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Abstract

The 2002-2003 edition of Latin America and the Caribbean in the world economy is divided into three parts.

The first part, which concerns trade and regional integration in Latin America and the Caribbean (chapters I and
II), analyses the main features of the international situation and their impact on the countries’ external trade in 2002
and 2003. It also examines developments in the regional integration process in Latin America and the Caribbean in
2002-2003 and the ambivalence demonstrated by some of the governments involved, which affirm their political
will to continue to deepen regional integration but make no specific commitments in that regard.

The second part is devoted to Latin American trade policy, particularly export promotion policy (chapters III and
IV). Chapter III deals basically with the export promotion policies of Mexico and the countries of Central America
and the English-speaking Caribbean. Chapter I'V looks at some aspects of an export promotion policy for services, as
this area is largely undeveloped in the region.

The third and last part (chapters V and VI) analyses two important elements of the international trading system.
Chapter V examines the inclusion of the development dimension in multilateral negotiations, which is intended to
address the differences in development levels between the members of the World Trade Organization (WTO) and to
strengthen the impact of trade on development, and chapter VI describes, from the region’s perspective, the changes
brought about by China’s accession to WTO. China’s role is analysed from several different angles: as a strong
competitor in world markets for labour-intensive products, as a consumer market for commodities and manufactures
and as an ally in defending the development process in international forums.
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Summary

1. Positive and negative aspects of the structural
diversity of regional trade in 2002-2003

Merchandise exports from Latin America and the
Caribbean, which were already showing signs of
recovery in late 2002, strengthened further in 2003.
Some 10 countries saw their exports rally strongly in
terms of both volume and value. The most outstanding
cases were those of Argentina, Bolivia, Brazil, Chile,
Costa Rica, Ecuador, Haiti and Peru, which, given their
export structure, were able to benefit from better prices
for their principal products and, in some cases, from
robust demand in several Asian countries, notably China.
These price rises increased the value of agricultural and
mining products, especially soybeans and soybean
products, cotton, wool, copper and iron, while prices
for manufactures rose at a proportionally lower rate in
aggregate terms. The net effect of these variations was a
slight improvement in the region’s terms of trade.
Imports were up in a number of countries, although
external purchases by major importers such as Brazil,
Mexico and especially Venezuela, along with Bolivia,
the Dominican Republic, Nicaragua and Panama,
remained low.

After recovering slightly in 2002, the world
economy seems to have advanced towards a moderate
expansion in 2003 and early 2004, on the basis of growth
in the Asian developing countries and, since late 2003,
the United States economy. According to data from the
World Trade Organization (WTO), world trade rallied
in 2002 and 2003, expanding by about 2.5% and 4.5%,

respectively, in terms of volume. However, these values
are nowhere near the average growth recorded in the
1990s, of more than 5%.

Starting in late 2002 and throughout 2003 prices
for Latin American and Caribbean commodities rose
sharply, fuelling the recovery of the region’s exports.
The increase in external sales was particularly
significant in the South American and Central American
countries, where commodities account for a large share
of exports. Agricultural exports from Argentina, Brazil
and Uruguay were up, buoyed by higher prices for
soybeans and soybean products. Similarly, increases
in coffee prices boosted exports of this product from
Colombia, Brazil and the Central American countries;
the same was true of cotton and wool from Paraguay
and Uruguay. Peru and Chile benefited from an
extraordinary rise in the price of copper; at the end of
the year, the per-pound price exceeded the US$ 1 mark
—one of the highest levels of the last three years— and
in late February 2004 rose above US$ 1.30. For the
Central American and Caribbean countries, the biggest
boost came from the recovery in the price of sugar, the
main product in their export basket. Other countries
that benefited from higher commodity prices were
Belize, Colombia, Ecuador, Mexico and Trinidad and
Tobago, which recorded growth rates of over 20% in
the mining and oil sectors thanks to the sustained
buoyancy of oil prices.
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In 2003 the region’s exports grew by 8.3%, with
the biggest jump observed in the non-oil-exporting
South American countries. The stronger recovery of
those countries’ basket of exports to the United States,
the European Union and the Asian developing
countries —especially China— helped to improve the
region’s export position (see figure 1 and table 1.17).
The region’s imports, meanwhile, were again very low

