -20.1
g Ecuador 38.7 55.2 45.8 64.4 98.4 14.2 47.8 5.2
% El Salvador 21.0 19.9 29.0 20.0 15.3 16.5 -33.0 -44.8
§_ Guatemala 30.6 8.0 -1.9 17.2 20.3 -4.6 -25.0 -34.9
E Honduras 59.2 38.9 19.1 64.2 45.7 31.8 9.6 -5.8
Mexico 21.7 16.6 21.7 28.9 18.8 0.8 -7.3 -23.2
Nicaragua 21.9 334 30.1 71.2 37.7 5.7 27.0 -12.1
Paraguay 23.1 345 28.8 52.1 72.3 -4.4 -14.8 -19.5
Uruguay 53.9 68.1 80.6 126.9 67.9 32.4 -10.9 -18.8

(continues)
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TABLE 4 (conclusion)

Total 35.6 33.0 29.3 37.8 31.2 7.8 -9.5 -27.1
Brazil 21.3 51.3 50.6 72.2 69.9 19.6 -20.3 -40.5
Chile 45.6 24.2 63.9 29.3 38.1 -12.8 -33.5 -40.8
Colombia 30.3 -6.3 1.3 -3.3 -15.5 -7.7 -33.0 -32.3
@  Costa Rica 38.6 22.0 28.9 50.8 15.9 4.0 -36.5 -45.9
g Ecuador 4.9 57.9 13.1 36.9 116.6 71.6 -35.4 -49.3
“.f’: El Salvador 1.8 4.0 13.2 16.2 2.3 -13.6 -41.9 -50.2
e Guatemala -5.6 -12.1 -0.8 -8.6 -13.4 -25.5 -46.3 -43.0
% Honduras 43.8 8.9 21.2 30.0 -2.2 -7.0 -19.1 -34.6
’g Mexico 11.7 3.4 7.7 9.4 10.9 -11.9 -26.9 -30.3
E Nicaragua 175 36.0 90.4 52.9 -8.6 24.0 -67.6 -65.2
Paraguay -82.5 50.7 68.9 61.3 95.1 3.0 -100 -100
Peru 42.2 59.5 62.7 63.2 70.9 44.2 -8.8 -26.2
Uruguay 26.9 40.8 42.3 53.9 32.4 38.9 -16.6 -29.0
Total 17.6 18.8 19.4 23.0 26.2 -3.5 -25.0 -34.3

Source: Authors’ calculations on the basis on national official statistics.
& Asia region includes ASEAN countries, Australia, China, Japan, Korea, and New Zealand.

3. Commodity prices

Prices for the world’s main commodities have rég@drom their recent highs. Oil, minerals, andcadfural
commodities have all seen relatively large pricglides from the levels since 2006 (Figure 7). Beigig in
mid-2008, sharp declines in global prices ushenethé new recessionary and deflationary phase eof th
international crisis. In the case of petroleumcqsiat the end of September 2009 were similardseth
recorded during 2006 and 2007, while metal pricesevgimilar to those observed at the end of 2008d F
prices also fell and by September 2009 were alslexguivalent to those of mid-2007. Soybeans are an
exception, in that prices have continued to inesate mid-2007.

FIGURE 7
PRICES OF SELECTED COMMODITIES
(30-day moving averages, 2005 = 100)
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Source: Authors’ calculations based on Bloomberg.
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The reasons can be traced back to a number of factors, includiing ggdbal demand, a stronger
United States dollar, and a reallocation of investment partfdtiom high yielding commodity-related
securities to safer instruments. Recent data seems to suggesgtitkat have stabilized and even
rebounded in 2009 —helped by strong demand from Chinandialfor basic commodities— though a
seasonal effect cannot be ruled out.

For most of the region’s countries, commodities make up siderable proportion of the export
basket and, for many countries they are a significant sourceulic pfunds. For these countries
(particularly those in South America and Mexico) commoditgepatterns over the next year are
expected to cause one of the region’s recent engines of groadmtoto a standstill

With the fall in global commodity prices, terms of tradeha region have declined from their
peaks in mid-2008. (Table 5). Brazil and Uruguay have seerowaments in their terms of trade as
import prices have fallen faster then export prices in thefitstmonths of 2009. In contrast, as Central
America and the Caribbean are net importers of commodities, thia fail, metal and cereal prices
alleviates and partially offsets the consequences of the world m@mrsiowdown and the fall in
remittances (below, Section 5). The terms of trade in Centrari&anare expected to rise by almost 8%
in 2009, which compensates for over a third of the declinerebd in recent years.

Within countries, terms of trade volatility will have a siger effect in export industries with
higher domestic value-added and a lower dependence on importslastin inputs, in sharp contrast
to the maquila sectors of the region.

TABLE 5
TERMS OF TRADE FOR SELECTED ECONOMIES
(January-April of each year, Year-on-year variation in percent)

Export Prices Terms of Trade

2007 2008 2009 2007 2008 2009
Chile 10.64 14.45 -34.34 8.59 -3.52 -23.65
Peru 5.42 18.65 -31.63 3.13 -4.27 -21.39
Mexico 1.91 16.22 -21.73 -3.18 7.75 -20.60
Colombia -3.76 47.04 -25.34 -23.07 16.37 -18.44
Argentina 7.62 31.90 -15.42 6.56 21.03 -11.71
Uruguay 0.08 13.83 -0.06 6.42 -1.60 0.82
Brazil 9.65 22.03 -6.15 5.14 -0.08 2.04
El Salvador -3.58 2.42 24.13 -11.09 -8.21 22.62

Source: Authors’ calculations, based on official statistics.

For Latin America as a whole, it is estimated that the terntsadé will fall by 10.8% in 2009.
For Chile and Peru, which are both metal exporters, the tefrtnade are expected to deteriorate by
around 20.6% in 2009. For countries that export fueltgh@as of trade are expected to fall by almost
28.3% in 2009. As for MERCOSUR, where food accountsafoiextremely significant proportion of
exports, prices are also expected to decline in 2009 by S\@exito, the terms of trade are expected to
drop by over 4.8% in 2009 (CEPAL, Estudio Econdmic@\derica Latina y el Caribe 2008-2009).

4. Remittances

Since the beginning of its recession in December 2007, thedJ8tates has reported a loss of over 4.3
million jobs. This performance has been mirrored in many dpeel economies, which will have an
adverse effect on the remittances that emigrant workers send lihek families in their home country.
Remittances have been an extremely important source of external rewreruati® America and the
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Caribbean, particularly for certain Central American and Caribbeantreesi where they represent
between 15% and just under 40% of GDP. These countriesnalecieasing order, Haiti, Honduras,
Jamaica, El Salvador, Nicaragua and Guatemala. Other countriesltidémsuffer from reductions in
remittances include Bolivia, Ecuador, Belize, the Dominican Repudnlid Grenada, where remittances
account for between 5% and 10% of GDP. In absolute termdartpest recipients of remittances in
Latin America and the Caribbean are Mexico and Brazil.

Recent data already point to a deteriorating situation in masttées and for the region as a
whole. In Mexico (the largest recipient of remittances in theoredgn absolute terms) incoming
remittances declined by 3.6% relative to 2007, and a signifaderge from the 18% growth in 2006.
Guatemala also experienced a contraction in 2008, but growtitariing remittances into the other
countries of the region remained positive for the year. Mpmthia show, however, that the deceleration
started to take a broader tool starting in the last montB8@8. With the notable exception of Brazil, all
of the analyzed countries in the region experienced a decelerationoatraction in their inflows of
remittances relative to the previous year (Table 6).

TABLE 6
INCOMING REMITTANCES TO SELECTED COUNTRIES?
(Year-on-year growth rates)

2008 b . 2008 2009
2007 2008
% of GDP | 1] 1} \Y |

Honduras 19.6 10.0 9.3 9.9 14.2 8.4 5.2

El Salvador 17.1 6.5 25 6.1 7.1 2.6 5.4 -7.6
Guatemala 11.1 13.7 -8.6 -4.2 -4.0 -5.9 -19.2 -5.9
Dominican Republic 6.8 10.8 2.6 5.6 4.9 5.0 -4.5 -7.1
Mexico 2.4 2.0 -3.6 -2.6 -1.1 -8.2 2.1 -5.0
Colombia 2.0 15.5 7.8 20.1 19.1 10.4 -11.6 -4.1
Brazil 0.2 -2.8 3.7 0.7 -4.6 -5.6 24.9 -14.6
Total (6) 5.0 -1.6 0.9 1.2 -4.2 -4.0 -6.0

Source: Authors’ calculations based on official statistics.

@ Based on quarterly data
b 2007 (full year) data
¢ 2008 (full year), based on official estimated data.

5. Current account

Prior to the onset of the global economic cridig tegion saw an unprecedented period with economic
growth and a surplus on external accounts. Themdgenefited from the combined effect of greatgoeix
volumes and higher prices for the exports of méshe region’s countries. During 2008 volume growth
slowed and price effects were solely responsibiettie rise in exports. Imports, on the other hand,
benefitted from the pace of economic growth inrggon and remained robust throughout 2008 (Figure
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FIGURE 8
LATIN AMERICA EXPORT AND IMPORT GROWTH ?
EXPORTS IMPORTS

Quantity Effect I Price Effect Quantity Effect mmmmm Price Effect
Residual —&— Total 227 Residual —— Total
Source: Authors on the basis of national official statistics.

a

Eight countries: Argentina, Brazil, Chile, Colombia, El Salvador, Mexico, Peru, and Uruguay
Note: Trailing 3-month average growth rate from the same period in the previous year.

As the crisis developed in the industrialized countries, weahatjdemand for exports from Latin
America and the Caribbean coupled with sustained import demand tfre region resulted in a
deterioration of the current account relative to GDP in moshtdes. In 2007, all but three countries
had worse current account results than in 2006 (shaded bokable7). In 2008, only 5 countries had
some improvement over the previous year. In 2008, the 19r@sistudied went from a surplus of 0.5%
of GDP to a deficit of 0.8%, a decline of 1.3 percentage pdimtge downward swings happened in
Brazil, Chile, Mexico, and Costa Rica, among others. The cuapount deficit is expected to widen in
2009 to around 2.3% of regional GDP due to a worsenatgtbalance and slower flow of remittances
(CEPAL, Estudio Econémico de América Latina y el Caribe 201

TABLE 7
CURRENT ACCOUNT BALANCE
(In percentage of Gross Domestic Product)

2002 2003 2004 2005 2006 2007 2008
Argentina 8.6 6.3 2.1 2.9 3.6 2.7 3.0
Bolivia (Plur. State of) -4.5 0.9 3.8 6.5 115 134 12.9
Brazil -1.5 0.8 1.8 1.6 1.3 0.1 -2.2
Chile -0.9 -1.1 2.2 1.2 4.7 4.4 -3.2
Colombia -1.4 -1.1 -0.8 -1.3 -1.8 -2.8 -2.6
Costa Rica 5.1 -5.0 -4.3 -4.9 -4.5 -6.2 -8.1
Dominican Republic -3.2 5.2 4.8 -1.4 -3.5 -5.4 -11.3
Ecuador 5.1 -1.5 -1.7 0.9 3.9 3.6 3.7
El Salvador -2.8 -4.7 -4.0 -3.3 -3.6 -5.5 -5.9
Guatemala -6.1 -4.7 -4.9 -4.6 -5.0 5.1 -4.6
Haiti -2.8 -1.6 -1.5 0.1 -1.5 -1.3 -2.4
Honduras -3.6 -6.7 -7.6 -3.0 -4.7 -9.9 -11.8

(continues)
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TABLE 9 (conclusion)

Mexico -2.0 -1.2 -0.9 -0.6 -0.2 -0.6 -1.8
Nicaragua -18.5 -16.2 -14.5 -15.1 -12.8 -18.3 -25.7
Panama -0.8 -4.5 -7.1 -6.6 -3.1 -7.3 -9.2
Paraguay 1.8 2.3 21 0.2 1.3 0.4 -2.2
Peru -2.0 -1.6 0.0 1.4 3.0 14 -1.1
Uruguay 3.1 -0.8 0.0 0.3 2.1 -1.0 -3.4
Venezuela (Bol. Rep. of) 8.2 141 13.8 175 14.7 8.8 12.0
South America (10) 0.5 2.0 25 2.9 3.0 15 0.2
Mercosur (4) 0.3 1.8 1.8 1.8 1.6 0.5 -1.4
Central America (8) 2 -4.3 -3.3 -3.5 -4.0 -4.3 -6.3 -8.7
Latin America (19) -0.8 0.5 1.0 14 1.6 0.5 -0.8

|:| Shaded area represents declines from the previous year.
Source: Authors’ calculations based on official sources
& Includes Haiti and Dominican Republic

As seen above, commodity prices have shown someosistability and could help forestall further
deteriorations in the trade balance of the regionetheless, if global economic conditions detat@r
further the region could lose one of its main giths: its independence from external financing.

6. Financial turmoil

It is estimated that the loss of financial wealth at a worldwalel may amount to US$ 50 trillion,
equivalent to one year world GDP. Asia excluding Japan probasityabout $9.6 trillion, while the
Latin American region saw the value of financial assets drop dyta##2.1 trillion.® Prior to the crisis,
financial assets in Emerging Asia rose from 250% of GDB70% between 2003 and 2007, while that
for Latin America from 135% to 175%. These estimated lossegeay large, more than 109% and 57%
of regional GDP of Emerging Asia and Latin America, respectiiladger, 2009).

The turmoil in financial markets across the globe caused ingegioshift their portfolios to
lower-risk assets in a “flight to quality”, increasing ristemiums for Latin America. In the final four
months of 2008, portfolio flows into the region expecieth a slowdown and started to decline. This was
matched with huge falls in regional stock markets and drasticedapons, attributable in part to
previous speculative positions based on expectations of appedmtiLatin American currencies.

The cost of international borrowing soared for businessesaarabvereign debtors, which is of
particular concern for countries that have significant debt needsel iolled over in the near-term (such
as Argentina) and for those that are starting to implemegal fipending plans to contain the effects of
the global crisis. To a large extent this was less an indicatask in Latin American markets than of
lack of liquidity in global credit markets (Figure 9).

The estimates consist of the impact of currengyegations, the decline in stock prices, the lafsgalue of private
and public debt, and the effect of depreciationdeposits. The assets considered include collaterhliinancial
instruments (mortgage-backed securities and codiided debt obligation. They do no include finahaerivatives.
The estimates do not include the loss in the vaflessets held by local investors abroad.
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FIGURE 9
EMBI+ INDEX FOR SELECTED REGIONS AND COUNTRIES 2
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& December 31, 1993=100. The EMBI+ is a weighted index that tracks the returns of traded foreign currency
denominated debt instruments in emerging markets. Daily returns are calculated and aggregated, then applied to

the previous day's index value. For a full methodology, see "Introducing the J.P. Morgan Emerging Markets Bond
Index Global (EMBI Global)".

Although the region’s financial activity has not been exposedokic assets, the problems
existing on the interbank market and the impact that the tiglgteri external credit has had on local
credit markets are two ways in which turmoil in the financiatlkmats of developed countries are being
transferred to the region. Already there has been an impact dnlicesifor trade operations. In Brazil,
Argentina, and many of the region’s main economies, interestspaeads and default rates on trade-
related credits increased, forcing national financial authoritiesegidnal institutions to take measures
to increase the availability of capital for trade finance.

Aggravating this situation, companies with debt in foretgmrency have seen their balances
negatively impacted by the devaluations of several of the regioimfencies in the latter part of 2008.
This is a striking and somewhat unprecedented feature of ttls &y, unlike the situation in previous
crises, it is the private sector that is the most exposedtmege-rate volatility in many countries.

The current financial crisis will dampen FDI flows, at leasthie short-run. FDI flows that had
grown at a very rapid rate until very recently allowed for apsivarease in available capital from the
private sector and resulted in a relative decline in lending teyniational Financial Institutions. While
total FDI flows towards developed economies retained the liglmese of the total inflows, both Asia
and Latin America and the Caribbean became increasingly importamtraes and destination of FDI.
In portfolio investment as well, emerging economies became ineghasimportant investors, in
contrast to the previous experience when these outflows refleeiaty wapital flight.

Preliminary figures indicate that by early 2008 ieddlows to developing countries had started to
slowdown, and these flows fell sharply in the secbalf of the year, with sharp declines in bothafand
Latin America and the Caribbean. According to therld/Bank (World Bank, 2009a), net private capital
flows to emerging markets are estimated to haviindedo US$ 467 billion in 2008, half of their Z0@vel.

A further sharp decline to US$165 billion is forsicir 2009, with just over three-quarters of teelide due
to deterioration in net flows from commercial barikse Bank estimates that in 2009, 104 of 129 deirsd)
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countries will have current account surpluses igadt to cover private debt coming due. For thesatdes,
total financing needs are expected to amount te than $1.4 trillion during the year.

Weak global demand is also compounded by a drying-up of fiaalece. Traditionally, some
80% of world trade is financed through open account transactiieswving about US$ 2.8 trillion to be
financed by various trade financial instruments. Emerging ev@eauggests that the demand for
traditional instruments such as letters of credit is streinge international traders are increasingly
requiring means of payment that are more secure than open aceasattions (World Bank 2009).

7. Opportunities and strategic policies

The size of stimulus packages announced so far by countriesthinrdgions, with the exception of
China (7% of GDP), Japan (6 %) and Singapore (6%) isvelatsmaller than that to be implemented
by the United States (6%). In Latin America, the two counthiashave announced larger packages are
Chile (US$ 4.0 billion equivalent to 2.2% of GDP) andWP@yS$ 3.2 billion equivalent to 2.5% of
GDP), who have considerably low level of net debt. In the ch€hite, the authorities have been using
a successful stabilization fund to this effect. All other ¢oes in that region have announced packages
amounting to roughly 1% of GDP: Argentina, US$ 3.8idsil (1.2% of GDP); Brazil, US$ 16 billion
(1.0%) and Mexico, US$10.8 billion, (1.1%) (Loser 2008) these stimulus packages should be
closely knitted together into a global joint effort in recaieig confidence.

In the context of a fluid and volatile global ecomio scenario, it is essential for governments énréigion
to maintain macroeconomic stability by reinforcthg countercyclical components of fiscal policy alaely
monitoring trends in the external accounts. Iise anportant that governments maintain their comenits to
responsible credit management to avoid a retutinetdnigh risk premium seen in the region in the. pkile
countercyclical policies will necessarily resuligieater fiscal outlays, governments should nolesthastress the
temporary nature of these measures in order tdaimatheir hard-won sound fiscal balances oveloihger term.
This is a particular risk in countries which haxgreater dependence on exports.

The main challenge with regard to the fall of commodity prisde avoid the pitfalls of creating
drastic distortions to producers and consumers. This @irtrast with policy measures designed to
smooth short-term consumption and production behavioticplarly for key sectors. This is also an
opportunity for governments in the region to increase #anomic integration as a way to stimulate
intra-regional growth. The relative strength of the regi@tenomies provides a great incentive for
greater economic ties, particularly as demand from the rest wfotthe will remain soft.

The growth achieved between 2003 and 2007 was in large part thee $trong performance of
exports to Asian economies. However, the region was unablake significant inroads into higher
value added exports. In this regard, there is an important clianceuntries in Asia and in Latin
America to increase their economic interaction, particularly at ntra-industry level. Changes in
competitive positions brought about by the crisis wifeofample opportunities for more production-
chain integration between the regions. As an example of thebjtitissi that exist for bi-regional trade,
currently, approximately 60% of world trade in transportigaent and machinery, including parts and
components is conducted within the region. In this way) @hina at its center, the Asia Pacific region
has become the “world’s factory” of transport equipment and mahilVith its relative strength in the
sector, Latin America intends to increase its participationisnpitoduction chain.
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lIl. The FEALAC economy at the
onset of the crisis

The FEALAC (Forum for East Asia-Latin America Corgi®n) region,
composed of 33 economies, encompasses widely eligetstries in terms of
population, economic scale, geographic locatiagestof development, and
cultural backgrounds, although the more denselyulptgrd and highly
developed countries are concentrated in the Asidi¢®gegion. These regions
together account for more than 2.5 bilion hab#ardr 40% of world
population: 32% of world population lives in FEALA&Sia-Pacific (AP) and
8% in FEALAC-Latin America (LA) in 2006 (Table 8).

1. Importance of FEALAC:
some world indicators

1.1 World GDP

Total FEALAC GDP in current prices is estimated to be USR8
billion for 2007, or more than one quarter of the worldRs FEALAC-
AP accounts for more than 20%, while FEALAC-LA contributes
approximately 6% of the total. Measured in terms of PurchaBower
Parity (PPP), these regions’ relative share of world outpeven greater
at close to 33%. Moreover, in terms of PPP, the GDP of LAEA
surpasses that of the United States or the European Uniole g)ab

10" Among the countries in Asia-Pacific, China stands, despite the downscaling of the PPP by IMF 008, that
economy still accounts for almost 11% of world autg=EALAC includes both developed and developiagraries
of vastly different economic strengths, and as sultethe region’s combined GDP is unequally disttéd; four
countries, Japan, China, Republic of Korea and raliateach accounted for more than 1% of the wotltput in
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TABLE 8
FEALAC: SOME WORLD INDICATORS POPULATION, OUTPUT, T RADE AND FDI, 2007
(In percentages of world total)

Indicators Foreign Direct
) Gross Domestic Product Trade Investment
Population

. Current Nominal Exports Inward Outward
Regions PPP current Imports stock stock
FEALAC 39.7 32.4 26.1 29.7 26.2 16.3 10.0
FEALAC — AP 315 24.3 19.9 24.3 211 10.0 8.6
FEALAC — LA 8.2 8.0 6.2 5.4 5.1 6.3 13
United States 4.6 21.0 25.4 8.5 145 13.8 15.7
European Union (27) 7.5 22.4 30.8 39.1 39.9 45.2 57.2
Rest of the World 48.2 24.2 17.6 22.7 195 24.7 171

Source: Authors’ calculations based on UN, 2009; World Bank, 2009b; UNCTAD, 2009; WTO, 2009.

The share of FEALAC in world exports and imporesctees almost 30% and 26% respectively, to which
FEALAC Latin America contributes a minor share elés 5%. The weight of FEALAC in the world stock of
FDI is much less; FEALAC member countries accoantl6% and 10% of world inward and outward FDI
worldwide. As recipients, FEALAC-AP represents am&0% while FEALAC-LA, roughly 6%. In sum,
regardless of the measure considered, FEALACdadra formidable regional grouping worldwide.

1.2 Global finance

The importance of Asia-Pacific is becoming abundantly clearpniyt with regard to production and
world trade, but also in terms of global finance. The coesmtim this region are the main economies
sustaining the growing current account deficits of the Uriitedes (US$ 740 billion in 2007) and the
European Union (US$ 220 billion). The current account sarpF Japan, China and the Asian newly
industrialized economies (Hong Kong SAR, Republic of Koreagdpore and Taiwan Province of
China) in 2007 was US$ 213 billion, US$ 361 billiorddS$ 102 billion, respectively. The sum of the
surpluses recorded by Japan, China, Asian newly industrisgdieedomies and ASEAN (5), US$ 727
billion, was practically enough to cover the current account deffcihe United States in that year.
China’s surplus alone was greater than that of the Middle #hgth stood at US$ 275 billion. Latin
America and the Caribbean reported a current account surplus df1taon in 2007.

Not only China and Japan but also the newly indhligied economies (NIES), and to a lesser extent,
ASEAN, provide the United States with cheap savikgep interest rates low and accumulate intenmaitio
reserves through the purchase of Treasury bongls,higlping to finance its current account defisg.of
December 2008, Japan and China held US$ 744 bilahUS $662 billion, respectively, in United Sgate
Treasury bonds, (Figure 10). Eight of the top 2ldés of United States Treasury securities (malily
bonds and notes) are of Asian origin. Not only @hand Japan but also Hong Kong SAR, Taiwan
Province of China, Singapore Republic of Korea dihdiland, appear among the top 20. The major
holders in Latin America are Brazil, Mexico, Chiélad Colombia, the former being the fourth largegh
a sum of US$ 131 billion. The Caribbean financaitees, as a group, hold just over US$ 189 billion.

Asian countries are also the major holders of foreign reseregdwide: Asia, including Japan,
accounts for 56% of world reserves minus gold. The shathiof alone was roughly 24% at the end of
2007, at US 1.53 trillion (Figure 10). The seven Latin elicen countries (Argentina, Bolivarian
Republic of Venezuela, Brazil, Chile, Colombia, Mexico and Peru)uexted for 9% of the world stock

2007 as measured in nominal dollars or PPP, rdgpbctWithin FEALAC-LA, Brazil and Mexico are thenly
countries whose share in world GDP surpassed thtéhi@shold.
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of foreign reserves. The amount in the hands of Chinese digthds continuing to rise: as of March
2008, Chinese reserves exceeded US$ 1.682 trillion, surpéisssgof Japan (US$1.016 trillion).

FIGURE 10
GLOBAL SHARE OF FOREIGN EXCHANGE RESERVES, 1993-200 8
(Percentages in total)
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The United States, with low rates of internal sgsinembarked in consumption spree and a fast
growing fiscal deficit, experienced growing currastount deficits, which have, in turn, been firehby
the surpluses of China, Japan, other Asian cogntikproducing countries, and to a lesser exteatin
America and the Caribbean. As a result, the slgltiigit of action regarding these enormous resenvite
hands of Asian and Latin American countries hasitmacediate repercussions in global financial market

The growing importance of the FEALAC countries in the wdi@ncial market is reflected in
the recently created G-20 membership, which incorporates nothen(y-8 countries but also the largest
emerging, newly industrialized economies, including Chinaalritie Republic of Korea, South Africa,
and in Latin America, Argentina, Brazil, and Mexico.

1.3 World trade

Countries in both FEALAC regions are highly integrated ihie international trading system. FEALAC
accounted for 29.7% of world exports and 26.2% of imgar07, a steady increase from 21.0% and
6.6% in 1990, respectively. Over a decade and half, trade omgjriedm and destined to FEALAC has
expanded much faster than world trade, and total exports frerAgian Pacific members contributed
24.3% of the world exports and 21.1% of the importdentie Latin American members made up 5.4%
of world exports and 5.1% of imports. At present, FEAI-AP trade is almost four and a half times as
great as that of FEALAC-LA. This dynamic growth has resuitestrong intra- FEALAC trade, which
accounted for 11.0% of world exports and 12.8% of werldadrts in 2007.

1.4 World inward and outward FDI

Developing countries have been absorbing an inagatare of world FDI —about 35% of world totals,
up from 25% in 1990. In the 1970s, Latin Americaamted for 40% of FDI inflows into developing
countries. In the second half of the 1990s, whdioma firms were privatized, Latin America onceaay
became one of the major choices for investors. Dpirg Asia has since taken over from Latin America
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as the destination of choice for foreign invest@asd absorbed about half of the FDI flowing into
developing countries in the first half of the 199@sl more than 40% in the second half of the decade

According to (UNCTAD, 2009), inward FDI into FEALABP has increased steadily over the years,
averaging US$ 110 billion per year during 2000 20@6, almost twice the amount recorded during €894
More than half of this total was invested in Chiiveanwhile, Australia, Singapore and other ASEAN
countries, together with the Republic of Korea,enamerged as important FDI recipients. As of 2006,
cumulative FDI in Asia-Pacific exceeded US$ 1I8an, equivalent to 10% of world FDI stock (Figutg).

FIGURE 11
STOCK OF INWARD FDI TO FEALAC ECONOMIES 2006
(Billions of dollars and Percentages)
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The corresponding figures for FEALAC-LA are alsmiassive: an annual average inflow of about
US$ 63 billion in the current decade. Their stotktree end of 2006, estimated at US$764 billion,
represented 6.2% of the world total. In short, F@As into Asia-Pacific, especially to China and &N,
are continuing to increase. Latin America and thelibean’s share of total inflows to developingrides
is gradually shrinking, with higher concentratiafishat share being invested in Brazil, Mexico &idle.

1.5 Manufactured exports and manufacturing value ad  ded

FEALAC-AP excels not only in the volume of trade and FDiIM in which the manufacturing sector
serves as its primary driving force but also in the generafionanufacturing value added (MVA). As
Figure 13 shows, the share of FEALAC-AP in world expoftsnanufactures has increased in the last
two decades, from 20% in 1985-1990 on average to 26% ih-2006. The share of FEALAC-LA also
slightly increased to almost 4% in the present decade. Whatikisg is that the MVA share for
FEALAC-AP reached roughly 32% of world total during 26804, for which sufficient data are
available (Figure 14). This share compares favourably with shaire in world manufactured exports of
26%. Among the countries in this sub-region, Japan hastheemost important contributor to world
MVA, followed by China and the Republic of Korea. In contr&&ALAC-LA share in world MVA has
declined somewhat over the years, contributing 5%, level natigtinct to that in world manufactured
exports. In this sub-region of FEALAC, Brazil and Mexico eechtribute close to 1.7% of world MVA
total. In short, FEALAC-AP as a group has been able torpssgon both fronts, not only in increasing
the export values of manufactures but also the manufacturing &dtied in the world economy.
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FIGURE 12

SHARE OF FEALAC COUNTRIES IN MANUFACTURED EXPORTS, 2001-2006
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The link between manufacturing exports and manufag value added (MVA) can be considered
in the following manner. If the developing counisynot equipped with a critical mass of linkageat th
provide “pecuniary externalities” to individualrfis, because of the lack of domestic intermedigtetinor
insufficient domestic demand from either other Btdal firms or final consumers, it will import arbe
fraction of production inputs and export the bullootput without much domestic value added. Assalte
the country’s manufactured exports will stronglseri while MVA will go up marginally. By contrast, a
developing country with established domestic lirdsagyill provide a large share of intermediate isput
from domestic production and a large share of dutpill go into further domestic production or
consumption. As a result, at the initial stage,dbentry’s manufacturing exports will rise muchsleshile
its MVA will rise much more than in the first cad®ut at subsequent stages, solid domestic proctuctio
bases start to serve as another growth enginekimgtadvantage even further of economies of scale i
production and exportation, with concomitant insesain manufacturing exports. This has been treeafas
FEALAC-AP developing countries who are exploitihg fragmentation process of production and trade.

2. FEALAC intra-regional trade dynamics

Despite the remarkable dynamism observed in rgears, the bi-regional trade between Asia-Paciiit a
Latin America still remains at a very low levelpexts of FEALAC-LA exports to FEALAC-AP reached vnl
USS$ 53 hillion in 2006, while exports of the latterthe former totaled US$ 93 billion. The combinel of
these two flows (US$ 146 billion) accounted fondittle over 1% of world merchandize exports intthear.

Intra-regional trade plays an important role in each regiohebpecially in FEALAC-AP. In
2006, 37.3% of its exports and 49.3% of imports wetediregional. These numbers have increased
considerably since 1990. In contrast, intra-regional tradeEIRLAC-LA is modest: less than 16% of
that region’s exports and 19% of its imports were intigienal in 2006 and those figures are almost as
the same as those for 1990. It is noteworthy that the peresntdd.atin America’s imports from Asia-
Pacific have expanded from 8.7% in 1990 to 21.0% in 20@9assing not only the level of the intra-
FEALAC-LA values but also that of Latin American importgorating from the European Union.

There are marked differences in the importanceE#LFAC trade at the country level. For almost all
the countries of FEALAC-AP, its intra-Asian tradehighly important and in some cases, the shaimtraf
Asia-Pacific is over 50% of total trade. On theenthand, the share of FEALAC-LA is extremely low &
the Asian countries considered and in some casémdst non-existent. From the viewpoint of FEALAG:
in contrast, Asia-Pacific has emerged as one gfriheipal trade partners and it is the case ealbefir their
imports. In short, inter-regional exports to anghams from Asia are important for Latin Americapesially
South American countries such as Argentina, Br@tille, Ecuador, Peru, and Uruguay. On the othed,ha
the relative importance of FEALAC-LA as trade parifor Asia Pacific economies remains small.

Intra-FEALAC trade by countries of origin and destinatindicates a relatively high country
concentration. In the case of FEALAC-AP exports to the LatimeAcan counterparts, Mexico, Brazil,
Panama, and Chile, in that order of importance, are the majorteng absorbing on average 76% of
AP exports to FEALAC-LA during 2005-2007. The restLatin American countries did not reach the
5% threshold in the overall total (Table 9)When analyzed from the viewpoint of FEALAC-LA
exports, country concentration appears once again to be a concénnth@/iexception of several
bilateral flows, China, Japan and Republic of Korea are almosalyalthe top three export destinations
(Table 10). China has transformed into the most importapérbamong the AP countries displacing

1 Among the 255 possible combinations of bilatdmis (15 FEALAC-AP and 17 FEALAC-LA countries exdlng Cuba,
for almost all Asia-Pacific countries, Mexico, atada lesser extent, Brazil are the two major exfdestinations for Asia-
Pacific countries. For Australia, Indonesia, Sirgaand Thailand, Brazil is the most preferredidation, while for Brunei
Darussalam and Myanmar, Argentina weights heaniltheir total. It should be reminded, however, thase exports to
FEALAC-LA represent, in almost all cases, a very &hare in the overall exports of the Asia-Pacifiantries.
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Japan as the most important destination; in the case of Argedbsta Rica and Panama and Peru,
China absorbs more than half of exports directed to FEALAC-A

An analysis on distribution of intra FEALAC exportmsed on all the possible 992 (32x 32 minus 32)
bilateral trade flows among the FEALAC members,wgh@ach country’s high dependency on its own
subregion as export destination (Table 11). MERCRS¢mber countries show a high coefficient fordrad
with their neighbour countries. Such is also theector the Andean Community and Central American
members. Chile’s trade is more diversified withesal’/Asian countries. Mexico has emerged as anrtano
destination especially for Latin American exportdise Asia-Pacific countries in general rely hgawih their
neighbours, especially Japan, China, and the Remit{orea and, to a lesser degree, the ASEAN reesnb

The major export destinations in terms of intra-EB& trade are China, Japan, Korea, Singapore,
Malaysia, and Thailand, in the order of importare@gh representing more than 5% of total intra F&BL
exports (Tables 11 and 12). These six countrigether with Indonesia and Australia (4.9% eacltpaated
for roughly 80% of such trade. In contrast, theresltd major Latin American countries such as Mexiod
Brazil in total intra FEALAC exports does not re&%b. In short, although this trade is becoming irtgya
for Latin American countries as a whole, Asia Raabuntries, who are less dependent on such teade,
precisely the ones that determine the overall tsérdeture of FEALAC.

The intra FEALAC export matrix provides additiomsidence to the following two elements: there
are only few nucleuses of intra regional trade eatrated in FEALAC-AP. As shown in Table 12, during
the period 2004-2007, of the 992 combinations tatdxial trade in FEALAC, there were only 49 cases,
which reached the threshold of a 0.5% share ia FEALAC exports (highlighted green). And of thd$e
cases, there was only one case —trade betweentivaand Brazil—in intra FEALAC Latin America.

Behind this dynamic trade between the two regiGhina is playing an increasing role in both exports
and imports, rapidly displacing Japan as the laigade partner in Asia-Pacific at the start of deeade,
despite Japan’s slight recovery in recent yeartherexport side. In addition, the ASEAN (5) growgphmas
reached a level similar to that of the RepubliKafea or overtaken it as a source of imports foinLAamerica
and the Caribbean and as a destination for itsrsxpo fact, with the exception of Ecuador, Horadrand
four Caribbean countries, export revenues to Asieifie have increased relative to those going teerot
regions for all the Latin American and Caribbeanrties (see Table 1 in Chapter II). This shiftéases the
importance of the dynamic Asian continent for L&tmerican and Caribbean trade.

TABLE 9
FEALAC ASIA —PACIFIC EXPORTS TO FEALAC LATIN AMERIC A, 2005-2007
(Shares in total exports to FEALAC Latin America, in percentages)

E © g g
k=l 2 38 [}
P 2 55 £
£0° & 8o g
© E % I = 5 © © =38 §
— < v >
5§ o g &z £ 5 § ¥ s gz & g & ¢
< = = [ :u £ o = o} 3 © £ > = Q 5
S S 3 2 2 9 € g & © = It g & S =) c
° 3 g = <€ ¢ s gz 9 &8 F 8§ 5 g 5 =2 g )
< o O o o a w [} ] = z a8 a8 o =} [
Australia 6.6 0.0 389 9.1 12 1.0 03 03 1.0 11 345 0.1 05 0.1 36 07 0.9 100.0
Brunei 99.3 0.0 0.1 0.0 0.6 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 100.0
Cambodia 55 0.0 35 6.8 31 0.7 0.1 1.0 0.0 0.2 49.1 28 94 13 159 0.0 0.6 100.0
China 6.7 0.2 230 9.4 4.6 1.2 11 21 0.8 19 254 0.5 12.3 1.0 3.2 13 5.8 100.0
Indonesia 9.8 0.1 383 85 6.2 0.9 1.0 24 05 0.7 20.2 0.3 40 03 22 04 42 100.0

(continues)

12 0On the other hand, during 2005-2007, on averagpan) was a more important buyer for Bolivia, Dosmi
Republic, and Guatemala, Another case noteworthrdscase of Malaysia, which has become a signifitade
partner for Costa Rica and El Salvador. Thailaralds an important export destination for Paraguay Uruguay.
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TABLE 9 (conclusion)

Japan 26 0.2 123 4.6 4.0 2.0 11 1.6 0.5 1.0 334 0.3 304 0.2 15 0.3 4.1 100.0
Korea, Rep. of 22 0.1 17.3 113 51 13 0.7 22 05 28 339 09 135 04 21 04 54  100.0
Lao PDR 39 0.2 188 13 55 0.5 0.0 0.3 0.0 53 549 04 0.0 0.0 71 1.0 0.8 100.0
Malaysia 6.8 0.1 252 43 25 22 0.6 06 07 08 455 02 50 0.2 26 06 21 1000
Myanmar 57.7 0.0 39 1.0 0.2 0.1 0.0 0.0 0.0 0.0 35.0 0.1 0.0 0.1 0.2 1.7 0.0 100.0
New Zealand 18 0.2 7.6 52 07 0.2 21 03 22 32 464 20 36 0.1 27 06 212  100.0
Philippines 6.3 0.1 223 6.5 14 9.2 0.8 0.4 0.3 0.8 42.0 0.1 4.5 0.6 18 0.8 21 100.0
Singapore 17 0.0 214 10 08 04 0.2 02 01 03 194 00 533 01 04 01 0.7  100.0
Thailand 124 0.2 248 8.6 53 13 2.0 6.5 1.0 21 24.1 0.6 4.7 0.3 2.7 0.4 31 100.0
Vietnam 45 0.1 8.7 83 28 0.5 12 44 04 03 516 04 115 04 22 06 19 1000
FEALAC 4.6 0.1 19.3 7.7 42 14 1.0 19 0.6 1.7 29.7 0.5 19.2 0.5 23 0.7 4.6 100.0
Asia Pacific

[ ] share>5%

Source: Author rs’ calculations based on United Nations Commaodity Database (COMTRADE)

TABLE 10
FEALAC LATIN AMERICA EXPORTS TO FEALAC ASIA-PACIFIC , 2005-2007
(Shares in total exports to FEALAC Asia-Pacific, in percentages)

2
3
L o
g ;
© g K & 5 0© g ¢ )
2 8 8§ 6 &8 8 ¢ 8 £ 2 2 & 5 £ & H
Argentina 24 00 00 572 53 66 72 00 74 00 03 50 04 47 36 1000
Bolivia (Plurinational. 08 00 00 79 01 653 219 00 38 00 01 00 00 01 01 1000
State of)
Brazil 28 00 00 465 30 209 106 00 31 00 03 16 57 46 07 1000
Chile 10 00 00 389 12 355 190 00 06 00 01 09 05 16 06 1000
Colombia 16 00 00 457 03 325 139 00 03 00 04 06 34 13 00 1000
Costa Rica 09 00 00 643 01 74 75 00136 01 01 17 34 05 05 1000
Dominican Republic 39 00 00 204 00 233 407 00 40 00 05 00 52 14 05 1000
Ecuador 27 01 00 345 13 433 99 00 03 00 47 04 07 06 15 1000
El Salvador 28 00 28 143 100 411 82 00 149 00 07 05 03 05 39 1000
Guatemala 11 00 00 242 7.7 271 279 00 63 00 05 01 40 08 04 1000
Mexico 93 00 00 326 11 344 95 00 19 00 06 12 63 26 05 1000
Nicaragua 11.0 00 0.0 248 00 497 20 00 03 00 05 107 00 01 09 1000
Panama 10 00 00 788 14 101 53 00 04 00 00 00 03 16 12 1000
Paraguay 02 00 00 419 09 269 43 00 59 00 00 03 08 157 31 1000
Peru 14 00 00 531 0.7 298 123 00 01 00 02 05 01 10 08 1000
Uruguay 03 00 01 496 04 121 88 00 27 00 01 25 17 167 47 1000
Venezuela (Bolivarian 00 00 00 363 13 420 96 00 15 00 00 01 90 02 00 1000
Republic of)

FEALAC Latin America 26 00 00 445 22 261 180 00 26 00 03 16 29 31 10 1000

|:| share > 5%

Source: Authors’ calculations based on United Nations Commodity Database (COMTRADE)
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DISTRIBUTION OF INTRA FEALAC EXPORTS, BY MEMBER COU NTRY, 2005-2007
(Shares in total exports to FEALAC)