Economic Commission for Latin America and the Caribbean

in comparison to their 2000 value, as noted above.
Here again, the non-oil-exporting South American
countries showed higher growth than the other
countries of the region (see figure 2). The combination
of more robust exports and clearly waning demand
for imports enabled the region to accumulate a
merchandise trade surplus of some US$ 42 billion (see
figure 3).

Figure 1
LATIN AMERICA AND THE CARIBBEAN: EXPORT GROWTH, 1999-2003
(Percentages)
50.0
45.0 1 EMexico
400 4 B CACM and Caribbean
O South America (oil-exporting) 2
el O South America (non-oil-exporting) 20,5
B0 —Latin America
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-5.0 § 57 ?
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of official information and
estimates prepared by the Statistics and Economic Projections Division.
@ South America (oil-exporting) includes Colombia, Ecuador and Venezuela; South America (non-oil-exporting) includes
Argentina, Bolivia, Brazil, Paraguay, Peru and Uruguay.
5 Includes the 37 countries of the region considered in tables .11 and 1.12 of chapter |.
Figure 2
LATIN AMERICA AND THE CARIBBEAN: IMPORT GROWTH, 1999-2003
(Percentages)
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4504 EMexico
40.0 4 MBECACM and Caribbean
35.0 4 DOSouth America (oil-exporting) *
30.0 1 OSouth America (non-oil-exporting) 16.0
250+ _ Latin America® ¢
20.0 - 3.2
15.0 A
10.0 - ¢ 1
5.0+
0.0 4
-5.0
-10.04 3.7 T | |
-15.0 - ?
-20.0 - 28 R
-25.0 1 '
-30.0
1999 2000 2001 2002 2003

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of official information and
estimates prepared by the Statistics and Economic Projections Division.
2 South America (oil-exporting) includes Colombia, Ecuador and Venezuela; South America (non-oil-exporting) includes

Argentina, Bolivia, Brazil, Paraguay, Peru and Uruguay.

b Includes the 37 countries of the region considered in tables .11 and 1.12 of chapter |.
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Figure 3
LATIN AMERICA AND THE CARIBBEAN (17 COUNTRIES): MERCHANDISE
TRADE BALANCE, 2003
(Millions of dollars)

Brazil
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of official figures from

the countries.

The region’s merchandise trade surplus was
concentrated in Brazil, Argentina, Venezuela and, to a
lesser extent, Chile. This accumulation may be
attributed to four factors: (i) real exchange-rate
depreciation, especially in Brazil, Argentina and
Venezuela; (ii) higher prices for these countries’ main
raw materials exports (soybeans, copper and oil); (iii) an
increase in export volume in response to growing
demand for raw materials in Asian markets, especially
China and India; and (iv) continued low levels of goods
imports, which were still far below historical levels (see
figure 2).

The growth of Latin American and Caribbean
merchandise exports reflected increases in both price and
volume. Although this was the norm, the South American
countries benefited most from the rise in prices, which
generally exceeded 5%; the most outstanding case was
that of Venezuela, where a decline in export volume was
largely offset by higher prices. Meanwhile, prices had
less of an impact on exports from Central America, the
Caribbean and Mexico, whose growth was much more
modest than that of South American exports. In aggregate
terms, the Andean Community countries were hard hit
by the adverse situation in Venezuela (see figure 4).
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Figure 4
LATIN AMERICA AND THE CARIBBEAN: DISAGGREGATION OF GROWTH IN THE
VALUE OF MERCHANDISE EXPORTS, BY SUBREGION, 2003
(Annual growth rates)
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis
of official figures from the countries.