TABLE 11

E g < 5 © 5% B S . 0 .
£ 328 & 5 8 8 88 & © & & £ & & 5 S 883 2 8§ 5 B E g& 8 T 2z 38 5 & & ¥
Argentina 16 319 167 19 03 06 12 03 06 52 02 04 24 29 41 32 06 00 00 152 14 17 19 00 20 00 01 13 01 12 09 1000
Bolivia (Plurinational 11.9 484 18 54 01 01 04 00 00 08 00 12 09 6.6 0.1 67 01 00 00 12 00 102 34 00 06 00 00 00 00O 00 00 1000
State of)
Brazil 235 14 77 38 09 08 14 04 06 83 01 06 25 27 21 6.8 10 00 00 169 11 76 38 00 11 00 01 06 21 17 03 1000
Chile 30 10 103 19 06 02 16 04 07 82 01 06 02 35 03 22 07 00 00 253 08 232 124 00 04 00 01 06 03 11 04 1000
Colombia 0.6 0.6 3.0 34 28 66 142 06 17 62 01 28 00 82 01 30 02 00 00 55 00 39 17 00 00 0O OO 01 04 01 0.0 1000
Costa Rica 01 00 10 07 19 59 07 83 112 85 111 110 00 06 01 14 03 00 00 240 00 27 28 00 51 00 00 06 13 02 02 1000
Dominican Republic 04 0.1 0.9 1.0 13 35 12 11 37 220 11 26 01 0.6 00 13 23 00 00 121 00 138 241 00 23 00 03 00 31 09 03 1000
Ecuador 14 03 13 130 158 04 05 27 49 17 19 127 00 293 01 80 02 00 00 21 01 26 06 00 00 00 03 00 00 00 01 1000
El Salvador 0.0 0.0 03 02 04 122 59 01 461 48 169 80 00 0.2 00 05 01 00 O1 06 04 18 04 00 07 00 00O 00 00 00 0.2 1000
Guatemala 01 00 03 11 10 109 37 04 370 159 116 52 00 13 01 16 01 00 00 23 07 26 27 00 06 00 00 00 04 01 00 1000
Mexico 54 0.2 8.0 54 131 32 39 23 29 58 31 35 02 31 04 10.7 27 00 00 93 03 98 27 00 05 00 02 03 18 08 02 1000
Nicaragua 00 00 01 10 07 185 21 01 352 137 167 27 00 05 00 13 08 00 00 18 00 36 01 00 00 00 00 08 00 00 01 1000
Panama 0.0 03 0.8 05 97 258 81 15 47 122 64 92 0.0 0.6 0.0 11 02 00 00 149 03 19 10 00 01 00 00 00O 01 03 02 1000
Paraguay 193 22 283 94 02 00 00 04 00 00 05 00 02 33 272 24 00 00 00 27 01 17 03 00 04 00 00 00 00 10 02 1000
Peru 0.9 21 8.1 156 54 03 03 37 04 07 36 02 37 00 0.1 54 07 00 00 263 03 148 61 00 01 00 01 02 01 05 04 1000
Uruguay 195 04 343 69 09 01 03 05 01 02 93 00 06 37 20 41 01 00 00 85 01 21 15 00 05 00 00 04 03 29 08 1000
Venezuela (Bolivarian 04 01 217 135 205 17 15 63 02 09 137 01 48 01 33 0.0 00 00 00 41 01 48 11 00 02 00 00 00 10 00 0.0 1000
Republic of)
Australia 0.2 0.0 0.9 02 00 00 00 00O 00 0O 08 00 00 00 0.1 00 00 00 00 218 43 334 133 00 31 00 99 11 46 46 13 1000
Brunei 00 00 00 00 00 00 00 00 00 00 00 00 00 00 00 00 00 139 00 26 226 348 171 00 06 00 34 00 28 21 00 1000
Cambodia 0.2 0.0 0.1 02 01 00 00 00 00 o00 15 01 03 00 05 00 00 21 00 8.2 10 162 162 03 59 02 04 13 68 111 274 1000
China 09 00 30 12 06 02 02 03 01 02 33 01 16 01 04 02 07 54 00 03 39 354 173 01 53 05 07 23 89 38 32 1000
Indonesia 03 0.0 1.0 02 02 00 00 01 00 00O 05 00 01 00 0.1 00 01 46 01 02 136 30 123 00 70 03 05 26 151 44 17 1000
Japan 03 00 12 05 04 02 01 02 00 01 33 00 30 00 02 00 04 49 00 00 354 32 190 00 51 00 09 35 75 89 17 1000
Korea (Republic of) 0.2 0.0 20 13 06 01 01 03 01 03 39 01 15 00 0.2 00 06 29 00 01 468 34 169 00 34 01 04 25 63 27 29 1000
Lao PDR 00 00 00 00 00 00 00 00 00 00 01 00 00 00 00 ©00 00 19 00 01 66 00 21 16 47 00 00 00 02 632 194 1000
Malaysia 0.2 0.0 0.6 01 01 01 00 00 00 00 11 00 01 00 0.1 00 01 62 05 01 149 51 178 71 00 03 08 27 297 102 21 1000
Myanmar 03 00 00 00 00 00 00 00 00 00 02 00 00 00 00 00 00 05 01 00 93 06 80 23 00 46 00 01 32 695 12 1000
New Zealand 0.1 0.0 05 03 00 00 01 00 01 02 28 01 02 00 0.2 0.0 13 408 02 00 101 35 191 70 00 30 00 32 31 25 14 1000
Philippines 01 00 03 01 00 01 00 00 00 00 06 00 01 00 00 00 00 22 00 00 214 20 332 68 00 112 00 03 138 58 16 1000
Singapore 0.1 0.0 0.8 00 00 00 00 00 00 00O 07 00 19 00 0.0 00 00 67 04 03 169 172 94 62 00 235 04 09 35 74 37 1000
Thailand 05 00 10 03 02 01 01 03 00 01 10 00 02 00 01 00 01 66 01 18 178 61 248 39 15 101 12 08 38 127 47 1000
Vietnam 0.1 0.0 0.2 02 01 00 00 01 00 00 11 00 03 00 0.0 00 00 159 00 32 189 27 253 39 04 60 01 03 48 112 50 100.0
FEALAC 14 01 26 15 08 02 02 04 02 03 28 01 16 02 06 02 12 49 01 03 205 49 180 107 01 65 03 12 25 79 52 23 1000

|:| Share > 5%

Source Authors’calculations base don United Nations Commaodity Database (COMPRADE)
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TABLE 12
MATRIX OF INTRA FEALAC EXPORTS, 2005-2007
(Shares in total intra-FEALAC exports: in percentages)

£ £ s F
o &l E & ] 8 ; -‘E 5 < g’% I o = té; & > 8 o % )
£ 2 88 § 8 8 5 & 8 &§ 8 & w s B & g 8§ g2 & 5 8§ £ 8 & & & 5 & 5 %2 2 ¥
Argentina 0.0 0.6 0.3 0.0 0.0 0.0 0.0 0.0 0.0 0.1 0.0 0.0 0.0 0.1 0.1 0.1 0.0 0.0 0.0 0.3 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 2.0
Australia 0.0 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0. 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.2
g:’;‘giép'”""a“””a' 09 01 03 01 00 00 01 00 00 03 00 00 01 01 01 03 00 00 00 07 00 03 01 00 00 00 00 00 01 01 00 39
Brazil 0.1 Lk
Brunei 0.0 0.7
Cambodia 0.0 0.2
Chile 0.0 0.0
China 0.0 0.3
Colombia 0.0 0.1
Costa Rica 0.0 0.1
Dominican Rep. 0.1 i3
Ecuador 0.0 0.0
El Salvador 0.0 0.0
Guatemala 0.0 0.1
Indonesia 0.0 07
Japan 0.0 0.1
Korea (Republic of) 0.0 0.3
Lao PDR 0.0 5.4
Malaysia 0.0 0.5
Mexico 0.0 0.0
Myanmar 0.2 19.7
New Zealand 0.0 4.5
Nicaragua 0.1 20.0
Panama 0.0 11.4
Paraguay 0.0 0.0
Peru 0.0 6.1
Philippines 0.0 0.2
Singapore 0.0 0.9
Thailand 0.0 a7/
Uruguay 0.0 11.2
\ézgza:glséwwanan 0.0 5.0
Vietnam 0.0 13
FEALAC 14 0.1 2.6 L5 0.8 0.2 0.2 0.4 0.2 0.3 2.8 0.1 1.6 0.2 0.6 0.2 L2 4.9 0.1 03 205 49 180 10.7 0.1 6.5 0.3 L2 215 7 5.2 2.3 100.0

share > 5%

Source: Authors’ calculations based on United Nations Commodity Database (COMTRADE)
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lll. De facto trade integration
in and between Asia Pacific
and Latin America

1. Intra-regional trade dynamism: an overview

The dynamism of intra FEALAC-AP trade has been attarized by a
strong and increasing presence of products camegbras “high” and
“medium,” technology-intensity, which account foora than 55% of the
total (Table 13-A). This roughly coincides witht®rld share, indicating its
strong specialization in these products worldwidibe combined intra
FEALAC-AP share of primary products and natural ouese-based
manufactures, on the other hand, reach less tHaro8the total. Exports of
these countries to FEALAC-LA also shows an evenenadmminant position
of these products; exports of Asia-Pacific to L#&tmerica consist mainly of
manufactures, and together with “low” technologigitsity manufactures
goods, the share of manufactures reaches over 08itab exports to

FEALAC-LA. This overall picture of the region asaerld export platform

of medium and high technology intensity manufactunales, however, a
great heterogeneity that exists among these ceantri

Intra FEALAC-LA trade can be characterized, though to a much
lesser extent, by a significant presence of manufactures, espedially o
those belonging to both “medium” and “high” tech categories.chwhi
account for approximately 43% of total exports traded amoegeth
countries (Table 13-B). This trade pattern does not replicagdf iin
exports to the world, market in which 35.5% and 17.8%tafl exported
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consist of primary products and natural resourcedbananufactures, respectively, despite an impcttene of
“medium” (23%) and “high” tech (12%) products iritritotal. With respect to exports to FEALAC-APsirong
contrast, products belonging to primary produdi¥4pand natural resource-based manufactures (23%irat
for 84% of exports. In addition, the share of tbhamier category has been increasing over the yeatis.

American exports to FEALAC-AP in primary products/é been buoyant in recent years, propelled phjntsri
higher prices resulting from the strong demand lih& of these products. The low technology seethich

includes textiles and apparel, is still a signifitceegment of manufactures exports for severaltéesitin that
region. Besides, several AP countries are stilbmaxporters of primary products and natural remsbased
manufactures, sectors in which the comparativergalya of many Latin American countries lies.

TABLE 13-A
EXPORT PATTERNS BASED ON TECHNOLOGICAL INTENSITY, F EALAC-ASIA PACIFIC
(Percentages and millions of dollars)

Intra FEALAC Asia-Pacific To FEALAC-Latin America World

1990 2000 2006 1990 2000 2006 1990 2000 2006
Primary products 224 122 113 6.4 2.7 29 122 74 6.9
Manufactures based on NR 18.2 14.9 17.8 7.6 8.1 7.2 12.3 111 12.8
Low technology 139 139 13.0 117 156 177 16.8 16.1 16.7
Intermediate technology 275 24.3 26.2 54.8 514 43.3 353 30.2 29.9
High technology 155 321 29.1 185 215 252 210 328 30.9
Others 25 2.6 26 11 0.7 3.7 24 24 29
Total 188126 508195 1041925 12940 41105 92811 606727 1399972 2820726

TABLE 13-B

EXPORT PATTERNS BASED ON TECHNOLOGICAL INTENSITY, F EALAC-LATIN AMERICA
(Percentages and millions of dollars)

Intra FEALAC Asia-Pacific To FEALAC Latin America World
1990 2000 2006 1990 2000 2006 1990 2000 2006
Primary products 459 529 60.3 34.3 235 22.3 48.6 27.2 355
Manufactures based on NR 29.8 26.8 234 217 257 225 216 16.6 17.8
Low technology 8.2 4.2 32 14.6 13.7 114 10.2 12.1 85
Intermediate technology 14.3 8.9 9.0 244 28.3 33.0 159 25.6 234
High technology 15 7.0 39 40 75 9.7 2.6 17.0 124
Others 0.3 0.2 0.1 10 14 11 12 15 23
Total 11 240 17 075 52660 16224 51593 102045 117469 339722 637949

Source: Authors’ Calculations based on United Nations COMTRADE database.

1.1 FEALAC AP intra-regional trade

A detailed analysis of the structure of intra-regilotrade in this region shows that of the 20 nproducts
exported to the world in 2006 (classified accordioghe two -digit system employed by the Standard
International Trade Classification — SITC, Rev. Byr product categories, namely electric machinery
apparatus and appliances, office machinery andretito data processing equipment, road vehicles, and
precision machinery, figure among the most impaneaducts exported to its proper region (TableA)4-
For example, close to 45% of total exports in eleat machinery takes place within the FEALAC-AP
region. Furthermore, this sector accounts for alrh®%o of the total intra-regional trade that year.
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TABLE 14-A
FEALAC-ASIA PACIFIC INTRAREGIONAL TRADE BY PRODUCT, FEALAC — ASIA PACIFIC
(2-digit level of SITC Classification Revision 2, Millions of dollars and percentages)

Value of intra Asia Pacific exports Sharg of intra /-\sia Pacific Share iln total of intra
-« exports in total regional exports regional trade
§ Product description USS million %) )
1990 2000 2006 1990 2000 2006 1990 2000 2006
1| Electrical machinery, apparatus & appliances 17283 101, 90 178 240 317 421 445 93 204 175
2| Petroleum, petroleum products and related 22634 37,56 84938 715 686 714 122 75 83
materials
3| Office machines & automatic data processing 5638 42,23 72760 141 293 277 30 85 71
machines
4| Telecommunications & sound recording 8571 25651 56 365 175 269 237 46 51 55
5| Iron and steel 9136 15730 43760 491 535 50.8 49 32 43
6| Road vehicles (incl. air cushion vehicles) 10002 18422 40319 135 157 175 54 37 40
7| General industrial machinery & equipment 7219 14858 33299 354 321 36.6 39 30 33
8| Non-ferrous metals 4838 10524 32180 56.5 537 571 26 21 32
9| Organic chemicals 3478 11362 32121 39.8 446 499 19 23 32
10| Machinery specialized for particular 7482 15513 30433 391 41.0 404 4.0 31 30
11| Artif. Resins, plastic mat., cellulose 2908 11394 27072 424 482 50.6 16 23 27
12| Professional, scientivic & controlling 1842 6975 26705 246 310 40.0 10 14 26
13| Articles of apparel and clothing accesories 5066 18054 26 685 19.1 30.0 229 27 36 26
14| Metalliferous ores and metal scrap 3446 5873 26044 423 50.6 67.3 19 12 26
15| Miscellaneous manufactured articles 3923 13367 25822 19.0 26.1 26.3 21 27 25
16| Textile yarn, fabrics, made-up articles 6267 16575 23677 271 36.7 31.2 34 33 23
17| Gas, natural and manufactured 5914 10295 20207 931 782 776 32 21 20
18| Manufactures of metal, n.e.s. 3078 7278 18839 313 326 315 17 15 19
19| Power generating machinery and equipment 3,23 9074 17979 293 330 376 20 18 18
20| Coal, coke and briquettes 3,66 5138 15286 59.6 548 514 19 10 15
Other 49 202 119294 205736 26.7 20.2 18.1
Total 18515 498824 1018 260 . . . 100.0 100.0 100.0
TABLE 14-B
FEALAC-ASIA PACIFIC INTRAREGIONAL TRADE BY PRODUCT, FEALAC - LATIN AMERICA
(2-digit level of SITC Classification Revision 2, Millions of dollars and percentages)
Vool e SEESSSLA A St oo
Product description US$ million (%) (%)
1990 2000 2006 1990 2000 2006 1990 2000 2006
1| Road vehicles (incl. air cushion vehicles) 838 5416 14,314 169 154 251 52 106 141
ml;e:r?allesum, petroleum products and related 2530 8530 12448 86 153 97 158 166 123
3| Non-ferrous metals 539 1,698 5,186 6.6 152 147 34 33 51
4| Telecommunications & sound recording 93 945 4,660 18.2 45 130 0.6 18 46
5| Iron and steel 771 1,659 4,593 132 219 256 48 32 45
6| Artif. resins, plastic mat. Cellulose 462 1,852 3,659 371 56.8 517 29 36 36
7| Metalliferous ores and metal scrap 493 835 3,569 94 89 94 31 16 35
8| Gas, natural and manufactured 288 662 3,086 571 94.3 90.3 18 13 30
9| Cereals and cereal preparations 834 2,179 3,083 46.1 58.9 50.9 52 42 30
10| Electrical machinery, apparatus & appliances 367 1,426 3,018 274 50 89 23 28 30
11| Paper, paperboard, artic. of paper 319 1,622 2,456 26.0 524 49.1 20 32 24
12| Machinery specialized for particular 289 657 2,350 28.1 249 286 18 13 23
13| Medicinal and pharmaceutical products 175 1,465 2,146 50.4 67.6 654 11 29 21
14| General industrial machinery & equipment 406 1,142 2,136 275 16.3 16.1 25 22 21
15| Miscellaneous manufactured articles 371 1,319 2,065 302 20.0 220 23 26 20
16| Textile yarn, fabrics, made-up articles 426 1,479 1,902 217 31.0 376 27 29 19

(continues)
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TABLE 14-B (conclusion)

17 Essential oils & perfume and flavour 132 953 1,881 455 554 584 038 19 19
materials

18 Manufactures of metal, n.e.s. 341 1,044 1872 310 193 221 21 20 18

19 Organic chemicals 464 995 1,820 264 30.0 244 29 19 18

20 Chemical materials and products, n.e 290 917 1,508 495 589 574 18 18 15

Other 5,585 14,478 23,639 349 283 235

Total 16,013 51,273 101,391 . 100.0 100.0 100.0

Source: Authors’ calculations, on the basis of official figures based on COMTRADE

At a greater level of detail, roughly 60% of tradenachinery and transport equipment and in pads a
components in Asia-Pacific takes place intraredjipfgee Figure 14), following a significant incsessince the
early 199043 Latin America and the Caribbean, however, has nlesh intraregional trade in parts and
components, though trade in machinery and transgaipment registered a slight increase. Intrasimdirade
(IIT) performance in these sectors has been muatepin the region, even for the NAFTA countriekjall have
seen a slight decline in intraregional trade irtspand components. To attract greater investmtnttia region,
Latin American countries need to promote supplynchetworks in these sectors.

FIGURE 14
INTRAREGIONAL TRADE IN MACHINERY AND TRANSPORT EQUI PMENT AND IN PARTS AND
COMPONENTS, 1990 AND 2006°
(Percentages)

A. ASIA-PACIFIC (12)

|
62.0
Parts and components* _
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|
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B. NAFTA

Parts and components*
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equipment ‘ ‘ ‘ ‘ ‘ 407

ios T 19
All commodities

(continues)

13 Machinery and transport equipment is the largedtrmost buoyant segment of manufactures exportsuating for

37% of world merchandise exports and 53% of worthufactures exports in 2006. Notably, 24% of wentgorts
in machinery and transport equipment originate $ieA countries (World Trade Organization, 2008).
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FIGURE 14 (conclusion)
C. LATIN AMERICA AND THE CARIBBEAN
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Source: Authors’ calculations on the basis of the United Nations Commodity Trade Database (COMTRADE).

# The sector of machinery and transport equipment is defined as those products belonging to SITC code 7 (Rev. 2), while
the definition of parts and components are those that classified as “Parts” (51 groups of products classified at the 3 to 5
digits) within the same SITC code 7 product category.

1.2 FEALAC-LA intra-regional trade

Despite the overall image of being an exporterrmhgry products and natural resource-based manudsct
when examined at the national level, the expotctire of FEALAC-LA is found to be quite diverse
(ECLAC, 2008a). In fact, significant shares of thentries such as Argentina, Brazil, Mexico, Cdd@nand
Costa Rica, and to a lesser degree, El Salvadate@®ala, consists of manufactures goods, espeioiddiy-
and medium-technology categories. There exist antit intra-industry trade flows among the member
countries of MERCSOUR, Andean Community and CeAnaérican Common market countries.

The product composition of that trade is relatively simitathat of FEALAC-AP, with road
vehicles, petroleum, iron and steel and several machinery prdipciag among the top 20 products
(Table 15-B). These 20 products accounted for over 76% aff itdtaregional trade in 2006. In this
regard, the coincidence of the products as major intra-regicage in both Asia Pacific and Latin
America might point to bi-regional trade opportunities i@ these products.

However, in the case of FEALAC-LA, natural resodpesed products weigh more in the total intra-
regional trade basket; in addition to petroleuratesl products, there are substantial amountsrafnegional
exports in non-ferrous metals, gas natural, cengajser and its products, chemicals and esseit¢iaC@se to
half of these products are being exported to tbpasrregion. The coefficients for machinery produe in
general low, while that for medicinal and pharmé#calproducts, another item of high technologytent) is
quite high reaching 65%. There is also a substamtiaunt of intraregional trade in textiles andapplinter—
industry nature of bi-regional trade between Asieifie and Latin America.

1.3 Inter—industry nature of bi-regional trade betw  een
Asia Pacific and Latin America

The 30 leading products exported by FEALAC-LA to FEALA®-Avith the highest export values in
2006 are highly concentrated in natural resources and processkittprbased thereon (Table 15).
These 30 categories, at the SITC two-digit level, represerd than 90% of the region's total exports to
the Asia-Pacific region, and the first two groups, ferrand non-ferrous ores and metals, account for
roughly 45% of total exports. Mining-related exports haaadased their share, partly at the expense of
agricultural exports, owing to the continued growth of sommportant markets in Asia and the
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generalized rise in commodity prices. This mounting concentragiftects a large increase in the share
of some key commaodities due, in turn, to both price andmeleffects.

Despite the high presence of a number of Latin Acaarcountries among the main suppliers of
these 30 products, FELAC-AP countries has achievéih level of diversification of supply sources,
sufficient to prevent Latin America from havingastg bargaining power with respect to these products
There is significant competition with several depeld economies, such as Australia, Canada, New
Zealand and the United States, and with neighbgudaveloping Asian countries, such as China,
Indonesia, the Republic of Korea, Taiwan ProvinéeChina and Thailand, among others, in mining,
agriculture, fishery and forestry products, wheaéi. America traditionally enjoys comparative adeges
(ECLAC, 2008b). Now, African countries are incregty emerging as other competitors in these fields.

When examined at the national levels, Latin American and Caribbeatriestindividual export
baskets to principal Asia-Pacific markets continue to be higbhcentrated in few primary products:
almost all (except for Brazil and Mexico) have top three expamstrepresenting more than two thirds
of total exports (Table 16). An interesting exception te thle is Costa Rica, whose export basket to
Asia consists mainly of semiconductors and parts for data meghi

It should be highlighted, however, that products incafiog greater value-added have also
gained ground since 1990; the list includes a number of nesugpts, such as fishery products and meat
products, along with high-technology manufactures such as a&ctrmicrocircuits and
telecommunications equipment and data-processing machinery, itomadd several medium-tech
products such as road vehicles. The presence of these manufactdestgindicates that Latin
America begins to engage itself, though gradually, in thelgtighain networks prevalent in the Asia-
Pacific region. This is also evidence of the dynamic nature-@gibnal trade and the opportunities that
exist for Latin America and the Caribbean to expand its exjpsg beyond basic commodities.

Imports of FEALAC-LA from the Asia Pacific region, on tlether hand, consist mainly of
manufactures. Table 15 lists the top 30 products importéciity America in 2006, indicating the value
of trade in these products in that year, the share of each piistiedtand the annual growth rate during
1990 and 2006. Manufactures range from labour-intensive giodo the automotive and electronics
sectors. The top 30 products listed account for 98% of itof@brts from Asia Pacific, showing a high
level of concentration. A comparison of FEALAC-LA’s expottsand imports from FEALAC-AP in
this table reveals the “inter-industry” nature of bi-regioredidy.

The above confirms that Asia Pacific countries sireng players in the market for technology-
intensive goods. In several other sectors, sufbotwear and textiles and apparel and electronmgyzts,
the region competes directly with Latin Americarueies in their proper markets and third country
markets. The strategic position of Asia Pacificatation to other suppliers suggests that to seaureven
higher share of the Latin American market, AsiaifRacountries need to strengthen their links farttvith
Latin American economies by building up alliancesl @romoting various types of business cooperation.
Achieving this goal in turn requires a deeper krealgke of Latin American markets.

Meanwhile, the strong position of the United States and sehatial American countries in many
manufactured product groups underlines the challenges for Pesidic countries of maintaining or
expanding their market shares in the light of implementieg frade agreements with the United States
or the European Union. In the absence of a similar internatioadé arrangement of Asia Pacific
countries, these agreements with the North could lead to a eeldderioration in market access
conditions for Asia Pacific exports to Latin America.
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TABLE 15
FEALAC LATIN AMERICAN EXPORTS TO AND IMPORTS FROM F EALAC ASIA-PACIFIC: 30 LEADING PRODUCT GROUPS, 1990 , 2000 AND 2006

FEALAC — Latin America to FEALAC — Asia Pacific FEALAC — Latin America imports from FEALAC — Asia Pacific

x x
S - Share in Growth rate S SITC - Share Growth
@ @
g SITCCode  Product description 1990 2000 2006 total (%) ) & Code Product description 1990 2000 2006 total (%) rate (%)
2006 1990-2006 2006 1990-2006
Electrical machinery, apparatus and
1 28 Metalliferous ores and metalscrap 1569 3245 17937 34.1 164 1 77 appliances, n.e.s., and electrical parts thereof 671 6732 21476 18.7 24.2
(including non-electrical counterparts, n.e.s., of
electrical household-type equipment)
2 68 Non-ferrous metals 1981 2026 5601 106 67 2 76 1elecommunications and sound-recording 1273 3615 19122 16.6 185
and reproducing apparatus and equipment
3 22 Oil seeds and oleaginous fruit 306 1151 4427 8.4 182 3 75 Office machines and automatic data- 219 2603 12668 11.0 289
processing machines
4 33 Petroleum, petroleum products and 1496 956 2881 55 42 4 78  Road vehicles (incl. air cushion vehicles) 1033 4354 11202 9.7 16.1
related materials
5 08 Feen_:hng stuff for animals (not including 233 1149 2542 48 161 5 87 Erofessmnal, scientific and controlling 137 605 4943 43 251
unmilled cereals) instruments and apparatus, n.e.s.
6 67 Iron and steel 1629 649 1670 3.2 0.2 6 89 Miscellaneous manufactured articles 241 1752 4936 43 20.8
Fish, crustaceans, molluscs and other General industrial machinery and equipment
7 03 aquatic invertebrates, prepared or 247 1002 1386 2.6 114 7 74 ’ i quip ’ 344 1601 4675 4.1 17.7
n.e.s., and machine parts, n.e.s.
preserved, n.e.s.
8 01 Meat and meat preparations 127 302 1352 2.6 15.9 8 67 Iron and steel 352 1047 2845 25 14.0
9 25 Pulp and waste paper 237 737 1325 25 11.3 9 69 Manufactures of metal, n.e.s. 142 806 2695 2.3 20.2
10 42 F|>_<ed vegetabl_e fats and oils, crude, 257 157 1044 20 9.2 10 65 Textile yarn, fabrics, made-up articles, n.e.s., 199 1330 2681 23 17.7
refined or fractionated and related products
1 61 Leather, leather manufactures, ne.s., 85 326 1025 1.9 16.8 1 72 _Machm_ery specialized for particular 307 1147 2 405 21 133
and dressed furskins industries
12 78 \z%?glg’se)h'c'es (incl. air cushion 58 08 950 1.8 191 12 84 Articles of apparel and clothing 63 833 2160 1.9 24.7
Electrical machinery, apparatus and
appliances, n.e.s., and electrical parts
13 77 thereof (including non-electrical 22 268 905 1.7 26.1 13 58 Artif. Resins, plastic mat., cellulose 45 627 1927 17 26.4
counterparts, n.e.s., of electrical
household-type equipment)
14 51 Organic chemicals 259 277 859 1.6 7.8 14 51 Organic chemicals 164 775 1779 15 16.1
15 07 Coffee, tea, cocoa, spices, and 381 574 829 1.6 50 15 71  Power-generating machinery and equipment 228 1116 1765 15 13.7
manufactures thereof
16 75 Office machines and automatic data- 122 533 741 1.4 119 16 32 Coal, coke and briquettes 186 517 1611 1.4 14.4
processing machines
17 24 Cork and wood 206 360 724 1.4 8.2 17 62 Rubber manufactures, n.e.s. 143 717 1475 13 15.7
18 05 Vegetables and fruit 176 433 623 12 82 18 33 E;fr'l:‘;" petroleum products and related 119 255 1434 12 16.9
19 06 Sugar, sugar preparations and honey 14 130 577 1.1 26.3 19 85 Footwear 44 388 1267 11 234

(continues)
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TABLE 15 (conclusion)

20

21

22

23

24
25

26

27

28

29

30

04

71

72

26

58
52

76

74

12

27

11

Cereals and cereal preparations

Power-generating machinery and
equipment

Machinery specialized for particular
industries

Textile fibres (other than wool tops and
other combed wool) and their wastes
(not manufactured into yarn or fabric)

Artif. res ins, plastic mat., cellulose
Inorganic Chemicals

Telecommunications and sound-
recording and reproducing apparatus
and equipment

General industrial machinery and
equipment, n.e.s., and machine parts,
n.e.s.

Tobacco and tobacco manufactures

Crude fertilizers, other than those of
division 56, and crude minerals
(excluding coal, petroleum and precious
stones)

Beverages
Other
Total

257

51

67

317

80
81

31

65

7

42

910
11 160

89

78

145

87

91
118

171

104

192

121

91

3595
17 056

480

437

375

338

310
274

263

245

240

228

183

4679
52 604

0.9

0.8

0.7

0.6

0.6
0.5

0.5

0.5

0.5

0.4

0.3

8.9
100.0

4.0

14.4

11.4

0.4

8.8
7.9

34.1

13.7

8.5

7.0

9.7

10.8
10.2

20

21

22

23

24
25

26

27

28

29

30

66

88

54

23

73
82

59

83

52

68

02

Non-metallic mineral manufactures

Photographic apparatus, equipment and supplies
and optical goods, n.e.s.; watches and clocks

Medicinal and pharmaceutical products

Crude rubber (including synthetic and
reclaimed)

Metalworking machinery

Furniture and parts thereof

Chemical materials and products, n.e.s.

Travel goods, handbags and similar
containers

Inorganic Chemicals

Non-ferrous metals

Dairy products and birds’ eggs

Other
Total

49

48

193

95

54

22

38

261

684
7822

385

598

313

256

299
140

216

198

153

134

307

1,398
37,414

1,159

1,057

797

735

661
616

561

554

444

396

387

1832
115133

1.0

0.9

0.7

0.6

0.6
0.5

0.5

0.5

0.4

0.3

0.3

16
100.0

21.9

10.6

19.1

8.7

12,9
34.2

15.8

34.4

20.6

15.9

25

6.4
18.3

Source. Authors’ calculations on the basis of official data from the statistical database on merchandise trade (COMTRADE).
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TABLE 16
LATIN AMERICA AND THE CARIBBEAN: LEADING EXPORTS P RODUCTS TO ASIA-PACIFIC BY DESTINATION BY DESTINATI ON, 2004-2006
(In percentage of total exports to selected partner)

China

Japan

Republic of Korea

ASEAN 5

Soya beans 46.2%; Soya oil 23.4%;

Copper 25.6%; Aluminium 18.3%; Propane

Copper 31.4%; Soya oil 25.7%; Qil-cake

Oil-cake 43.5%; Other maize 15.7%; Soya

i )0, 0, 0, 0,
Argentina Petroleum 13.3% 82.9% & 606 504% 173% 744% 1500 742%
— — - o — Ve - e - e - Yve — e
g?a“t\g% f()F’Iurlnanonal 831 ;tho ﬁ_,fel;lg; ;?)r:gelr;lés%WOOd 14.2%; 50.05 4212%/32.8 %; Precious metal 10.8%; Sesame 97.9% Precious metal 46.3%; Zinc 39.6%; Lead 8.7%  94.6% Egrg;r? cA)éc:\cliog 7cﬁo/onlferous wood 3.8%; 04.2%
) Soya beans 27.8%; Iron 20.1%; .. Iron 18.1%; Poultry, meat 16.6%; Aluminium o, Non-finished iron, steel 14.3%; Iron 13.4%; o, Oll-cake 11.8%; Sugars 6.3%; Non- o
Brazil Petroleum 7.7% 55.5% 13.3% 48.0% Petroleum 9.6% 874% finished iron, steel 6.0% 24.0%
. Copper, refined 42.1%; Copper 35.2%; Copper 48.4%; Molybdenum and others o, Copper, refined 42.3%; Copper 28.3%; o, Copper, refined 32.0%; Copper 17.3%; .
Chile Chemical wood pulp 6.6% 84.0% 12.3%; Fish 8.3% 69.0% Monohydric alcohols 8.7% 793% Iron 13.3% 626%
Other ferro-alloys 53.0%; Other non-ferrous o g o0/ g o o " . 0/ . o0
Colombia waste 36.8%; Other bovine, equine leather ~ 92.7% Coffee 64.9 f) Other ferro-alloys 14.8%; ga.g9, Other ferro-alloys 69.(3) %; Coffee 14.7%; Other o, o, Hides and sk|n3027.3 %; Precious 13.9%; 53.2%
28% Flowers 5.1% non-ferrous waste 8.2% Fungicides 12.0%
Microcircuits 76.9%; Parts for data ; S Parts for data machines 60.7%;
. ) i - Coffee 31.4%,; Parts for data machines Parts for telecom. 38.4%; Microcircuits 24.0%; R :
04" 0, ’ 0, ’ ’ 0, 04" 0,
Costa Rica maqhmes 11.3%; Telecommunication 92.7% 19.3%; Microcircuits 13.4% 64.1% Parts & acces. for data machines 14.6% 76.9% Microcircuits 24.8%; Nuts and kernels 87.4%
equipment 4.5% 1.9%
Petroleum 89.6%; Other non-ferrous waste Bananas 28.4%; Petroleum 17.9%; Flours, o, Petroleum 97.0%; Other non-ferrous waste ., Fish's fat and oils 31.8%; Tobacco 13.3%; o
Ecuador 4.5%; Bananas 1.0% 950% it for human 13.99% 60.2% 1 10¢; Fish 0.6% 98.6% Coffee extracts 10.2% 55.3%
Other non-ferrous waste 54.8%; Metal Coffee 95.2%; Crustaceans 1.8%; Sesame o, Other non-ferrous waste 53.9%; Coffee 24.2%; o, Sugars 95.1%; Sewing machines 1.5%; o
El Salvador wastes 10.6%; Plastic wastes 6.6% 720% 1.1% 98.1% Sewing machines 8.9% 87.0% Other non-ferrous waste 1.5% 98.2%
Sugars 78.1%; Sports footwear 2.6%; o, Coffee 63.0%; Sesame 18.3%; Other o, Sugars 88.1%; Blouses and shirts 2.4%; o, Sugars 70.3%; Spices 17.9%; Goods o
Guatemala Footwear, n.e.s. 2.4% 83.1% vegetables 2.1% 83.4% Inorganic chemicals n.e.s. 2.4% 92.9% vehicles 3.6% 91.8%
Switch. Apparatus 24.8%; Zinc 22.7%; o, Coffee 81.3%; Sesame 8.8%; Other non- o, Zinc 48.1%; Coffee 26.8%; Precious metal o, Sugars 90.7%; Other textiles 4.2%; o
Honduras Sugars 18.3% 658% torrous waste 2.2% 92.3% 10.9% 85.7% Coffee 1.7% 96.5%
] ; ) . Parts for data machines 23.3%; Data
. Parts for data machines 20.8%; Other non- Molybdenum and others 14.1%; Vehicles for . Copper, refined 23.6%; Zinc 16.7%; Other non- o . h N Hr o
Mexico ferrous waste 12.3%; Parts for vehicles 5.9% 39.0% persons 10.2%; Meat of swine 8.3% 826% ferrous waste 7.1% 47.7% processing equip. 6.5%; Microcircuits 355%
5.7%
I . ] Monohydric alcohol 66.4%; Spirits
. Sugars 47.3%,; Other sugars 31.1%; Other o, Coffee 44.2%; Sesame 22.6%; Edible offal o, Other bovine, equine leather 93.9%; Crustaceans o o 0 . o
Nicaragua bovine, equine leather 6.9% 85.3% 21.3% 88.1% 5.4%; Sewing machines 0.5% 99.8% ges\gzrages 30.0%; Clothing accessories 99.0%
Other non-ferrous waste 45.3%; Flours, urfit for . . Iron, waste and scrap 27.5%; Other ferrous
! . Flowers 38.6%; Edible offal 18.7%; Bovine Other non-ferrous waste 55.1%; fish's fats and . !
) o j j 0 ; o 0 g ,
Panama Tgrg;r: cons. 22.7%; Other ferrous waste 78.6% meat 15.7% 73.0% oils 33.0%; Iron's waste and scrap 4.5% 92.5% ‘1\’?545;) 22.7%; Other non-ferrous waste 67.6%
Cotton 65.6%; Other bovine, equine leather Sesame 92.5%; Groundnuts 2.0%; Cotton 49.5%; Sesame 19.8%; Bovine meat Other bovine, equine leather 47.3%; Cotton
Paraguay 16.0%; Non-coniferous wood 8.2% 89.8% Vegetables, dried 1.7% 96.2% 7.7% 77.0% 24.1%; Wheat, unmilled 21.9% 98.2%
Copper 33.7%; Flours, unfit for human o, Copper 32.4%; Flours, unfit for human o 7 o o o o, Copper 26.0%; Flours, unfit for human o
Peru consumption 26.5%; Lead 9.5% 69.7% consumption 15.6%; Zinc 14.7% 62.7% Zinc 40.4%; Copper 26.6%; Lead 10.7% 771% consumption 25.8%; Zinc 21.6% 734%
Wool, animal hair, carded 26.0%; Other - ) N . ’
.y . § , Wood in chips 67.9%; Fish 6.4%; Wool, Other cheese; curd 55.2%; Fish 16.4%; Whole Other bovine, equine leather 74.2%;
" 0, 0/ 0, 0,
Uruguay tl)gws?z eqine leather 21.9%; Wool, greasy 61.4% carded 6.4% 80.6% hides and skins of bovine 7.2% 78.8% Bovine meat 5.6%; Whole furs 4.5% 84.3%
Venezuela (Bolivarian Iron products 38.7%; Petroleum 24.5%; 79.3% Aluminium 83.9%; Vessels 7.9%; Cocoa 04.2% Granule and powder, iron, steel 82.4%; Other 93.6% Petroleum 64.4%,; Iron products 15.7%; 86.2%
Republic of) Other non-ferrous waste 16.2% " beans 2.4% "~ non-ferrous waste 9.6%,; Inorganic acid 1.6% """ Acyclic hydrocarbons 6.1% !
Caribbean® Alumina 61.3%; Sugars 28.5%; Other 93.7% Gas 64.0%; Crustaceans 14.8%; Coffee 92.6% Granule and powder, iron, steel 63.8%; Aluminium 79.1% Iron products 34.5%; Tobacco 6.1%; 46.2%

ferrous waste 3.9%

13.8%

9.0%; Other nonHemous waste 6.3%

Electric resistors 5.6%

Source: Authors’ calculations on the basis of United Nations Commodity Trade Database (COMTRADE)
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2. Intra-industry trade (lIT) in and between the tw 0 regions

Intra-industry trade (IIT) can be grouped into tiypes, vertical and horizontal. The former is dgratin
which partner countries import goods of differingatity from the same industry category. For example
Japan might export capital-intensive, high-quatjyods, while it imports labour-intensive, low-goali
goods from another country. In contrast, in theetacountries export and import goods belonginth&o
same industry category but differentiated by desigariety, brand, consumer tastes, monopolistic
competition, consumer or other features. The iifi@ng intra-industry trade observed in office mawry,
transport equipment, and electronics among FEALAZeAuntries is a combination of both IIT types.

2.1 Overview

A brief analysis on the IIT evolution of FEALAC méer countries among themselves and with othermegio
of the world indicates that there have been sutbgtachanges over the years, especially in the AP
region. This conclusion has been drawn from theutations of Grubel Lloyd Index (GLI) that takesalue
between 0 and 1. The coefficient moves closer taslthe proportion of intra-industry increasesthis
exercise, in order to capture substantive changediferentiate the depth of IIT, three levelsGifl are
adopted: first level: GLI > 0.33; second: GLI >®40.33; and third; GLL < 0.10. The calculations arade
at the 3 digit SITC level, disaggregated into 28R%Ipct groups. The GLIs indicate that:

* both FEALAC sub-regions have increased IIT: from 0.13.800n FEALAC-LA and from
0.22 to 0.36 in FEALAC-AP;

» the strongest hikes in lIT coefficients are observed in irEALAC-AP trade;

» the IIT coefficients for bi-regional trade between Latin America As@h-Pacific, though
rising, still remain very low, at 0.07 and 0.05; and

» coefficients for IIT with the United States and the EuropeaiotJare rising substantially, for
both regions. The increase is most striking in the casd ofith the United States.

» of the four patterns of IIT (Table 17), in morerif28% of the sectors analyzed, most trade flows
between the Asia-Pacific region and Latin Ameriiater-industrial rather than intra-industrial
in kind (i.e., trade consists of exchanging primaiyducts and natural resource-based products
for manufactures. However, this general patterrichvis based on regional averages, hides the
considerable variation within each region and betwe countries from both regions.

TABLE 17
FEALAC: EVOLUTION OF IIT IN FEALAC AND OTHER REGION S 1990, 1995, 2000 AND 2006
(Grubel Lloyd Index)

Intra-FEALAC Extra-FEALAC

FEALAC-LA  FEALAC-AP EUfODeg; Union-

Regions/countries United States

1990
FEALAC LA 0.13 0.03 0.08 0.23
FEALAC-AP 0.04 0.22 0.19 0.30
1995
FEALAC LA 0.22 0.04 0.10 0.37
FEALAC-AP 0.04 0.30 0.26 0.37
2000
FEALAC LA 0.27 0.06 0.12 0.44
FEALAC-AP 0.07 0.36 0.27 0.39
2006
FEALAC LA 0.20 0.05 0.13 0.39
FEALAC-AP 0.07 0.36 0.26 0.27

Source: Authors’ calculations based on United Nations COMTRADE database.

46



CEPAL - Serie Comercio Internaciona?t 87 Latin American and Asia Pacific trade and invesnt relations...

2.2 Intense and deepening intra-industry trade in F EALAC-AP

IIT performance of Asia Pacific has been one of the showcases &dct®e regional integration
worldwide. The GLlIs for this region are high and are sgtihg for the region as a whole. In fact, among
the four regional groupings (FEALAC-LA, FEALAC-AP, FEAC-United States, and FEALAC-EU)
considered, Asia-Pacific, its proper region, shows thesipBLI.**

Among FEALAC-AP economies, the countries that sleowigh GLI are Singapore and Malaysia,
followed by the Philippines, Republic of Korea, fiérad and Japan. One interesting aspect is that that
exception, on the one hand, of Brunei Darussalami©dia, Myanmar, and Viet Nam whose GLlIs are quite
low, and of Singapore and Malaysia with very highsizon the other, the rest of the ASEAN regionvsho
coefficients in the second range of GDIs adoptatimreport (that is GLI greater than 0.10 bug kxan 0.33).
This indicates relatively high IIT relations in nuéectures with the rest of the world. With the etiom of the
newer members of ASEAN, Asia Pacific countries esaprite satisfactorily in GLIs, and more importanthe
overall performance is distributed quite evenly agiite countries (i.e., Japan, China, Korea, artelshg5).

In this region, the IIT deepening, centered in the machineryrator-vehicle industries, has not
been a “lop-sided” process but a shared task involving a nurhibeuntries, big and small alike (Table
18). One of the explanations for this IIT dynamics relatehe¢d'fragmentation” or “slicing-up™ of the
production processes across national boundaries, promotedribys/types of business associations
(e.g., FDI, joint ventures and others) and intra-firmerad

TABLE 18
FEALAC ASIA PACIFIC: IIT WITH MAJOR TRADE PARTNERS, 2006
(On the basis of SITC Revision 2, at the 3 digit level)

FEALAC-LA  FEALACAP  United States Eﬁﬂﬁ)ena” Total exports
Australia 0.10 0.14 0.26 0.16 0.14
Brunei Darussalam 0.00 0.02 0.01 0.09 0.02
Cambodia
China 0.08 0.30 0.21 0.24 0.21
Indonesia 0.03 0.21 0.12 0.12 0.17
Japan 0.06 0.34 0.35 0.34 0.28
Malaysia 0.09 0.45 0.33 0.28 0.37
Myanmar
New Zealand 0.04 0.25 0.26 0.13 0.20
Philippines 0.04 0.40 0.20 0.22 0.31
Rep. of Korea 0.06 0.43 0.35 0.22 0.30
Singapore 0.17 0.54 0.48 0.30 0.44
Thailand 0.10 0.36 0.34 0.25 0.30
Viet Nam 0.00 0.00 0.00 0.00 0.00
FEALAC-AP 0.07 0.35 0.30 0.26 0.27

Source: Authors’ calculations based on United Nations Commodity Trade Database (COMTRADE).

Over a decade and half, the bilateral IT among the countries AEAE-AP has increased,
especially between China with ASEAN (5) and China and Japan. lEaaknin 1990, several bilateral
trade relations had already assumed an IIT character. For examelbjlditeral flows showed a GLI
higher than 0.40 already in 1990: Australia/New Zealand, Kohia#_= Japan/Korea,
Malaysia/Singapore, and Thailand/Singapore. In that year, theesalger 20 cases of IIT, whose GLIs
were higher than 0.1 but lower than 0.4. In general, thendéftvork building in Asia-Pacific at the
beginning of the 1990s did not involve the latecomers su€hae and Viet Nam.

141t should be noted that the results of the redieifit report on Regional Perspectives for Asia Padifiuntries 2007

provides GLIs that are much higher than the GLIthefpresent report and other studies (0.35 inNtkestudy). The
difference between the two derives from the faet tine IMF study disaggregates at the 2 digit evelhile the
present report adopts the production classificabiased on SITC at the 3 digit levels.

a7



CEPAL - Serie Comercio Internaciona?t 87 Latin American and Asia Pacific trade and invesnt relations...