Pressured by the appreciation of its currency,
Mexico, which accounts for more than 45% of the
region’s exports, has not managed to compensate for
the steep drop in its external sales in 2001, with the
result that its earnings are still lower than they were in
2000. In terms of sectors, Mexico’s non-oil exports are
the ones whose growth has slowed down the most; this
slump is worst by far in the manufactures subsector,
which shrank by 0.3% in 2003. Conversely, oil exports
surged by 28.7%.

Intraregional exports in 2003 recovered from a two-
year slide, as the climate for reciprocal trade improved.
Despite its ups and downs, this trade is still very
important in the region, especially in the case of
manufactures. Trade among Latin American and
Caribbean countries may be divided into two categories:
(1) trade between countries members of subregional
groupings (intra-group trade) and (ii) trade between
countries parties to the economic complementarity
agreements of the Latin American Integration
Association (LAIA) or free trade agreements (inter-
group trade). Whereas inter-group trade accounted for
less than half the exports absorbed by the region in 1998,

the proportion rose to 57% in 2000 and 63% in 2003.
Between 2000 and 2002 total Latin American purchases
of products exported by other countries of the region
diminished from US$ 62.551 billion to US$ 52.816
billion. However, this reflected the fact that intra-group
trade fell sharply while total purchases between the four
integration arrangements —the Southern Common
Market (MERCOSUR), the Andean Community, the
Central American Common Market (CACM) and the
Caribbean Community (CARICOM)- and other
countries not affiliated with those groupings stayed
practically the same, rising only from US$ 33.415 billion
to US$ 33.45 billion (see figure 5). In 2003 intraregional
trade amounted to US$ 60 billion, which was still 4%
lower than the peak value recorded in 2000.

The estimated value of reciprocal trade within the
four subregional common markets in 2003 shows that
these trade flows followed a procyclical trend whereby
intra-group trade expanded and contracted in line with
third-party trade. What did vary significantly was the
relative extent of the expansion or contraction. In 2003
there was a pronounced upturn in trade within
MERCOSUR, CACM and CARICOM, which contrasts
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Figure 5
LATIN AMERICA AND THE CARIBBEAN: COMPOSITION OF INTRAREGIONAL TRADE,
1997-2003
(Percentages of total trade)
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis
of official figures from the countries.

with the continuing difficulties experienced by the
Andean Community since the last quarter of 2002. The
downturn in trade among the MERCOSUR countries
was reversed starting in the first quarter of 2003, and a
26% expansion was recorded for the year as a whole.
The relative share of reciprocal trade out of the member
countries’ total exports diminished, as its growth was
outstripped by the increase in the countries’ trade with
third markets, especially Asia, the European Union and
the United States. Likewise, trade within CACM and
CARICOM increased by 6.8% and 12%, respectively,
which represents an improvement after the economic
slowdown of 2002. At the other extreme, trade within
the Andean Community contracted by 5.5%; this,
together with the downturn in 2002, yields a cumulative
loss of 12% with respect to the value of intra-Community
trade in 2001 and of 1.5 percentage points in terms of
the ratio of intra-Community exports to total exports,
which slipped from 10.6% in 2001 to 9.1% in 2003.
The analyses in Latin America and the Caribbean
in the world economy, 2001-2002 stressed the idea that
the expansion of Latin American exports to new markets
in Asia was offsetting the effects of the sharp economic
slowdown in the main traditional import markets,
essentially the United States and the European Union.
In 2003 the stronger performance of the Asian economies,

including Japan, was reflected in increased demand for
Latin American products such as meat, fresh fish, cereals,
coffee, forestry products, certain minerals (coppet, iron,
tin, nickel, lead) and agricultural raw materials. Although
the Asian countries together absorb between 8% and 13%
of the region’s total external sales, depending on whether
or not Mexico is included in the calculations, these sales
are particularly significant for Chile, Peru, Ecuador,
Argentina and Brazil, which sell between 8% and 32% of
their total exports to these countries.