At present, the IIT is at an even more advanced stage. Not ighlgriGLIs are reported for the
existing IIT flows in 1990 but also several new trade axe® lmwerged and they are intensifying.
China, which had a high GLI with only Republic of Korea &itgapore, deepened its IIT relations with
Japan, Malaysia, Philippines, and Thailand, and to some ewiémtindonesia and Viet Nam (For the
year 2006, see Table 19). In return, the ASEAN (5) courttaee expanded IIT in manufactures with
China. Increases of Japan’s GLIs with its Asian neighbore feeen more uniform among partner
countries and consistent over the years than the case of Clyonee(Eb).

TABLE 19
FEALAC-ASIA PACIFIC: EVOLUTION OF IIT RELATIONS, 20 06
(Grubel &I Lloyd Index)

Partners B §
8 "§ 3 g 8 % é § g =

: 8 § 6 2 &£ 8 % s 8 F ¢ &5 §£
Brunei 0.00
Cambodia 0.03 0.14
China 0.09 0.00 0.03
Indonesia 0.21 0.00 0.00 0.29
Japan 0.05 0.00 0.01 037 0.16
Laos 0.49 0.01 0.00 0.01 0.00 0.05
Malaysia 0.14 0.18 0.07 047 0.43 0.37 0.00
Myanmar 0.01 0.00 0.00 0.02 0.00 0.02 0.00 0.02
New Zealand 0.54 0.00 0.00 0.07 0.12 0.05 0.00 0.10 0.00
Philippines 0.27 0.01 0.07 041 0.26 0.40 0.00 0.47 0.00 0.04
Rep. of Korea 0.07 0.00 0.01 050 0.14 0.45 0.02 0.38 0.01 0.11 0.43
Singapore 0.24 0.06 0.07 048 0.53 0.53 0.00 0.74 0.04 0.15 0.41 0.62
Thailand 0.20 0.00 0.01 0.37 0.35 0.38 0.07 0.49 0.01 0.09 0.42 0.33 0.50
Vietnam 0.03 0.02 0.00 0.12 0.11 0.29 0.00 0.17 0.00 0.02 0.06 0.12 0.08 0.13

[ Joeus0s3 [ ]ocLi>013<033 [ Jou<o1o

Source: Authors’ calculations based on United Nations Commodity Trade Database (COMTRADE).

FIGURE 15
CHINA AND JAPAN: IIT WITH OTHER ASIAN PARTNERS 1980 -2006
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Source: Authors’ calculations based on United Nations Commodity Trade Database (COMTRADE).
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2.3 Bilateral lIT relations in Latin America

The IIT performance of FEALAC-LA does not fair quite well @shcompared with that of FEALAC-
AP. Nonetheless, the GLIs for FEALAC-LA show a risingril, though still remaining at levels much
lower than those of the Asian counterparts. Once again, the loassasment also hides a marked
disparity among the countries of that region. There also sgistral [IT nexuses in the region with
Brazil, Mexico and Argentina acting as major IIT nexuses.

The FEALAC member countries with high GLIs are MexiArgentina and Brazil and Costa Rica
(Table 20). In the case of Mexico and Brazil, tiighBst coefficients are observed in their GLIs with
United States. The US market is especially determtifor the IIT of Mexico, to which the country tiaes
more than 80% of total exports. Among the FEALAC-imembers, only Mexico surpasses the first of the
three thresholds adopted in this report —over @B®tal trade—. The GLIs of all the FEALAC-LA
members with respect to FEALAC-AP are invariabhy,lovith the exception of Costa Rica. With regard to
the European Union, Argentina, Brazil and Mexicactethe second GLI range.

TABLE 20
FEALAC-LATIN AMERICA: IIT WITH THEIR PRINCIPAL TRAD E PARTNERS, 2006
(On the basis of SITC Revision 2, at the 3 the digit level)

FEALACLA FEALACAP  United States Eﬁﬂﬁ)ena” Total exports
Argentina 0.34 0.03 0.21 0.10 0.20
2?;;‘2%};’ lurinational. 0.04 0.00 0.14 0.02 0.04
Brazil 0.27 0.07 0.35 0.21 0.19
Chile 0.11 0.01 0.13 0.02 0.06
Colombia 0.19 0.01 0.12 0.06 0.12
Costa Rica 0.18 0.11 0.25 0.05 0.16
Ecuador 0.19 0.00 0.04 0.02 0.08
El Salvador 0.17 0.00 0.10 0.02 0.11
Guatemala 0.19 0.02 0.06 0.05 0.10
Mexico 0.17 0.07 0.49 0.18 0.38
Nicaragua 0.04 0.00 0.06 0.01 0.04
Panama 0.07 0.00 0.07 0.01 0.05
Paraguay 0.09 0.00 0.03 0.01 0.05
Peru 0.08 0.01 0.12 0.02 0.06
Uruguay 0.20 0.02 0.07 0.04 0.11
\é‘;gﬁéﬁs'ﬁb(Bo""a”a” 0.06 0.01 0.02 0.02 0.02
FEALAC-LA 0.20 0.05 0.39 0.13 0.23

[ Gu>03 [ ]GLI>010<0.33 [ ]ocL<o10

Source: Authors’ calculations base on United Nations COMTRADE database

In the case of bilateral intra-FEALAC-LA trade, tehthe 16 countries, for which data are available,
recorded a GLI coefficient in the second range, anigt for 6 countries, IIT was found to be relatjve
intensive (Table 21). And of these 6 countriesy @aml3 cases (Brazil, Costa Rica and Argentinag, @
reached the first range, in manufactures with higifor medium technology contents.
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TABLE 21
SCALE OF GLIS IN INTRA FEALAC-LATIN AMERICAN TRADE, 2006
(On the basis of SITC Revision 2, at the 3 the digit level)

Breakdown

Brazil
Colombia
Costa Rica
Ecuador

El Salvador

S Guatemala
©
Honduras
Mexico
Uruguay

0.14 | 0.09 | 038 | 0.14 | 0.22 0.03 | 0.15 | 0.20
039 | 027 | 019 | 026 | 018 | 0.21 | 0.16 | 0.25 | 0.28
021 | 022 | 021 | 021 | 027 | 0.26 | 0.20 | 0.20 | 0.33

High technology
intermediate technology

© o o ;
w o i |Argentina
o O N

Low technology

Manufactures based on NR 0.29 0.27 0.15 0.12 0.26 0.17 0.12 0.12 0.10 0.21
Primary Products 0.08 0.07 0.06 0.06 0.06 0.04 0.12 0.19 0.08 0.07
GLI total trade 0.34 | 0.27 0.19 0.18 0.19 0.17 0.19 0.15 0.17 0.20

Source: Authors’ calculations based on United Nations COMTRADE database

When the all the possible bilateral trade combinations in thd_RE-LA region are considered,
though a general rising trend, over the period of 1990-2068ceable increases, by way either of
deepening IIT or increasing IIT more than proportionally,racerded only for a small number of cases.
The bilateral IIT relations that have deepened over the years aredises, the trade between Argentina
and Brazil, Guatemala and El Salvador, and Guatemala and Costa Ricaedond group which has
been able to increase GLlIs in their bilateral trade relations thareproportionally (highlighted with
light green) include Mexico, Colombia, Uruguay, and Chile, tmé lesser extent, Paraguay, Peru,
Venezuela, Dominican Republic (for the year 2006, see Table 22).

TABLE 22
FEALAC-LATIN AMERICA: EVOLUTION OF IIT RELATIONS, 2 006
Partners = © 5 ©
c < ©

g é g é -S L <] g g o = g (E z

c 88F = ® [S g £3 B = o o @© % D S

g =£9 N o S 3 E3S S & T F 5] c [ 2 2

: © 358 & = S Qg oS o 5] e =1 [9) o IS IS @ =

Countries < agd o @) o © ag u o 0] = z o o Q =)
Bolivia (Plurinational
State of) 0.06
Brazil 0.51 0.01
Chile 0.16 0.10 0.08
Colombia 0.08 0.01 0.10 0.25
Costa Rica 0.02 0.06 0.06 0.07 0.16
Dominican Republic 0.02 0.00 0.01 0.11 0.00 0.07
Ecuador 0.03 0.02 0.03 012 033 0.15 0.14
El Salvador 0.00 0.00 0.00 0.00 0.04 031 0.15 0.00
Guatemala 0.01 0.09 0.01 000 0.02 045 0.06 0.00 0.48
Mexico 0.25 0.03 0.27 0.11 0.17 012 0.09 0.04 0.13 0.16
Nicaragua 0.00 0.00 0.00 0.04 0.01 016 002 0.00 0.12 0.10 0.01
Panama 0.01 0.01 0.00 004 0.06 0.19 0.02 010 0.14 0.04 0.01 0.10
Paraguay 0.13 0.06 0.12 004 024 0.00 0.01 0.03 0.00 0.05 0.010 0.00 0.08
Peru 0.08 0.13 0.03 0.09 0.19 0.09 0.02 0.08 0.02 002 0.06 0.00 0.02 0.00
Uruguay 0.31 0.02 0.21 0.18 0.17 0.01 005 0.04 000 0.00 0.06 0.00 0.09 023 0.04
Venezuela (Bolivarian
Republic of) 0.03 0.00 0.02 001 014 019 003 020 002 0.05 0.04 0.00 0.02 0.00 0.07 0.01

[ Gu>033 [ ]GLI>010<0.33 [ ]oL<o10

Source: Source: Authors’ calculations based on United Nations Commodity Trade Database (COMTRADE).
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A major IIT relation in Latin America takes placetleen Argentina and Brazil. The level of
Argentina’s IIT with Brazil which shows a generalimg trend over the last two decades and a haff, h
recuperated after the 19987/1999 crisis and cogditw grow. Such is the case with Uruguay and Bayag
as well, the other two MERCOSUR countries; in thsecof the former, though the level of GLIs with
Argentina still remain at a high level, its perfemce has fluctuated widely in recent years. Thellef/
2006 declined to the level recorded back in 198@hé case of Paraguay, there is a discernableaisiog
trend, though its IIT relation with Argentina igdlshuch weaker than that with Uruguay (Figure 16).

FIGURE 16
ARGENTINA AND BRAZIL: IIT EVOLUTION WITH THEIR MERC OSUR PARTNERS, 1980-2006
(Grubel Lloyd Index)
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Source: Authors’ calculations based on United Nations Commodity Trade Database (COMTRADE).

In Central America, major manufactures trade tgblese between three countries (Costa Rica,
Guatemala and El Salvador), while the extremelyinténsities are observed between the last twotdesn
that have traditionally enjoyed a high bilaterdl, Ias evidenced by high GLIs during 1986-2006. &rad
relations of these countries with Costa Rica atemvshigh GLIs. Although the coefficients in genesahain
at high levels, the increase has been much lesessipe than in the case of IIT between ArgentithBrazil.

When the IIT is weighted, the top 14 industrial sectors adeduor 30.5% of total trade between
El Salvador and Guatemala, with GLIs fluctuating around tB@ fhark, concentrated in manufactures
of low and medium technology intensity and manufactures basedtaral resources such as footwear,
canned or preserved fruits and foods. Electrical machinery andafygpér78) is the only product in the
category of high-technology manufactures.

2.4 Still limited but increasing IIT between thetw 0 FEALAC regions

The overall GLI for the bi-regional trade in 2006 is quite,| not surpassing a 0.07 level (Table 23). In
the majority of the cases, this type of trade is almost nisteet, with a GLI level below 0.10.

However, it is possible to detect some bilateral flows thdit&te an emergence of IIT, though at
an incipient stage. In general, Mexico’s trade with FEALAC-ABves higher GLIs than that of other
Latin American countries. Costa Rica and Brazil are beginningade some degree of IIT, though still
not consistently across the Asian trade partners. On the AsificFside, Singapore and Australia are
moving into IIT with Latin America. In brief, there has begrbreakthrough from a complete inter-
industrial trade type to a trade structure that is a littleenmdra-industry oriented.
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TABLE 23
IIT RELATIONS OF FEALAC-ASIA PACIFIC WITH FEALAC-LA TIN AMERICA,
VIEWED FROM FEALAC-ASIA PACIFIC SIDE
(GLls for bilateral trade flows 2006)

S| © s
Partners 5 5 <
5 g 2
£ 4 _ 8
2 o] c <] Kl © =]
g &g g ¢ £ 5 § T ., & = % z £2
c o = [ < - £ T = o) o © 1S > S N3
g =2 8 2 S 3 3 £ g & = 3 8 g g 2 2 23
: = S S < = S S = S 3 s S ) k] @ @ o} = o
Countries < )] o (8} o o [8) a w m 0] = z a a o =) >
Australia 0.08 0.02 0.08 0.07 0.08 0.03 0.01 0.12 0.08 0.00 0.02 0.12 0.00 0.11 0.01 0.10 0.06 0.07
Brunei 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Cambodia 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
China 0.05 0.00 0.06 0.01 0.02 0.07 0.00 0.03 0.01 0.02 0.00 0.27 0.00 0.00 0.00 0.01 0.03 0.01

Indonesia 0.01 0.00 0.03 0.00 0.02 0.02 0.01 0.00 0.01 0.00 0.00 0.9 000 000 000 002 011 0.01
Japan 0.03 0.00 0.05 0.01 0.00 055 0.01 0.04  0.00 0.01 000 016 000 000 000 001 0.02 0.00
Laos 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.63 0.00 0.00

Malaysia 0.01 0.01 0.04 0.02 0.01 0.19 0.01 0.08 0.08 0.04 0.00 024 004 000 000 001 001 0.03

Myanmar 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

ZNeeavlvand 0.13 0.00 0.10 0.04 0.02 0.03 0.00 0.01  0.02 000 001 003 000 000 000 0.01 0.05 0.00
Philippines 0.00 0.00 0.02 0.08 0.01 0.05 = 0.43 0.01 0.03 000 000 011 001 000 0.04 034 0.00 0.00
lZ)ergéOf 0.04 0.00 0.06 000 0.01 0.05 0.00 0.03 0.01 001 000 009 000 017 0.00 0.02 0.06 0.00

Singapore 0.13 0.16 0.02 0.13 0.12 0.00 0.27 0.19 0.00 0.03 0.56 0.00 001 0.02 0.03 0.00
Thailand 0.02 0.00 0.07 0.01 0.03 0.05 0.00 0.03 0.01 001 001 037 000 0.00 0.00 0.02 0.00 0.02

Viet Nam 0.01 0.00 0.06 0.00 0.01 0.01 0.00 0.00 0.00 0.01 0.02 0.10 0.00 0.00 0.00 0.00 0.00

Source: Authors’ calculations based on United Nations Commodity Trade Database (COMTRADE)

Moreover, the products for which Latin American iies tend to show relatively high GLIs are
principally of high-and medium-technology goodsadiwing electrical apparatus, parts and accessories,
microcircuits, automatic data processing machinegasuring, checking, controlling instruments,
pharmaceutical products, etc., in which FEALAC-ABumtries has made strong inroads at the global leve
(Table 24). The products that incorporate mediurhrtelogy includes a variety of plastics productsfan
vehicles and their parts and engines, as wellrasyder of products which fall under the categorgeieral
machinery. The category of low technology inclugsdgiles yarn and iron and steel products.

TABLE 24
GLIS FOR INTRA-INDUSTRY TRADE: FEALAC-LA COUNTRIES WITH FEALAC-AP, 2006
FEALAC - AP
© © ] o

- © « 2 5 o
o " Product description 2 = ; - 3 = 2 = Exports b Share ©
E 5 5 g £ g & £ ° B
o r S 2 & 8 = o @ £
334 NRM Petroleum products Brazil 0.30 168.9 12
515 NRM Orhano-inorganic and heterocyclic compounds  Brazil 0.26 0.12 272.0 1.9
541 HTM Medinal and pharmaceutical products Brazil 0.10 191.3 13
582 MTM Polucondensation and polyaddition products Peru 0.39 23.6 2.1
591 MTM Pesticides, disinfectants Colombia 0.13 21.2 1.2
651 LTM Textile yarn Peru 0.22 11.3 1.0
674 LTM Universal, plates, and sheets, of iron or steel ~ Mexico 0.27 609.7 13
713 MTM Internal combustién piston engines Brazil 0.58 0.19 2845 2.0

(continues)
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TABLE 24 (conclusion)

723 MTM Civil engineering, equipment and parts Argentina 0.59 57.6 14
728 MTM Equipment for specialized industries Brazil 0.43 157.8 11
741 MTM Heating and cooling equipment and parts Brazil 0.15 157.3 11
743 MTM Pumps, compressors; centrifugues; etc. Brazil 0.90 140.0 1.0
752 HTM Automatic data processing machines Mexico 0.52 0.18 4,309.5 8.8

Telecommunication equipment, parts and

764 HTM - Brazil 0.25 1,995.6 14.0
accessories

771 HTM E{I::‘Sctrlc power machinery, and parts thereof, Brazil 226.8 16
781 MTM Passenger motor vehicles (excluding buses) Mexico 0.28 1,193.4 2.4
893 LTM Articles of plastic materials Mexico 0.28 747.5 15
MTM -~ ot Argentina 1.00 42.7 11
583 Polymerization and copolymerization products Colombia 0.32 26.9 15
LTM Manufactures of base metal Brazil 149.2 1.0
699 Mexico 020 011 0.17 0.22 7215 1.5
759 HTM Parts and accessories for office machines Costa Rica 0.74 18.4 2.8
Mexico 0.28 0.16 0.82 3,023.5 6.2
HTM Thermionic, microcircuits, transistors, valves,  Costa Rica 217.1 32.8
776 etc Mexico 014 013 036 0.21 5,853.0 12.0
749 MTM Non-electric parts and accessories Argentina 013 0.22 94.2 2.3
Brazil 0.30 0.18 369.5 2.6
Mexico 0.11 : 0.68 0.32 : 761.4 1.6
772 MTM Electrical apparatus for making electrical Brazil 0.31 356.7 2.5
ircuit Costa Rica 144.0 21.8

circuits ‘ 0.37
Mexico 0.15 0.22 2,331.3 4.8
778 HTM Electrical machinery and apparatus Brazil 0.17 524.6 3.7
Colombia 0.19 0.13 67.8 3.8
Mexico : 0.22 1,937.1 4.0
874 HTM Measuring, checking, controlling instruments, ~Argentina 0.17 62.1 15
parts Brazil 0.29 153.2 11
Mexico 0.14 0.31 552.0 1.1
784 MTM Motor Vehicle parts and accessories Argentina 0.14 2135 5.3
Brazil 0.84 0.43 461.4 3.2
Mexico 0.81 0.14 0'72 1,416.9 29
Venezuela 0.11 i i 50.2 5.1

Source: Authors’ calculations based on United Nations Commodity Trade Database (COMTRADE).

& NRM = Natural Resources Manufactures; LTM = Low Tech Manufactures; MTM = Medium Tech Manufactures;

HTM = High Tech Manufactures

Export value of the SITC product line in total Sports to the 7 Asia-Pacific countries considered

The share of the SITC product line in question in total FEALAC AP exports

The calculations are made for exports whose GLlI is (i) greater and 0.10; (ii) whose share in FEALAC-AP trade is greater
than 1% and (iii) whose export value surpasses a US$1 million mark

c

The forgoing indicates that several Latin Ameriians are beginning to integrate themselves intoeso
Asian supply/value chains. The emergence of II'bsscthe two FEALAC regions involving a few courgtrie
suggests that there are interesting opportunitieégpassibilities in expanding such trade in thar&tThere exist
several manufacturing sectors in which bi-regidfialcan be promoted. However, in order to explogse
opportunities, there should be closer entrepresdendntacts, including FDI and other types of bessn
association, as well as the conclusion of FTAs gntioe countries in both regions.

A major feature of the dynamics of intra-Asian trade and FWd, which constitute one of the
hubs of the world economy, is China's dramatic emergence aspakey. Asia-Pacific, with China at
its core, has become the “world’s factory” especially of machinery teantsport equipment. Latin
America and the Caribbean aspires to become integrated into thesechgin networks. Nonetheless,
the international financial crisis has been putting a severe bneifle @peration of this “factory”.

China has a trade deficit with ASEAN, Japan and the RepubKomfa, because these countries
are its main suppliers of capital goods and intermediate iffipuitss manufacturing industry. China’s
manufactures are subsequently exported to other trading parppagtisularly the United States and
European Union, with which it invariably has the largestdradrpluses in both low- and high-
technology manufactures (China has a deficit in medium-techn@iamgiucts). The ASEAN countries
have a major influence as suppliers and compete shoulder talshwaith other hubs, such as Japan, the
Republic of Korea and Taiwan Province of China (Table 25). Hiieidwould be much larger if the
inputs that China imports from Hong Kong SAR were takéo account. On the other hand, China is a
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net exporter of each type of manufacture to India. Therebytsfétsian neighbours, China has become
a platform for their exports to developed economies.

TABLE 25
CHINA — COMPOSITION OF THE INTERNATIONAL TRADE DEFI CIT/SURPLUS BY TECHNOLOGICAL
INTENSITY OF GOODS, 2001-2006

Manufactures

Region/country Exports Imports Balance Commodities

NR-based Low-tech  Medium-tech  High- tech
ASEAN 40 411 54 871 -14 460 -4 087 -3334 5 506 1361 -13 926
Japan 66 984 80 135 -13151 4 956 466 15218 -22 331 -11 368
Republic of Korea 25932 53975 -28 044 3223 -3799 424 -10 442 -17 293
United States 118 194 40 038 78 156 -3901 1009 44 321 12 499 24 199
European Union (27) 103 469 61 044 42 425 1385 79 29 408 -9 107 20 644
Latin Americaand the Caribbean (33) 17 601 18 708 -1108 -10 182 -2 156 5528 3703 1983
India 6227 5991 236 -3229 601 445 672 1742
Australia and New Zealand 8971 12 044 -3073 -8 367 -1 002 3641 1168 1739

Source: Authors’ calculations based on United Nations Commodity Trade Database (COMTRADE).