For the first time in 13 years the Latin American
and Caribbean countries managed to accumulate a goods
and services trade surplus on the order of US$ 25.5
billion and a current account surplus that reached the
unprecedented figure of US$ 2.8 billion, or US$ 5.3
billion excluding the deficit recorded in the Caribbean
economies and Panama. Results comparable to these had
not been seen in the region for half a century. One of the
interesting things about this surplus is that it reflects the
combined effects of an increase in export supply and a
substantial, widespread increase in transfers from
abroad. And yet, while Mexico and the countries of
Central America and the Caribbean also benefited from
higher export values and volumes and from an increase
in current transfers, they still posted large trade deficits
and, consequently, negative current-account balances.
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With respect to international trade integration, Latin
America and the Caribbean participated actively in
various negotiations in 2003. In terms of multilateral
negotiations, the fifth WTO Ministerial Conference was
held in Cancun in mid-September. The meeting
concluded without agreement because of problems in
making headway with negotiations on the agricultural
sector, as well as the reservations of some developing
countries concerning the discussion of negotiating
modalities for the issues of investment, competition
policy, transparency in government procurement and
trade facilitation (the so-called Singapore issues), among
others. Negotiations in the framework of the Doha Round
are to continue within WTO, although they may extend
beyond the agreed time frames.

In terms of extraregional negotiations, in 2003 Chile
reached an important milestone —and one that
consolidates its trade policy— with the ratification of its
free trade agreement with the United States, which went
fully into effect on 1 January 2004. The Central American
countries held several rounds of trade negotiations with
the United States that culminated in the conclusion of a
free trade agreement between that country and El
Salvador, Honduras, Guatemala and Nicaragua. These
negotiations prompted reactions from particularly
sensitive sectors in Central America such as the dairy,
grain, meat and sugar industries, especially in Costa Rica,
where the greater liberalization of sectors such as
telecommunications and insurance led to the conclusion
of an agreement different from the one reached with the
rest of the Central American Common Market countries.
In fact, Costa Rica did not reach agreement with the
United States until January 2004, after it had won special
treatment for its sensitive sectors and a longer period
for liberalizing telecommunications and insurance. In
mid-March the Dominican Republic concluded its trade
talks with the United States by becoming a party to the
United States-Central American Free Trade Agreement
(CAFTA).

In late 2002 the United States extended the term of
the Andean Trade Preference Act (ATPA), whichbecame
the Andean Trade Promotion and Drug Eradication Act
(ATPDEA). Furthermore, the United States Trade
Representative announced his country’s interest in
negotiating free trade agreements with the Andean
countries. For his part, the Secretary General of the
Andean Community expressed the hope that the
negotiations would take place in a spirit of coordination
and collaboration. The United States is expected to begin
negotiations with Colombia, Peru and Ecuador on 18
May 2004 and with Bolivia at a later date. The countries
have not yet decided whether to negotiate as a group or
bilaterally. For the time being, they are organizing their
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negotiating teams and strategies and have opened a
dialogue with business circles, workers and civil society
in general.

With regard to the Free Trade Area of the Americas
(FTAA) initiative, the participants in the eighth
Ministerial Meeting, held in Miami in November 2003,
decided to dispense with the “single undertaking”
approach, in which the issues were to be negotiated as a
whole, and adopted a mixed arrangement under which
the countries would undertake a common set of
obligations in certain areas, with the option of agreeing
to additional obligations in other areas through bilateral
or plurilateral negotiations. While this solution makes it
more likely that the negotiations will be completed
within the agreed time frame, the fragmentation of the
negotiating agenda could work to the detriment of
countries with less bargaining power.

Meanwhile, negotiations between MERCOSUR and
the European Union have continued on schedule. The
two blocs hope to sign an agreement in the course of
2004 in the framework of the European Union-Latin
America and the Caribbean Summit.

With respect to intraregional negotiations, both
MERCOSUR and the Andean Community issued
declarations (the Brazilian proposal “Target 2006 ”and the
Quirama Declaration, respectively) aimed at strengthening
these processes. These declarations call for the inclusion
of new items on the integration agenda, such as
macrocconomic coordination, the treatment of
asymimetries, sustainable development, border integration
and closer ties between the subregions and between them
and the rest of the region. The declarations express a clear
political will to deepen the regional process, which will
have to be translated into effective measures that give
priority to subregional trade and investment and give rise
to greater economic, regulatory and institutional
convergence among the economies involved.

In early April 2004 Colombia, Ecuador and
Venezuela and the MERCOSUR countries concluded
their negotiations on a free trade agreement at their
eighth meeting, held in Buenos Aires, Argentina. This
represented the culmination of a negotiation process
begun almost 10 years earlier and laid the groundwork
for the creation of a South American trading bloc
consisting of the countries members of the Andean
Community and MERCOSUR. However, the countries
have yet to agree on how the liberalization process will
take place in terms of timetables —which could extend
up to 2016— and final lists of products.

The CARICOM countries have maintained a
consistent stance in the various negotiating forums by
coordinating their position through the Caribbean
Negotiating Machinery.
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2. Policies for promoting and developing Latin American and
Caribbean goods and services exports

Almost all the Latin American and Caribbean countries
have formulated and implemented programmes to
promote and develop exports, with varying degrees of
success. This shows that the region’s governments are
aware of the importance of fostering export growth with
a view to achieving more balanced integration of their
economies in the global economy. However, after almost
four decades of Latin American and Caribbean
experience in attempting to promote and develop exports
through entities expressly devoted to this endeavour,
there is still no consensus as to the effectiveness of the
strategies used. In addition, the Latin American and
Caribbean countries have been characterized by sudden
institutional changes, and the export promotion area is
no exception. The lack of institutional continuity in this
area poses a twofold risk: that the services provided to
exporters will be discontinued and that the development
of statistical time series to serve as a basis for objectively
evaluating the technical, financial and human efforts
deployed in each case will be interrupted, so that the
impact of the export strategy and progress towards goals
will be harder to measure.

When policies are not subjected to a cost-benefit
analysis, they tend to be perceived as inefficient or
irrelevant. Given the widespread need for budgetary belt-
tightening in the region, the countries have tended to
cut funding for export promotion and financing
programmes, when, on the contrary, export development
activities should be adequately supported, in line with
clear and explicit priorities that give preference to the
firms most in need of such help.

The broad objective of public policies to expand
and diversify exports is to reduce the economy’s anti-
export bias and the transaction costs that must be borne
by exporters, which distort the relative profitability of
foreign- versus domestic-market-oriented production.
Clearly, this profitability depends on various prices that
change over time. Under the import substitution model,
for example, production costs and profit margins
depended to a large extent on the protection regime (tariff
and non-tariff barriers), which pushed up the cost of the
inputs used throughout the chain of production. By
eliminating competitive pressure from imports,
protection resulted in wider profit margins, making
import substitution sectors and sectors catering
exclusively to the domestic market extremely lucrative.

This meant that more efficient firms producing goods in
which the country had revealed comparative advantages
had a disincentive to export.

In Latin America and the Caribbean, institutions to
promote and develop exports have another important
role: to remove all obstacles that hinder this activity.
This involves improving infrastructure, streamlining
bureaucratic procedures, providing suitable financing
conditions, adjusting the tax burden, expanding market
access, increasing information availability and
encouraging practices that enhance productivity and
quality. Trade openness has drastically reduced the
degree of nominal and effective protection, although
exchange-rate appreciation has affected the relative
prices of tradable goods in most of the region’s countries,
creating another type of anti-export bias. Any export
promotion policy must be based on three pillars: policies
to reduce the export sector’s vulnerability to exchange-
rate volatility or misalignment, an appropriate protection
structure for producers and consumers and a system of
non-distorting incentives. It should be borne in mind
that the WTO Agreement on Subsidies and
Countervailing Measures prohibits the use of fiscal or
financial incentives that are specific to certain production
sectors or branches of activity.