China has a trade deficit with Latin American dmel Caribbean because it imports large quantities of
commodities and natural-resource-based manufactdoggever, as a supplier of primary products artdrah
resource-based manufactures, Latin America andC#hibbbean competes directly with ASEAN countries,
India, United States, Australia and New Zealand] exore recently African countries. Although Latin
America and the Caribbean is an important suppliseveral primary products which are of speciarast to
Asia-Pacific, the latter are major world producand exporters of these products as well.

54



CEPAL - Serie Comercio Internaciona?t 87 Latin American and Asia Pacific trade and invesnt relations...

V. Intra-regional FDI, key to
intra-regional and intra-industry

FDI inflows into emerging Asia have been a genuine promotde dacto
regional integration in that region. As can be observed ineT2®lwhich
shows the accumulated of FDI for the period of 1995-2008, RDI
originating not only from the major developed countries &lgb from
within emerging East and Southeast Asia has been major infbwvesch
Asia country over the years. The United States has a markedéd42hge
in Rep. of Korea, Singapore, Taiwan Province of China, Malaysiathe
Philippines, while the presence of European Union is moneopirced in
Korea and Indonesia. Japanese FDI has penetrated more in thpifdslip
and Thailand.

In recent years, the Asian newly industrialized economies, namely
the Republic of Korea, Taiwan Province of China, and Hong KoAR,
and to a lesser extent, the ASEAN countries have become significant
investors in emerging Asian countries. For instance, in dhaibnd Viet
Nam, firms from the Asian NIEs are the most dominant imvesiHong
Kong SAR is by far the largest investor in China. FDlHwy Asian NIES’
firms has become much more significant, representing 29%taif RDI
inflows to ASEAN(9) and 54% of total inflows to Chinbn addition,
more recently, firms from the middle-income ASEAN countres;h as
Malaysia and Thailand, have begun to invest in other ASEANtdesn
and in China (Kawai and Wignaraja 2007).
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TABLE 26
EMERGING EAST ASIA’'S FDI INFLOWS, 1995-2005
(US$ mill and percentages)

Source Regions/Countries of FDI Inflows to Emerging East Asia

EDI Inflows to: United European Japan Asian ASEAN9 Total
States Union NIEs

% % % % % % (US$ Mill)
Asian NIEs 16.8 15.8 8.1 5.2 3.9 100.0 (437 999)
Hong Kong 5.1 7.4 5.7 5.3 1.8 100.0 (215 999)
Korea, Rep. of 22.4 40.1 13.3 4.1 7.4 100.0 (55 975)
Singapore 31.7 19.3 8.5 4.0 5.8 100.0 (142 748)
Taiwan, Prov. China 19.9 13.1 15.5 14.2 2.5 100.0 (23 277)
ASEAN9 18.4 29.1 19.1 29.2 4.2 100.0 (116 413)
Indonesia 5.7 50.9 3.3 15.0 9.3 100.0 (11 839)
Malaysia 27.4 23.4 13.6 22.0 2.1 100.0 (44 651)
Philippines 23.4 10.3 23.1 16.9 1.1 100.0 (13 709)
Thailand 10.5 10.5 25.1 27.6 0.9 100.0 (37 428)
Viet Nam 4.8 19.1 14.4 39.2 6.6 100.0 (18 225)
China 8.1 8.1 8.6 54.0 1.6 100.0 (537 163)
Total 13.9 14.7 10.5 34.9 3.1 100.0 (992 516)

Source: Kawai and Wignaraja, 2007 / UNCTAD, World Investment Report 2006; IMF, International Financial
Statistics; ASEAN Secretariat for Singapore and ASEAN9 data; China Statistical Yearbook for PRC data; OECD data
for Korea data; Institute for International Trade and Investment (IITI) for Hong Kong and Taipei, China data.

Note: FDI recipient data compiled by IITI are adjusted so that they are consistent with BOP figures.

1. The case of Japan

Japan's external trade has grown significantly0®72in relation to the previous year’s levels, véiports
expanding by 10.1% and imports by 7.2%. The colskgian neighbours continue to be key partners as
both destinations and origins for its foreign tradth a similar trade structure being maintainedrdythe
present decade. Asia-Pacific countries (excludingia) supplied over 48% of Japan’s imports and
absorbed an even larger proportion (almost 50%}soéxports. Among neghbouring Asian countries,
China and ASEAN (10) stand out, especially in teofrisnports, since they account for over 20% arfeb 14
of total imports, respectively. Japan’s importsfrASEAN (10) surpassed those coming from either the
United States or the European Union. Latin Amegigd the Caribbean remains a relatively minor market
representing 4.9% as an export destination and 89& origin for Japan’s imports.

A large proportion of the goods that Japan imports fresnAisian neighbours consists of
electronic machinery and other manufactured products of generalaisle ¢7) This characteristic is
clearly visible not only in its imports from China and tAsian NIEs, but also in its trade with the
members of ASEAN (4). The only sector in which Latin Americad the Caribbean has a strong
presence in Japan’s imports is crude materials. Thus, Japadizciive and trade complementarities
with the rest of Asia in the manufacturing sector are increasidgare reflected in a higher degree of
IIT, while its relations with Latin America and the Caribbeantmue to be of inter-industrial nature.
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TABLE 27
JAPAN’'S IMPORTS, BY REGION AND SECTOR, AVERAGE FOR 2005-20072
(Millions of dollars and percentages)

; : ; World
el G ey o owna SRALE oner —
Total 11.8 10.7 9.5 11.3 573 005.2 100.0
Food & direct consumers - 10.7 4.9 8.8 49 764.7 100.0
Industrial supplies 57 7.3 5.8 12.0 7.6 283 654.6 100.0
Crude materials 7.9 5.2 35 [EOEN 4> 363928  100.0
Mineral fuels 0.7 0.1 2.6 114 1.9 154 902.9 100.0
Industrial chemicals PEEEEE 1o 5.9 12.9 42 106 408952 1000
Metals 53 7.3 15.1 4.2 14.6 75 25508.9 100.0
Textiles 0.5 4751.9 100.0
Capital equipment 11 3.3 144 328.6 100.0
Non-electric machinery 1.0 3.0 53 908.3 100.0
Electric equipment 1.0 3.4 65 924.3 100.0
Transport equipment 1.1 4.1 11417.7 100.0
Consumer non-durable goods 0.3 5.0 38411.7 100.0
Textile products 0.3 5.4 24 562.2 100.0
Consumer durable goods 11 7.9 43 319.4 100.0
Household equipment 0.5 3.0 1452.9 100.0
Domestic electric equipment 0.4 0.7 7 209.5 100.0
Passenger cars 2.3 12.3 7811.3 100.0
Motorcycles & bicycles 0.1 1.0 1473.0 100.0
Toys & musical instruments 0.1 13 6437.5 100.0
Others 1.1 10.9 13526.2 100.0

- greater than 20% greater than 10% but less than 20%

Source: Authors’ calculations, on the basis of official figures from Japan (JETRO [online] <http://jetro.go.jp>)
The regional groupings are: Asia NIEs (Hong Kong SAR, Korea Rep. of., Taiwan Province of China and Singapore),
ASEAN 4 (Thailand, Malaysia, Philippines and Indonesia)

East and South-East Asia have been very imporsatiestinations for Japan’s FDI abroad. In terms of
Japan’s cumulative FDI stock at the end of 2007a As a group accounted for 24% of the total, tmefiean
Union (27) and the United States represented 2&/@32a%, respectively. Among Asian countries, ASEAN
(10) as a group was the largest recipient (USS$ilB@nl surpassing the cumulative stock correspogdd
China (US$ 38 billion). Roughly 10% of Japan’s OFbck (US$ 54.7 billion) was invested in Latin
America and the Caribbean. (JETRO, - Japan Ext&rade Organization, 2008).

In terms of the cumulative stock during 1989-200dpan’s OFDI in Asia was concentrated in
manufacturing, which accounted for 66% and 59%@inumber of investment projects and the invesikety
respectively, while non-manufacturing sectors desbless than 40% of the total number of projecsravested
value (Figure 17-A). Three services sectors (tridance and insurance, and services) were alsortanp
recipients. The natural-resource-related sectamsifig and forestry, fishery and mining) receiveaghly 10%
of the total. The predominant sectors in manufexguwere electrical and transport equipment, wigch
characterized by high level of intra-industry amitbi-firm trade. Asia’s predominance as a destinatn the one
hand, and the importance of the manufacturing iIsemicthe other, points to the role played by $leator as the
key economic integration hub for Japan in Asiafitaci

15 Based on the figures of International Investmensifion of Japan compiled by Ministry of Finandee ttumulative

stock of Latin America and the Caribbean reached%?2during the period of 1951 to 2004 when the dapa
authorities discontinued its compilation.
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This contrasts starkly with the situation in Latimerica and the Caribbean. The manufacturing sector
there accounted for only 14% of Japanese OFDEimahion, with the transport sector contributimgaat 5% of
the total invested value. By sector, the largespient was finance and insurance, which absortueghty 47%
of the total invested, followed by transportatienviees with a share of 29%. Surprisingly, with éxeeption of
mining, natural-resource-based industries wera significant recipient of Japanese OFDI (FigurBL7

FIGURE 17
JAPANESE OUTWARD FDI TO ASIA AND LATIN AMERICA, BY INDUSTRY, 1989-2004%
(Share of total stocks)
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Source: Japan, Ministry of Finance [online] <http:// www. mofa.go.jp>

#  These statistics were compiled based on figures notified and reported under the Foreign Exchange and Foreign Trade
Law. It should be noted that foreign direct investment below the minimum reporting threshold (i.e., 100 million yen or its
equivalent) is not reflected in the statistics.

The number of Japanese affiliates operating overseas reached sof:viér@wide in 2006,
according to a recent survey conducted by the Ministry of Ecpndmade and Industry (METI) of
Japan. These affiliates operated in a wide range of industriesioandt include those in the financial
and insurance or real estate industries. Roughly 58% of tB&8é {irms) were located in Asia, 20% in
China alone. Some 13% were operating in the three NIEs (Taikeam& of China, Republic of Korea
and Singapore), and another 17% in ASEAN (4). The corregmpfigures for North America and the
European Union were much lower, 18% and 14% of the totplecésely (Table 28).

At the same date, there were some 800 affiliatekapéinese firms operating in Latin America and
the Caribbean, representing 5% of the worldwidal tet smaller number than those in Singapore. Brazi
Mexico and Argentina were the principal hosts fagse firms. In that region, some 570 affiliatesever
operating in the non-manufacturing sector, mainljransportation and wholesale activities, and sp&fe
in manufacturing, about 70 of them in the productid transport equipment. Japanese OFDI in Latin
America and the Caribbean yields exceptionally goadit rates, though it represents a small shatheo
world total in terms of number of firms, employemsd sales. Almost 13% of total current profits of
Japanese overseas subsidiaries originate from dpesating in Latin America and the Caribbean.
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TABLE 28
PERFORMANCE OF JAPANESE SUBSIDIARIES ABROAD, 2005
(Number of firms, millions of dollars and percentages)

. No. of firms Sales Current Profit Profit rates
Regions Number (%) Value %) Value %) %)

All regions 15 850 100.0 1681 368 100.0 69 172 100.0 4.2
North America 2825 17.8 601 778 35.8 21 863 31.6 3.6
United States 2623 16.5 552 478 32.9 19 707 28.5 35
Latin America and the Caribbean 823 5.2 57 766 3.4 8904 12.9 15.5
Asia 9174 57.9 594 306 35.3 22711 32.8 4.0
China 4 051 25.6 211 293 12.6 5759 8.3 2.8
Mainland 3139 19.8 112 555 6.7 4046 5.8 3.7
Hong Kong SAR 912 5.8 98 737 5.9 1713 2.5 1.8
ASEAN4 2715 17.1 170 262 10.1 8 855 12.8 54
NIEs3 2 044 12.9 191 699 114 6 233 9.0 3.5
Middle East 76 0.5 22892 14 1603 2.3 7.1
Europe 2 384 15.0 347 800 20.7 8 569 12.4 2.4
European Union 2258 14.2 339 540 20.2 7977 115 2.2
Oceania 446 2.8 45 259 2.7 4 899 7.1 11.6
Africa 122 0.8 11 567 0.7 624 0.9 5.5

Source: Authors’ calculations, on the basis of information from Ministry of Economy, Trade and Industry (METI) of Japan,
“kaigai jigyo katsudo kihon chosa” [Basic (trend) survey of overseas business activities] No. 36, 2007.
& NIEs 3: Republic of Korea, Taiwan Province of China and Singapore. ASEAN 4: Indonesia, Malaysia, Philippines and Thailand.

Another characteristic of the overseas operatidnkpanese firms is their strong export orientation
especially for the four industrial categories, nigmedustrial machinery, electrical machinery, spart
equipment and precision instruments, especialikSEAN and China, where there are high ratios ahint
industry and intra-firm trad& In contrast, the grouping of other non-Asian coest which includes Latin
America and the Caribbean, shows a substantiaglgort orientation.

2. The case of China

China’s main trading partners are Asian neighbdarterms of exports, although the European Uniwh a
the Untied States rank first and second, respédgtivapan, ASEAN, and the Republic of Korea, |ratid
Taiwan Province of China were all among the topeggort destinations in 2007. On the import side, th
United States was the sixth-largest source of Ghiimaeign purchases that year, well below its raalan
export market. In contrast, the Asian countries madh higher shares. Latin America and the Caribbea
accounted for 4.2% (US 51.5 billion) and 5.3% (U534 billion) of China’s exports and imports thaty,
with the bi-regional trade exceeding the 100 bitieark for the first time"’

The FDI received by China from the three leadingcas —Japan, ASEAN and the Republic of Korea—
increased significantly, especially following Clinaccession to the World Trade Organization (WiFC001.
Those three sources represented on average abouif 20tal FDI during 2002 and 2007, a non-nedégflgure
given that: (i) the United States and the Europérsion accounted for about 6% and 7%, respectigéiptal FDI
during the period; (i) the percentage correspanttintaiwan Province of China was 4.5%; and (iiijast 33% of
FDI entering China comes from Hong Kong SAR inftiien of triangulation. In fact, the ASEAN countria® an
important source of FDI for China even though nabshis originates in Singapore (between US$ 21488 3

18 While more than 90% of total sales by the subsieiaoperating in the United States are made ial low@rkets, in

Europe, a high proportion is exported to third does in addition to domestic sales. In the casAgién countries,
sales to third markets combined with sales to Jdparerse-imports by Japan) account for about 50%tal sales.
Japanese companies in Asia typically seek profitallthree avenues; domestic sales, exports aretge-imports.
China’s trade with Latin America and the Caribbeantinued to grow in 2008: the country’s expoashd imports
from the region in 2008 amounted to US$ 71.5 hilliand US$ 71.9 billion, respectively (China, Minysof
Commerce, (online) http://english.mofcom.gov.crifake/statistic). The number of countries in thagion that
recorded trade volume surpassing US$ 10 billioe fosm 3 to 4 in 2008; Brazil (US$ 48.5 billion),eMico (17.6
billion), Chile (17.5 billion ) and Argentina (14bfllion)

17
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billion per year). In short, the most importanbeetn China’s recent transformation into the wetlkird-largest FDI
recipient worldwide after the United States and@ery have been its Asian neighbours (Figure 18).

CHINA'S INWARD FOREIGN DIRECT INVESTMIEﬁ'IL'”(?NEO]-I\?-FINAN CIAL SECTORS), AVERAGE 2002-2007
(Percentages)
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Source: Authors’ calculations, on the basis of official figures from the Ministry of Commerce of China, “Invest in China”
[online] <http://www.fdi.gov.cn>

FDI flows from Latin America and the Caribbean into Chinavamy small, except in the case of
FDI from the Cayman Islands and the British Virgin Islaniscording to the Economist Intelligence
Unit (EIU, 2008), the eight Latin American countries congdeaccount for less than 0.1% of FDI in
China in recent years (between US$ 70 and US$ 80 million each y@aong the countries of Latin
America, Brazil and Argentina, Mexico and Chile are the largesttionge China. Peru, Colombia and
the Bolivarian Republic of Venezuela also invest in China, lmueraporadically and on a smaller scale.

Foreign-owned firms operating in China, or Fordigvested Enterprises (FIES), are major drivers of
that country’s external trade, rapidly displacihg State enterprises and collectives. In 2007, funhk are
reported to have exported US$ 696 billion, equivatie 57% of total exports, and imported US$ 53bi
close to 59% of total imports (Ministry of CommeuwfeChina, 2008b). Detailed information on 2006¢ates
that the goods made by FIEs from 10 selected Asiantries accounted for 45% of China’s total FIRaeis
and 62% of its imports. In contrast, the contritmutio Chinese exports made by United States orpearo
firms is quite small, accounting for 24% and 18%atél FIE exports, respectively At the same time, the
presence of Asian firms is highly influential in i@d&'s import orientation. Firms from the 10 selecfesian
countries imported US$ 291 billion in 2006, accunfor 62% of China’s total imports, while firm®m the
United States and the European Union represerged%jtiand 10%, respectively.

18 Firms originating in the Hong Kong SAR were by thae largest FIE exporters, accounting for 20% loih@'s total FIE
exports. Exports by firms of Japanese origin estabd in China exceeded US$ 61 billion, and theme iollowed by
exports worth US$ 25 bhillion by firms from the Réfia of Korea and US$ 14 billion in exports by fgrfrom Taiwan
Province of China. Firms originating in the fiveuctries of ASEAN (Philippines, Indonesia, Malayssangapore and
Thailand) accounted for US$ 37 billion in expoeguivalent to 6.5% of the total exported by FIEerafing in China.
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While China has been a major net recipient of Fidrdhe past two decades, lately it has been
investing abroad itself. In fact, among develogingntries, it is now the world’s sixth-largest sziof OFDI
among developing countries. As of late 2007, noartial Chinese companies held a stock of US$ 101
billion abroad, of which US$ 25 billion was invedtia 2007 (Table 29). Notwithstanding its relatwveinall
role, China is emerging as a leading investor anu#gloped and developing countries, with investsnen
comparable to those of the Republic of Korea. Adiogr to the Chinese authorities, overseas-invested
enterprises realized an internal sales turnovelS$ 338 billion, registered total tax payment off_Bbillion
abroad and employed 658,000 workers (including@@bforeign local staff).

TABLE 29
CHINA’S OUTWARD FOREIGN DIRECT INVESTMENT, FLOWS AN D STOCK, 2007
(Billions of dollars and percentages)

Indicator Outflows 2007 Stock as of 2007
Category Amount % Amount %
Total 26.5 100.0 117.9 100.0
Non-financial outward direct investment 24.8 93.7 101.2 85.8
Financial outward direct investment 1.7 6.3 16.7 14.2

Source: Authors’ calculations, on the basis of Ministry of Commerce of China, 2007 Statistical Bulletin of China’s
Outward Foreign Direct Investment.

Regarding destination, close to 70% of non-financial OFB$ been directed towards the
economies in the Asia-Pacific region. Latin America and the Ceaittaccounted for 21% of the
cumulative stock at December 2007. Of China’s non-financial Gled in 2007, which is valued at
US$ 24.8 hillion, Latin America and the Caribbean received US$®illion, which went mainly to the
Cayman Islands and the British Virgin Islands (Figure 18~ 19-B). Asia received US$ 16.6 billion,
or 62.6%, mainly in the Hong Kong SAR, Pakistan, SingapKazakhstan, Mongolia, Saudi Arabia,
and Viet Nam who received more than US$ 100 million that y¥easured by stock at the end of 2007,
far behind the Cayman Islands and British Virgin IslandszlB Mexico and Argentina figure as the
largest recipients of China’s OFDI in the region (MinisiifCommerce of China, 2008a).

FIGURE 19
DISTRIBUTION OF CHINA'S OFDI, CUMULATIVE STOCK, 200 7
A. Distribution of stock 2007, by region B. Annual flows, by region, 2003-2007
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TABLE 30
RANKING OF CHINA’S OFDI RECIPIENT COUNTRIES, STOCK 2007
A. World B. Latin America and the Caribbean
Ranking  Country Value % Country Value %
1 Hong Kong SAR 68 781 58.3 Cayman Islands 16 810.7 67.8
2 Cayman Islands 16 811 14.3 British Virgin Islands 6 626.5 26.7
3 British Virgin Islands 6 627 5.6 Brazil 185.6 0.7
4 United States 1881 1.6 Argentina 157.2 0.6
5 Canada 1255 11 Mexico 151.4 0.6
6 Australia 1444 1.2 Venezuela (Bolivarian 143.9 0.6
7 Singapore 1444 1.2 Republic of)
8  Russia, Fed. of 1422 1.2 Peru 1871 06
9 Korea, Rep. of 1214 1.0 Bermuda 1058 0.4
10 Pakistan 1068 0.9 Guyana 68.6 03
11 United Kingdom 950 058 Cuba 66.5 03
12 Macau SAR 911 0.8 Suriname 653 03
13 Germany 845 0.7 Chile 56.8 0.2
14 South Africa 702 0.6 Bahamas 565 0.2
15 Indonesia 679 0.6 Panama 553 0.2
16 Nigeria 630 05 EC‘f?dO’ o 49.2 0.2
17 Kazakhstan 610 05 gselllt\ge;f()lﬁlunnatlonal 23.0 0.1
18 Mongolia 592 0.5 S. Vincent and 20.8 0.1
19 Sudan 575 0.5 Grenadines
20 Japan 558 0.5 Colombia 6.8 0.0
21 Zambia 429 0.4 Uruguay 21 0.0
22 Saudi Arabia 404 0.3 Honduras 0.9 0.0
23 Viet Nam 397 0.3 Other 16.7 0.1
24 Algeria 394 0.3 Total 24 806.8 100.0
25 Thailand 379 0.3
26 Lao DPR 302 0.3
27 Malaysia 275 0.2
28 Myanmar 262 0.2
29 Papua New Guinea 258 0.2
30 United Arab Emirates 234 0.2
World total 117911 100.0

Source: Authors’ calculations, on the basis of Ministry of Commerce of China, 2007 Statistical Bulletin of China’s Outward
Foreign Direct Investment.

Despite high expectations on the part of Latin Acaerand Caribbean countries, Chinese investments
are slow to materialize, even though a significannber of large Chinese firms have begun to opémate
several countries in the region (see ECLAC, 2008gse companies are present not only in the natural
resource-related sectors but also in manufactufiogess to natural resources, expansion in oversadets
(market-seeking) and improvement of production adehinistration efficiency (efficiency-seeking) are
considered to be the three main stimuli for Chil@FDI in Latin America in recent decades. An insieg
number of large State-owned companies operatingainral resources and manufacturing, ranked by
MOFCOM in 2006 as the 30 largest Chinese compantesms of OFDI stock, have invested in the region

3. The case of the Republic of Korea

For the Republic of Korea, the Asia-Pacific redimeluding Oceania) is the country’s most importaading
partner by far, both in exports and imports, armbants for over half its total trade, more thantNémerica
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and Europe together. Among its Asian neighbourgmazhshare has been increasing rapidly, whilerJapa
share is also rising but not as quickly. ASEAN aghale has become a more important destinationzapan
for the country’s exports during 2002-2007. Theii@s for 2007 reveal an important upward trendaren
exports to Latin America and the Caribbean, whizdoebed almost 7% of its total exports that year.

After coming to a standstill in the aftermath of the Asiawaficial crisis, the Republic of Korea’s
outward FDI began to pick up and as of March 2008, the cuinmiligure exceeded US$ 97.7 billion
and was spread over more than 131,000 projects worldwidmédprihttp://www.koreaexim. go.kr>
(Table 31). Asia accounted for 73% in terms of the numberajécts undertaken and 48% in terms of
the value of executed FDI. This is substantially higher tharshare corresponding to the United States
or Europe. In Asia, in addition to Chirfathe main recipients of FDI from the Republic of Korea are the
ASEAN 10, including several developing countries such as Mah and Indonesia, which have
emerged as major recipients. Meanwhile, Japan and Taiwan Provi@b&afhave received a relatively
smaller share of Korean FDI. Latin America and the Caribbean haveaécaore than 7% of the stock
(US$ 6.7 billion) with their share of projects amountio@®.5% (more than 3,000 projects).

TABLE 31
STOCK OF OUTWARD FDI FROM THE REPUBLIC OF KOREA, 19 80-MARCH 2008 A
(Millions of dollars and percentage)

memmbecs ooy e S oo
North America 21831 16.6 23758.1 24.3
Europe 4564 35 15151.3 155
Asia 95 260 72.6 47102.3 48.2
China 64 804 49.4 23 356.9 23.9
India 1221 0.9 13526 1.4
Japan 2824 2.2 2076.2 21
Hong Kong SAR 3016 2.3 5504.8 5.6
Taiwan Province of China 391 0.3 322.6 0.3
ASEAN (10) 20 605 15.7 12711.8 13.0
Viet Nam 8084 6.2 38017 3.9
Indonesia 3827 2.9 2802.2 2.9
Singapore 921 0.7 21328 2.2
Thailand 1851 1.4 10205 1.0
Philippines 2709 21 967.8 1.0
Cambodia 1575 1.2 961.0 1.0
Malaysia 1282 1.0 875.5 0.9
Other ASEAN 356 0.3 150.3 0.2
Oceania 3681 2.8 2183.6 2.2
Latin America and the Caribbean 3260 25 6727.0 6.9
Africa 1190 0.9 1506.0 15
Middle East 1357 1.0 12853 1.3
Total 131143 100.0 97 713.6 100.0
Source: Authors’ calculations, on the basis of information from Export-Import Bank of Korea [online] <http://www.korea

exim.go.kr.>
& Data for 1980 is a cumulative figure from 1968 to 1980.

The Republic of Korea’s cumulative net OFDI worldwide by stdpias at March 2008 shows the
manufacturing sector in a dominant position with 48% ef tibtal, followed by wholesale and retalil

19 Among destinations for outward FDI from the Repailof Korea, China occupies a predominant placé fterms
of the number of projects and in terms of the vaumf investments carried out. Official data for gwuntry show
that as of March 2008 China had absorbed roughQ08bprojects (50% of the total), and that investmandertaken
amounted to US$ 23 billion, 24% of the overall amoimvested. The fact that the amount of Korearegtment in
China per firm is relatively small is a good indmaof the significant role played by Korean SMEestors in China.
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trade (17%), mining (9%) and other sectors including sen{8%). The firms in the manufacturing
sector have been the driving force behind Korean FDI overseaspdimeobjective of which is to
support overseas production facilities and secure markets ésr(¥aon, 2007).

Korean FDI inflows into Latin America and the Chelan are more diversified --manufacturing (24%),
mining (30%), agriculture and fisheries (2%) andiises and commerce (44%)--. The initial focus atural
resources has gradually shifted to manufacturitigtias, especially electronics (38% of investiings), textiles and
apparel (34%), iron and steel, and petroleum Laidsrtby large Korean firms, with Korean SMEs playén
relatively larger part in the textiles and appseetors (for some countries in the region) (seg@320-A and 20-B).

FIGURE 20
LATIN AMERICA AND THE CARIBBEAN: OUTWARD FOREIGN DI RECT INVESTMENT STOCKS
OF THE REPUBLIC OF KOREA, 1980 A.MARCH 2008
(In percentages)
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Source: Authors’ calculations, on the basis of information from Export-Import Bank of Korea [online]
http://www.koreaexim.go.kr.
& Data for 1980 is a cumulative figure from 1968 to 1980.

In terms of countries, the tax haven countries such as Bermajanan Islands and British
Virgin Islands have been major recipients of Korean outwardiffthe region accounting for almost
half of Korean FDI stock in Latin America and the Caribbean. ®jpam these countries, Brazil (13%),
Mexico (9%) and Peru (9%) have been major recipients of KoreainRDe region (see Figure 20-A).
As at March 2008, five Central American countries (Hondurastébuala, EI Salvador, Costa Rica and
Nicaragua, in that order) received almost 5% of total actuali@lns from the Republic of Korea into
the region, amounting to US$ 300 million (Ex-Im BankKafrea (n/d)). In general terms, the Korean
FDI invested in Latin America seems as yet to serve little aartiission vehicle to bring the industrial
and technological successes of the Korean economy to the regibACE2007).

4. The case of the ASEAN

Total trade among ASEAN members in 2006 —combingabits and exports of US$ 352 hillion— was more
than double the group’s trade with each of its tmast important trading partners, the United StatesJapan,
(valued, in each case, at US$ 161 billion); thesepartners shared second place, each accountifd. &% of
total trade with ASEAN. In the case of both impatsl exports, these three entities (ASEAN, JapdtJaited
States) were followed by the European Union, Cliegublic of Korea, Australia, and India. Intra-A@¥Etrade
(exports as well as imports) accounted for as raa@b% of total flows in 2006, surpassing the éguegistered
by the various Latin American and Caribbean intemrachemes (ASEAN, 2009).
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The third main source of FDI for ASEAN (in terms of flews the other ASEAN countries. The
cumulative stock of FDI entering the grouping in 2002-20@68 US$ 170 billion, of which 26% came
from the European Union, 18% from Japan, 11% from ASH®&®&If, and 8% from the United States.
Apart from these countries, the Republic of Korea, Taiwan Rcevof China and China, represented
2.0%, 1.4%, and 1.3%, respectively, of the total amoumsied during the period. The Cayman Islands
(1.8%) and unidentified countries of Central America and SAutlkrica (2.3%) appear among the 10
leading foreign investors in ASEAN. In addition, Austialind India accounted for an appreciable
volume of FDI during this period, with amounts of US&illion and US$ 295 million respectively. As
in the case of China, FDI obtained both from neighbourthifwASEAN) and from Japan, China and
the Republic of Korea is a major source of financing for lmssimprojects (ASEAN, 2009). About a
third of the Association’s FDI comes from within ASEAN+3

Singapore and Thailand are the leading countries in terms didvisl among ASEAN members,
followed at some distance by Malaysia and Indonesia. The viicsiof these countries accounted for
about 65% of the total investment among ASEAN membersearméniod 2004-2006. In the ASEAN
countries, the main sectors targeted by investors have been cmatoms equipment (23%), food and
beverages (18%), and paper and paper products (Hiratsuka, 2006).

5. The case of Latin America

The Latin American and Caribbean region was able to double itsgevannual FDI inflows from US$
38.3 hillion to US$ 74.3 billion between 1993-1997 4988-2002 before seeing them fall to US$ 72.3
billion during 2003-2007. During the last period, nidhstanding an absolute increase in the value of
inward FDI, the region’s share of FDI from global sources @eveloping countries has shrunk. It has
also decreased as a percentage of GDP (down from 4% in 2004 to 3006) whereas in other
developing regions, FDI/GDP ratios have been rising (ECL2@D,7a). In addition, in stark contrast to
the case of developing Asia, FDI flows to the region pluretheluring the four years after the Asian
crisis (1999-2003), with the sharpest falls occurring IERMCOSUR and the Andean Community. It
took MERCOSUR more than four years to recover to the psesdavel, while inflows to the Andean
Community’s countries have still not caught up (Figure 21)

FIGURE 21
FDI INFLOWS TO LATIN AMERICA AND THE CARIBBEAN: 198 0-2007
(In million of US dollars)

100 000 —
80 000 —
60 000
40 000 —

20 000 —

Latin America and the Caribbean

Source: Authors’ calculations on the basis of official information.
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Of the FDI host countries, historically the UnitSthtes has been the most important source of FDI
in Latin America (Figure 22). In the 1990s, Spaame to play a leading role, being the most impofan
source for a number of Latin American countriestHa present decade, the country’s weight in FDI
inflows to the region declined from 23% in 1997-206 10% in 2002-2006. Asia-Pacific as a region has
been a very minor investor, accounting for oni\22.i8 1997-2001 and 3.5% in 2002-2006 of total irdvar
FDI, estimated at US$ 8.9 billion for each periGa the other hand, the share of intraregional Rbial
FDI inflows in Latin America doubled (from 5% to %) during the same period. This was due to the
emergence of a number of companies of Latin Ameragin, the so-called trans-Latins.

FIGURE 22
LATIN AMERICA’S INWARD FDI, BY COUNTRY OR REGION, 1 997-2006
(In percentages)
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Source: Authors’ calculations, estimates by Production, Productivity and Management Division on the basis of official information.

The subregions of Latin America attract different kinds of ElBpending on the corporate
strategies underlying the investment. Historicaibtural-resource-seeking FDI, one of the predominant
types, has been channeled into the Bolivarian Republic of VeneZArgantina, and the Andean
countries in the case of petroleum and natural gas, and Chilentira and Peru in the case of minerals.

Another type,market-seeking inward FDI, has been attracted primarily to the larger markets in
the region, such as Brazil and Mexico. Chile has also been a maijoient of this type of investment.
In the goods sector, the automotive, food and beverage and chemicgtlies have stood out, while in
services the focus has been on financial services, telecommunicedtailgrade, electricity and natural
gas distribution. The drawback of this type of FDI is tivatmany cases it does not promote
internationally-competitive goods and services, and it tendsoted out local companies.

Efficiency-seeking inward FDI, geared towards exports to third markets (espediet of the United
States), has been directed primarily to Mexicohm ¢lectronics, automotive and apparel industresta
Central American countries for apparel and sonfi¢ éectronics. Factors conducive to this typaeéstment
include the continued restructuring of these inthssin the United States and opportunities assatiaith
free trade agreements with the United States. fBatitat may dissuade investors from boosting jipis bf
investment include increasing competition from @rémd other Asian countries and the expected \aitvalr
of fiscal incentives or subsidies for export preaes zones under the WTO rules (ECLAC, 2007).

On the other hand, this type of FDI is usually considemedéd conducive to exports of
manufactures, to the conversion of an export platform into aufacturing centre, improved
international competitiveness, transfer and assimilation ofigor technology, training of human
resources, creation and deepening of production linkages, aatl datrepreneurial development.
However, this type of FDI also has several shortcomingslothesalue-added trap; a major focus on
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static rather than dynamic local comparative advantages, a heavy depamdé@nperted components,
and a lack of industrial agglomeration, the risk of crowdinglocal companies, a race to the bottom in
salaries, problems in labour and environmental standards,rand & the top in TNC incentives.

6. Impediments to bi-regional FDI

The low level of Asian FDI channeled to Latin Angariover the last two decades is linked to intrastiy
corporate activity in East Asia and to the fact ttetin American and Caribbean countries have eeib
part of the interaction between trade and FDI, tvhéerves to relocate production across national
boundaries, thus creating a two-way, or even agdtkr trade flow among participating countriese@i

the major reasons for a low level of trade andstiwent flows between the two regions relates tdatle

of the so-called “efficiency-seeking” FDI, whichtise type most common in Asia-Pacific. Also, indbo
cases where they do exist in Latin America, thdfesfrom the typical shortcomings of this typeFidI,
namely, their “enclave” nature, low value-addedptend the lack of industrial clusters. One way of
fostering trade and investment relations with A&ific would therefore be to promote this typ&Df on

the Latin American side, and to address the prabbbat it usually engenders for the national ecgnom

As the recent experience of Latin America’s automotive industiigates, an increasing number
of inward FDI projects combine both “market-seeking” and “efficiesegking” types (ECLAC,
2008b). In general, the industry is becoming more “expaented” and the major players operating in
Latin America are adopting a corporate strategy quite distinct fh@ previous one, which was based
primarily on the exploitation of local markets. The companiesaating more as “regional” players,
taking advantage of preferences that various regional trade agreeifffemts

As the Asian experience attests, a country’s comparative advanstgengly influenced by that
of neighbouring countries. What matters more in today'$alped international economy is the
region’s market size, natural resource endowments, productibstnagures, patterns of specialization,
availability of skilled and unskilled labour, R&D capabilitiesd infrastructure as well as the
harmonization of the “behind-the-border” measures and domestilatiegs.

In this context, regional integration has a lot to offepumnsuit of the so-called “dynamic effects”
of integration, most new regional integration goes beyondestional arrangements addressing trade in
goods and involves attempts at comprehensive disciplines ded. rBuch schemes envisage
liberalization of trade in services, factor movements, harmonizatd regulatory regimes,
environmental and labour standards as well as many domestidepolfperceived as affecting
international competitiveness. Cooperation in harmonizatiomasins as well as strengthening of
infrastructure, physical and human alike, by way of regioriagnation, is also of growing importance.
Despite substantial progress in these areas, by way of vaniiasives through subregional and
regional integration and free trade agreements signed with tliedUsiates, the European Union and
several Asian countries, Latin America still lags behind AsieHie in this regard.

The fact that FDI flows between the two regions have laggeHlefaind the dynamic trends of
total FDI flows in both is due not only to the intedirstry nature of trade flows but also to other
economic and social factors. Lack of knowledge of corporate seat@githe other region, due to
cultural, geographic and historical factors, is one importansideration. The scarcity of information,
especially about recent trends in trade and FDI, regional inteigratid existing business opportunities
in the other region, is another important impediment to recg trade and investment. The lack of a
well-established network among companies, large companies and @ik 9s an obstacle to strategic
alliances and corporate association. Despite profitable opp@tyniie high sunk costs of ventures, and
the risks involved for single investors may also contimugct as formidable barriers.
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V. Proliferation of trade agreements
In Asia-Pacific: consequences
for Latin America and
the Caribbean

As examined in the foregoing chapters, until rdgemsian regional
integration consisted of burgeoning intraregionedde, based on the
increasingly complementary production and tradepmrants of the different
countries’ manufacturing sectors. Intra-industnadé (IIT) expanded
significantly as the specific advantages of pradacand marketing chains
were exploited more effectively. This process of fdeto (market-led)
integration in Asia-Pacific is now being supporgce jure (government-led)
integration; and strong production and trade watiare being complemented
by free trade agreements of various types thataeonsolidate those links.

A clear characteristic of the process in Asia and the Pacific is the
fact that several large regional economies, such as Japan, Chiaa, Ind
Republic of Korea and Taiwan Province of China, are abandongig th
traditional reluctance to sign preferential agreements and joia blads,
and have decided to sign bilateral or multilateral trade agreemdéhts w
other economies both within and outside the Asia-Pacific neghsia-
Pacific is consolidating its production integration throagfneements that
currently cover over 60% of its total trade (for more detad® ECLAC,
2008c; Rosales and Kuwayama, 2007).
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The two approaches to integration, de facto anplirderoutes, should be ultimately complementary.
Integration of markets through use of formal trageeements leads to greater legal certainty, claacemore
enhanced transparency of “ the rules of the gamedng businesses and “lock-in” the results of déofac
integration achieved so far. Meanwhile, integratipnthis route may be unsuccessful if the undeglyin
economic factors are not favourable or if countaes sectors share only a few production and trade
complementarities. Given, on the one hand, thergive patterns of regional integration betweentive
regions and, on the other, the proliferation ad@ragreements in each (a definite trend that viého future
biregional trade debates and discussions), theriemggooint is not necessarily to sequence theapproaches
as Aminian et. al. (2008) suggests, but rathezdds svays of establishing synergies between them.

As discussed elsewhere (ECLAC, 2008b, 2008a),dljard approach is needed to address the existing
tariff and non-tariff barriers that impede gredtade flows between the two regions. Biregionapeoation and
strategic business alliances are also called fander to improve marketing/distribution and tramspystems and
other physical infrastructures, whose deficienaglseto increase transaction costs and therebyrggppduture
biregional business opportunities. The two regishsuld also work together to enhance international
competitiveness and innovation capabilities not torlindividual countries but also for each regigma whole.

1. Increasing Latin American interests in signing F TAs
with Asia- Pacific countries

From 1991 to 2005, the share of Latin American @adbbean preferential exports rose from 8% to 63%,
with evidence of greater trade openness in exgjiamal rather than intra-regional PTAs. The Coestthat

are the most successful in opening export markeasgh FTAs are Mexico (96% of exports), Costa Rivd
Chile (three quarters of exports). If MERCOSUR #m Andean Community were to succeed in signing an
FTA with the European Union and the United Std@d@#\s would cover 72% of total exports.

Ongoing Negotiations are focused principally on trade relatiatis the United States and the
European Union. Recently, some of the region’s countries asddolombia, Peru and Panama have
centered on trade links with the United States. The DominicanlilefCentral America-United States
Free Trade Agreement (CAFTA-DR) has also entered into force imathber countries. Each
integration scheme (MERCOSUR, the Andean Community, CACMG&IEICOM) is also negotiating
an FTA with the European Union. This trend in Latin Amesdod the Caribbean towards bilateral and
plurilateral FTAs should have a significant impact on recentesiam Asia Pacific to establishing
bilateral FTAs and step up initiatives for bilateral FTAshiat region.

TABLE 32
LATIN AMERICA (SELECTED COUNTRIES): REGIONAL AND PL URILATERAL PREFERENCES
(PTAs concluded as of September 2009)

Countries Intra-regional PTAs Extra-regional PTAs Agreements®  Countries®
Argentina Mercosur (3) + Andean community (5) Mercosur — European Union® - India (1) 5 10
+ Chile (1) =9
Brazil Mercosur (3) + Andean Community (5) Mercosur — European Union® - India (1) 5 10
+ Chile (1) =9
Chile Mercosur (4) + Andean Community (5) EU (25) + EFTA (4) + United States (1) + 20 56
+ CACM (5) + Cuba (1) + Mexico (1) = Canada (1) + Korea (1) + New Zealand (1) +
16 Singapore (1) + Brunei Darussalam (1) +
China (1) + India (1) + Japan (1) + Australia (1)
+ China (1) = 40
Negotiating FTA with Malaysia
Colombia Andean Community (4) + Mercosur (4) United States (1)° + Canada (1)? =2 7 26
+ CARICOM (14) + Chile (1) + Mexico Negotiating FTA with European Union
1)=24

(continues)
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TABLE 32 (conclusion)

Costa Rica CACM (4) + Chile (1) + Mexico (1) + United States (CAFTA) (1) + Canada (1) =2 8 11
Dominican Republic (1) + Panama (1) Negotiating FTA with European Union
+ Trinidad & Tobago (1) =9

Ecuador Andean Community (4) + Mercosur (4) United States” Q) 5 11
+ Cuba (1) + Chile (1) = 10

Mexico NAFTA (3) + Costa Rica (1) + European Union (25) + EFTA (4) + NAFTA (2) 12 42

Nicaragua (1) + Chile (1) + Bolivia (1) + Israel (1) + Japan (1) = 33
+ Uruguay (1) + Colombia (1) =9

Nicaragua CACM (4) + Dominican Republic (1) + United States (CAFTA) (1) + Taiwan Prov. of 7 10
Panama (1) + Mexico (1) + Chile (1) = China (1) =2
8

Peru Andean Com. (4) + Mercosur (4) + United States” (1) + Thailand (1) + Canada (1) 8 14
Chile (1) =9 “ + Singapore (1) + China (1)= 5

Source: Authors calculations based on legal instruments signed by countries or Trading blocs: MERCOSUR — Argentina, Brazil,
Uruguay and Paraguay; Andean Community — Bolivia, Colombia, Ecuador and Peru; CACM (Central American Common Market) —
Costa Rica, El Salvador, Guatemala, Honduras and Nicaragua; Caribbean Community (CARICOM) — Antigua and Barbuda, Barbados,
Belize, Dominica, Grenada, Guyana, Haiti, Jamaica, Montserrat, St. Kitts and Nevis, St. Lucia, St. Vincent and the Grenadines, Suriname
and Trinidad and Tobago; and Latin American Integration Association (LAIA) [online] <http:/Aww.aladi.org>

& Since 1999, MERCOSUR has been negotiating and Interregional Cooperation Agreement with the European Union.
Colombia and Peru signed and FTA with USA in 2006. Peru agreement was ratified in November 2007. Colombia is

awaiting ratification

©  Mexico, Colombia and Venezuela was a trilateral FTA called G-3 Group. IN 2006, Venezuela abandoned the agreement
FTA negotiations finalized

Trans-Pacific FTAs are flourishing as well. Exarapl# trans-Pacific agreements include the treaty
between Chile and China, the first trade agreethahChina has signed with a western-hemispherggothe
agreement signed by Chile with India and Japaniiamégreement between Panama and Singapore &nd wit
Taiwan Province of China. The Agreement betweeanJapd the United Mexican States for the Strengihen
of Economic Partnership entered into force in ApBD5 and is the first broad-scope agreement dpainJhad
signed till then. Other initiatives between Padiitn and Latin American countries include: the &hibrea
Free-Trade Agreement, which was the first eveisiRarcific free-trade treaty; and the Trans-PaSifiategic
Economic Partnership Agreement between Chile, Nealarid, Singapore and Brunei Darussalam (referrasl t
a P4 agreement). In addition to the recently agaté A with the United States, Peru’'s FTAs with &nand
Singapore are in the process of implementatiorttendountry has signed an “Early Harvest” schenttegifPeru-
Thailand FTA. Peru has also signed an FTA with €haind is now studying the feasibility of an FTAhwlapan.
Chile has signed an FTA with Australia, while iegotiation with Malaysia is at an advanced stamgafore
attempts to sign an FTA with Mexico (stand-by). @alCentral American countries (Honduras, Guagenal
Salvador and Nicaragua each) have an FTA in impltien with Taiwan Province of China while, thestfi
round of Costa Rica-China FTA talks took place da2009.

At a regional level, since its inception in Aug2§i06, the Latin American Pacific Basin Initiative
(Arco del Pacifico Latinoamericano in Spanish) &gsanded its role as a consensus-building bodynggtek
deepen economic and technical cooperation amongldten member countriés,strengthen regional
integration and engage in initiatives with AsiaiR@aon a coordinated basis. This dialogue encosgms
issues such as convergence of trade rules and ,nofmastructure and logistics, investment promoimd
protection, and economic and technical corpordtiormproved competitiveness.

This set of initiatives reveals a serious intent by Latin Acaer countries to take a long-term
view in their relations with Asia and the Pacific. Similatlye United States has concluded agreements
with Australia and Singapore, while it has concluded the regwis with the Republic of Korea, and is
in negotiation with Malaysia and Thailand. It has proposecemgents with Brunei Darussalam,
Indonesia and the Philippines. September 2008, togetheAwstnalia, Peru and Viet Nam, the United
States has announced their interest in becoming a member diiypegpanded P4 agreement.

20 The member countries include Colombia, Costa Rifdle, Ecuador, El Salvador, Guatemala, HonduMesxico,
Nicaragua, Panama, and Peru.

71



CEPAL - Serie Comercio Internaciona?t 87 Latin American and Asia Pacific trade and invesnt relations...

Despite being latecomers in the move toward FTAsa ARacific countries have recently shown an
increasing interest in these agreements, restiting “noodle bow!” phenomenof® Among these, the
ASEAN Free Trade Agreement (AFTA) stands out fereitonomic importance in the region and has also
become a focal point for the emergence of a neegost of “trade-bloc to trade-bloc” agreement (el
ASEAN-EU FTA and the ASEAN-Australia and New Zeadflr'A). After AFTA, no FTAs or EPAs were
negotiated until 2002, when Japan and Singaponedign EPA. Since then, other economies in themegi
have become increasingly active in FTA negotiat{erns. China, Republic of Korea, Thailand and Shoge).

One of the characteristics of regional integration in the EasBantheast Asian region is that the
reality has preceded any legal framework. Despite AFTA, less f#nad? intra-ASEAN trade makes
use of AFTA preferences. Countries in the region realize thatetadriven economic integration calls
for policy measures to support and promote it furtherhar@onization of policies, rules, and standards
governing trade and FDI. In this way, FTAs can be viewed doparsupporting policy framework for
deepening production networks and supply chains based pyimarihtra-industry and intra-firm trade.

For a number of countries of the Pacific Basin @bentries of North America, Latin American
States members of APEC, India, Pakistan and Skd)am large proportion of trade is already subject
preferential tariffs. As of August 2008, the netlvorf free trade agreements in force in the Pa&fsin
involved preferential tariffs applicable to 48% tofal exports, most of which were grouped aroured th
ASEAN countries (65%). On the one hand, the interesChina, Japan and the Republic of Korea, which
make up the “ASEAN + 3" area, and those of Austrdhdia and New Zealand (“ASEAN + 6”), are part
of the initiatives surrounding ASEAN. On the ottmrand, the drive and dynamism of Canada, the United
States and other countries of the region (ChileRerd) are reflected in the proposal to build gdescale
agreement on the basis of APEC, a Free Trade Ardee d\sia Pacific (FTAAP). The proportion of trade
subject to preferential tariffs could quickly inase to 65%, and within the ASEAN area, that figroeld
rise to 97% of total exports (Figure 23). The adwpof FTAAP is already supported by the business
communities in Brunei, Chile, Mexico, New ZealaReéru, Singapore and the United States.

FIGURE 23
FREE TRADE AGREEMENTS IN THE PACIFIC BASIN, SEPTEMB ER 2009
(Percentage of exports covered by preferential tariffs)
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Source: Authors calculations based on legal instruments signed by countries or Trading blocs: MERCOSUR —
Argentina, Brazil, Uruguay and Paraguay; Andean Community — Bolivia, Colombia, Ecuador and Peru; CACM
(Central American Common Market) — Costa Rica, El Salvador, Guatemala, Honduras and Nicaragua; Caribbean
Community (CARICOM) — Antigua and Barbuda, Barbados, Belize, Dominica, Grenada, Guyana, Haiti, Jamaica,
Montserrat, St. Kitts and Nevis, St. Lucia, St. Vincent and the Grenadines, Suriname and Trinidad and Tobago;
Latin American Integration Association (LAIA) [online] <http://www.aladi.org>; and (Kawai and Wignaraja, 2009).

2l For the 48 member countries in Asia-Pacific of #san Development Bank, As at January 2009, there been

210 FTAs (78 of those have been implemented, 27esig58 under negotiation and 47 proposed) (AsigidRal
Integration Center of the Asian Development BanKif®] <www.ari.adb.org>).
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1.1 Asia’s FTA network causing trade diversion for Latin America
and the Caribbean?

The weighted averages of the effective appliedfdan the agricultural sector are not only higherAsia
Pacific than in Latin America, but also, in theganet decade, the Latin American regional averagendd by
a 3.5%, while Asia Pacific countries increasedrtlesiel by almost 2%, making market access inghitor
more difficult to the member countries of the regidgricultural products have always been partityla
sensitive items, subject to many tariff and noiittharriers. In Asia-Pacific, high ad valorem eeplents
(AVESs), that include tariff quotas, are appliecagicultural products and a number of natural-nressbased
manufactures that are the major export interedtsii America, in which the region has strong carapive
advantages. The AVEs also show the presence fifdsealation, which works against the exports ofen
processed products from Latin America to Asia-Ra@ffosales and Kuwayama, 20G7).

In this regard, the reduction of intra-regionalrtess in this sector resulting from FTA proliferati
and their implementation in Asia-Pacific leaves &t of the world at a disadvantage, and has eersel
effect on Latin American agricultural exporterseTdhallenge facing Latin America is therefore tgaaye
in negotiations in those sectors that face thedsglevels of protection in order to allow for geza
participation of Latin American and Caribbean gpriees in the Asian production and distributionicba

In addition to traditional tariff (ad valorem orespfic) measures, there are several other bathats
impede trade. Some of these have become signiticatd barriers, especially when tariff rates colmen
as a result of liberalization. For example, risingnsport freight costs are one factor that putsnLa
American exporters at a disadvantage. Particufagly and rising costs in freight and insurance, idysart
to high oil prices and a lack of maritime transpoirconnections, have emerged as one of the rimajie
barriers that limit the potential growth of Latirm&rican exports to Asia-Pacifit.

The maritime connections between the two regions are not yet aglgaqieteloped, while the
North-North and South-North routes are more complete anddsg#loped. In general, South-South
flows have few connections, and direct lines between Latin AmeritaAaia-Pacific are known to be
available only to and from Chilean ports, while in the réshe region, several stops must be made in
South Africa or other American countries are before settingsedorAsia.

Another trade barrier is related to high logistics costs aedkwport capacities; there is a
significant difference between the two regions in this respecthé Logistic Performance Index,
developed by the World Bank, only one Latin American cour@iyil¢) figures among the top 10
countries with the FEALAC membership. A low logistic penfiance represents a higher cost for
exporters, resulting in shipment delays and lower compet@sgenThe two areas in which the Latin
American region is weak are the customs and infrastructure. Umgsagures should be introduced to
improve the customs procedures and port infrastructure aniddacil

Progress in regional cooperation in the area of trade facifitatould enhance international
competitiveness, generating greater trade and investment oppestigitween Latin American and the
Caribbean and Asia Pacific enterprises. In this regard, the msuofr Asia Pacific are encouraged to
finance projects that are of mutual benefit to bi-regional ratean.

22 The FEALAC economy as a whole is quite open, atatge proportion of goods enter free of MFN ratéswever,

market access is more restricted for agricultudds than non-agricultural products. Moreover, dbplied MFN

rates are much lower than the WTO bound rates, footagricultural and for non-agricultural goodtB bound and
applied rates for agricultural products are nedduble those levied on non-agricultural productsctSa wide gap
between the two sets of tariff rates makes tradieyponpredictable.

The two cases of soybean and copper ore indibatehe shipping costs, measured as the differeetveeen the unit
value in the origin port and the unit value at ohegton, is remarkably higher in bi-regional flowat in intra-

regional ones. For example, the cost of shippindpsan from Brazil to Japan is three times highantfor China to
export the same product to Japan. Similarly, th&t o shipping copper exports from Chile and PerChina is
substantially higher than from Australia and Indsiae

23
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A newly emerging trade barrier is the lack of quality controkecent years, more governments,
industries and consumers have begun to demand high levelaldy én products and the corresponding
certifications by several renowned international organizatiorthear own national agencies. Several
standards are obligatory commitments while others are of anteoju nature based on the
recommendations by the private sector. These non-mandatory staratar considered to be very
influential in determining not only the competitivenessha product in the world market but also the
ultimate buying decision of the consumer.

Latin American countries lag far behind their Asia Pacific couawspin this respect. For
example, the number of ISO Standards of Quality that each regitified in 2006 shows a stark
difference, not only in terms of absolute number of certificegtibut also when the size of population is
taken into account. By country of issuance, China and Japahéogeicount for more than 70% of the
all the 1SO issued in the two regions in 2006, only wewintries from Latin America (Brazil and
Argentina) represented roughly 5.5% of the total.
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VI. Conclusions and
recommendations

Given the risks the world economy is now facing and its aewrging
geography centred increasingly on the Asia-Pacific region, gaesrh
authorities in Latin American and Caribbean should redouble efferts
to identify and capitalize upon the potential complementaritiesectdat
greater integration with that region. In order to do tthie,Latin American
and Caribbean countries should adopt a coordinated approaalddaird
investment initiatives.

The favourable economic conditions facing the negip to mid

2008 offered a unique opportunity to lay the fouiwte for sustained trade
and investment relations with Asia-Pacific by: @)eating bi-regional
business alliances; (ii) enhancing cooperationnimovation and human
capital in order to diversify trade, add greatelusaand knowledge to
exports; and (iii) helping to create more stabladiions for growth. The
notable economic slowdowns observed in both regionecent months
make the accomplishment of these objectives monmeadding but at the
same time more urgent and indispensable. In tigagrde FEALAC should
become an effective and functional forum for biioegl policy dialogues.

One of the reasons for the limited bi-regionaldradd investment flows
is the lack of intra-industry trade (IIT) betwebgr two regions. Although there is
substantial IIT within each region, trade of thjget across the two regions is still
scarce. The fact that IIT flows still account faetatively small proportion of bi-
regional trade points not only to vast possibditmit also enormous challenges
that may lie ahead for this type of trade and imvest cooperation.
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The nature of trade flows is still inter-industrial: imgorfrom Asia-Pacific consist of
manufactures, while Latin American and Caribbean exports ¢omsigly of primary commodities.
Whereas manufactures represent a rising share of intragégéaports in Latin America and the
Caribbean, exports to Asia-Pacific show the opposite tremgnients of food items and minerals and
metals have risen as a proportion of total exports to A=wEiP, reflecting the region’s comparative
advantages and the potential of those markets.

In contrast, the experiences of Central Americatiqudarly Mexico, show the benefits of an
investment-cum-trade strategy, different from the adopted in the rest of the region. Given therdent
patterns of international specialization in the tegions, new production possibilities and expppdatunities
may open up for the Latin American and Caribbeamt@s as international production chains in Aaaific
continue to expand and deepen and the demandrfonadities remains strong.

Latin America and the Caribbean is beginning tooeixp more diversified range of products to
Asia-Pacific: the list includes a number of newdurcts, such as fishery products and pig meat, agiig
high-technology manufactures that include electranicrocircuits, telecommunications equipment and
data-processing machinery. The presence of theskigis indicates that Latin America is beginning to
integrate, albeit sporadically, into the extensiupply-chain networks prevalent in the Asia-Pac#igion.

There are some intra-industrial bi-regional trade flows aadethalbeit incipient, are increasing.
In general Mexico's trade with Asia-Pacific shows higher Grubbeyd indices than those for other
Latin American countries. Costa Rica and Brazil have begun to reoconé intra-industry trade with
Asia-Pacific. On the Asia-Pacific side, Australia, New Zealand%indapore are beginning to register
intra-industrial trade with the region. In short, there besn a breakthrough with trade shifting from a
purely inter-industrial to a slightly more intra-induskistructure.

Both intraregional FDI flows within Asia-Pacific and diranzestment inflows into emerging
Asia from large developed countries have promoted de facto regigegiation in that region, since
both types have represented major investment in the indivitkiah countries over the years. A clear
“trade-cum-investment” relation exists in the Asia-Pacific regiod this promotes intra-industry and
intra-firm trade and “slices up” complex cross-border internatisupply chain networks.

A significant outcome of the fragmentation of mawirfiring processes in the Asia-Pacific region was
that Japan lost comparative advantages in mantifagforoduction, which led Japanese firms to sligéheir
productive processes and outsource more labounsimte stages to neighbouring East Asian countfies.
“hollowing out” of the Japanese economy was refgit@n Taiwan Province of China, the Republic ofd&
Singapore and Hong Kong SAR, thereby deepeningAkm Factory” process. China and the ASEAN
countries’ later entry onto the international ecuio stage further eroded the industrial comparative
advantages enjoyed by the higher-income East Asiantries, making offshore production more attvactit
is notable that all this regional trade and investirtreation occurred outside the ambit of regidrzale
agreements. Latin American and Caribbean firms musttake steps to enter Asian supply chains irgig
trade and investment partnerships, in additiorefdetagreements, in order to gain new accessde tharkets
and integrate into Asian production and exportrehai

Apart from natural-recourse-based FDI, another predominaatdf®DI in Latin America has
been market-seeking, which has been too inward-looking and dtasontributed sufficiently to the
building of local manufacturing capacities and international catiyegtess. One of the main reasons
for the low level of trade-cum-investment flows between theregions is the lack of efficiency-seeking
FDI, which is the type most common in Asia-Pacific. Whemhsavestment does exist in the region, it
shows the shortcomings typical of this type of FDI: theation of an “enclave” economy and a low
value-added trap, as well as a lack of industrial agglomeration.

Efforts to deepen trade and investment relations with Asiai®awifst, therefore, take a twofold
approach: (i) the promotion of efficiency-seeking FDI on th#in_American and Caribbean side; and
(ii) efforts to address the drawbacks of market-seeking inegsgtthat often affect the national economy
in general and the export sector in particular.
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A number of recent experiences show that value and knowledge cardéx tadcommodity
exports, in the interests of efficient and coordinated explmitaif comparative advantages. Although
with more difficulty than manufactures, commodities can alsoirliegrated into production and
marketing chains in Asia-Pacific; this calls for a systemic @ggr encompassing the production
process, trade logistics, maritime and air transport, and rrgkend distribution in the final
consumption market. Exports conducted through alliancesAsitrPacific investors could help to form
a complex of activities involving goods, services, investmamid financing. Strategic partnerships
should be created to increase value added throughout the pradamdionarketing chain, and mutually
beneficial technological partnerships should be developed (ty agpances in biotechnology to agro-
industry, mining, forestry and fishery, for example).

The countries of the region also urgently need to: (i) takedivantage of current growth in the
Asia-Pacific region and develop new linkages to strengthewvatiom and competitiveness (a weak link
in the Latin American region); (ii) strengthen links betwemglé and investment; and (iii) consolidate
productive and technological linkages.

The Asia-Pacific region offers investments that could progataplementary financing for major
initiatives, especially in the infrastructure and energy areasntéresting challenge is to identify the
infrastructure and energy projects in Latin America and the Gaiblvhere Asian investment might be
most useful to speed up the implementation of works. wbidd not only help to strengthen the trade
facilitation and investment link with Asia-Pacific, but alsmuld generate externalities for Latin
America’s own regional integration process. It would thuadbgsable to link strategic partnership with
Asia-Pacific with efforts to advance regional integration, fideo to build unified markets supporting
increasingly common standards and providing greater legal cgrtaint

A series of market-access problems remain. Asia-Pacific applibsadgvalorem equivalents
(AVES) to agricultural products and a number of natural-nesebased manufactures that constitute
major export interests for Latin America and the Caribbean andhich the region has strong
comparative advantages. The challenge for the region is therefengage more actively in the Asian
production and distribution chains with exports that faeehighest levels of protection.

The lack of a well-established network among companies, whethge fams or SMEs,
represents an obstacle to strategic alliances and corporate assobDiasipite profitable opportunities,
the high sunk costs of new ventures and the risks invdbresingle investors may also continue to act
as formidable barriers. Inadequate infrastructure, especially theofagkgood transport system, also
impedes dynamic trade and investment flows. The provisisgolofions for these bottlenecks would
certainly enhance bi-regional trade and investment.

There are several issues of mutual interest and great importangggreatrade and investment
promotion, enhancement of international competitiveness, marketsadoes trade agreements and
regional integration. In order to reduce the existing largeilgadormation and perception of business
opportunities and market access, the countries in both regilamndd consider taking action in the
economic and trade sphere, as described below. Such actions bbeoatbrdinated with and take
advantage of existing international and regional agencies, andemgage business associations and
other private-sector agents:

» information exchange on market opportunities and market acoeigling basic economic
indicators, recent trends on bi-regional trade and investmevglagpments in regional
integration, standards, tariffs and non-tariff trade measures,

» policy dialogue on promotion of bi-regional trade and inwesit, aimed at identifying the
bottlenecks in such promotion and needs for capacity- antutratibuilding,

» policy dialogue on trade and investment promotmreview best practices in both regions and amalys
public policies to enhance international competitess, innovation and regional integration,
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policy dialogue on trade-related capacity-building, includiegesal emerging issues such as
trade facilitation and the Aid for Trade Initiative,

policy dialogue on the WTO process, addressing not onlptie Round of trade talks, but
also the development dimension, the issue of convergence agethicer between regionalism
and multilateralism and strengthened operational rules on spadiaifferential treatment,

pialogue on free trade agreements, including bilateral, sub-edgiorbi-regional FTAs and
the related negotiation, implementation and administration seses

exchange of information on investment, including trends i ffows; investment-related
multilateral and bilateral agreements; inventory of investmeomgtion programmes and
policy and regulatory regimes of the Asia-Pacific and Latin Acaerand Caribbean regions,

promotion of small- and medium-sized enterprisdglES), with an emphasis on establishing
institutional linkages among SMEs through respectigsociations in the two regions, promoting
venture capital for technological upgrading, ingdgdinformation communications technology
(ICT), and developing E-commerce, which would iaseinterregional trade and investment, and

transport infrastructure, including the assessment of exiptie-feasibility studies and efforts
to secure financing to implement infrastructure projects.

In this regard, the countries of the region shpuicdue better market access in the Asia-Pacifiomeg
either seeking bilateral arrangements individuadlyvorking in coordination to reach joint agreersefthile,
Mexico and Peru should play a key role in coordiggpositions and working together on differentfs) not
only within APEC-related forums but also within dretween the intra-regional integration schemes.

Routes by which the region could pursue better market accessaiPAcific might include:

creation of a trade bloc in East Asia to promotgh@r trade liberalization in the framework of
APEC, possibly though a Free Trade Area of the-Rsieific (FTAAP), which might include more
than the three existing Latin American members BE& (Chile, Mexico and Peru). This would
make it possible to pursue greater uniformity amalvergence of rules and disciplines among the
FTAs signed by APEC members and those signed loy Aaterican and Caribbean countries,

promotion of intra-APEC trade and investment, toypdifying and harmonizing the rules of origin
(ROOQs) contained in most of the FTAs signed by ARBE&mbers and increasing flexibility in
accommodating ROOs among the different integratitremes and FTASs in the region,

possible enlargement of the Trans-Pacific Strategic Economic Puimekgreement (P-4
FTA), widening its geographic coverage for future negotiafiéms example, by including
Peru, Mexico, Colombia and Thailand,

coordinated support by the three existing Latin American ARtethber countries to seek
APEC membership for other countries in the region,

strengthening of the Forum for East Asia-Latin America @oaipon (FEALAC) —the only
forum for dialogue on cooperation that extends beyond thei®&h— and more active
participation in it by the countries of both regions,

creation of a trade bloc in East Asia to promotgh@r trade liberalization in the framework of
APEC, possibly though a Free Trade Area of the-Rsieific (FTAAP), which might include more
than the three existing Latin American members BE& (Chile, Mexico and Peru). This would
make it possible to pursue greater uniformity amalvergence of rules and disciplines among the
FTAs signed by APEC members and those signed loy Aaterican and Caribbean countries,

promotion of intra-APEC trade and investment, foypdifying and harmonizing the rules of origin
(ROOQs) contained in most of the FTAs signed by ARBE&mbers and increasing flexibility in
accommodating ROOs among the different integratitremes and FTASs in the region,
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possible enlargement of the Trans-Pacific Strategic Economic Puimekgreement (P-4
FTA), widening its geographic coverage for future negotiafiéms example, by including
Peru, Mexico, Colombia and Thailand,

coordinated support by the three existing Latin American ARtethber countries to seek
APEC membership for other countries in the region, and

strengthening of the Forum for East Asia-Latin America @oaipon (FEALAC) —the only
forum for dialogue on cooperation that extends beyond thei®&h— and more active
participation in it by the countries of both regions.
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