Unquestionably, the sectoral composition of
external sales reflects a country’s degree of
development, resource endowment, average
productivity and technological advancement. In other
words, at any given time, the volume and composition
of a country’s exports are limited by its production
and technology structure. The structure of
comparative advantages and the removal of distortions
and flaws in the domestic market define what products
a country can export today, while its policies on
technology, investment and education determine what
it will be able to export in the medium and long terms.
When countries fail to invest in technology training,
human resources development and infrastructure, their
policies to promote and develop exports will probably
not be viable, since underdevelopment in these areas
makes it necessary to compensate firms for the high
systemic costs of producing each unit of the good or
service to be exported. In the long run, these exports
are not sustainable once subsidies are reduced or
eliminated.
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As part of a broad effort by ECLAC to propose
effective policies for changing production patterns with
social equity in the region’s open economies, the
countries’ systems for promoting and developing exports
were analysed. This edition of Latin America and the
Caribbean in the world economy focuses on the
experience of Mexico, Central America and the
Caribbean, while the next edition will look at the policies
and institutions of the South American countries.

Mexico, Central America and the Caribbean Community

(CARICOM)

An assessment of the institutional framework for
promoting exports in Mexico and the countries of Central
America and CARICOM and an analysis of domestic
and external constraints on export promotion show that
activities in this regard play an important role but are
not enough in themselves to increase exports. The small
economies of the Caribbean have lost market share
outside CARICOM. In the absence of a suitable
macroeconomic environment, certain aspects of systemic
competitiveness are essential, such as physical and
technological infrastructure, financial intermediation,
human resources development, trade facilitation and
non-price aspects of competitiveness (rules, international
standards, quality). The contribution of export promotion
instruments is still limited in terms of their impact on
the formation of linkages between different sectors of
the countries’ production structures. Furthermore, the
recent diversification of Mexican, Central American and
Caribbean exports has been determined more by the
decisions of foreign firms and preferential access to the
United States market than by traditional export
promotion and development instruments. This means
that export promotion activitics must be seen as part of
the institutional structure of business scrvices, whose
existence facilitates but does not determine the decision
to export.

The institutional framework for export development
was designed for the explicit purpose of steering
production towards external markets. However, the
goods exported by Mexico, Central America and some
Caribbean countries since their economies were opened
up do not come from a pre-existing supply of export
products, but rather from a new supply generated by
foreign investment and preferences in the target markets.
In turn, this new specialization, which is based on
international production sharing arrangements, has been
criticized as having too few linkages with the rest of the
economy and no sunk costs; this situation gives firms a
great deal of mobility, while giving the host countries
little bargaining power in relation to these firms.
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Although some institutions have impact assessment
systems, the effectiveness of export promotion activities
is very hard to gauge. Export performance hinges on
the national and international economic environment;
as a result, export development policies, however well
designed and appropriate, may not lead to an increase
in external sales. In times of global economic slowdown,
indicators such as export growth or growth in the number
of export firms may decline even though sound export
promotion policies are in place. Similarly, in boom
periods, exports and the number of export firms may
increase without export promotion being the trigger.

All the countries of the region have used similar
export incentives. All the Central American countries
have provided export subsidies by giving export firms
exemptions from income tax and import duties, although
exports to the regional market are excluded from these
benefits. Since 1985 Mexico’s incentives have consisted
mainly of import tax exemptions, although its incentive
systems have virtually disappeared, primarily because
of North American Free Trade Agreement (NAFTA)
requirements. Globalization and regional integration
have tended to reduce the economic and policy flexibility
enjoyed by the CARICOM countries. The tariff reduction
resulting from these processes force the countries to
expand their tax base, thereby limiting their ability to
offer tax incentives and, in general, to implement a
discriminatory economic policy.

In the context of the Doha Round, a procedure was
established for extending the transition period provided
for in the Agreement on Subsidies and Countervailing
Measures (article 27, paragraph 4). Under this procedure,
export subsidies, which are prohibited because they are
contingent on export performance, must be gradually
phased out starting in 2008 and must be completely
eliminated by the end of 2009. In the case of the Central
American countries, such subsidics consist of income
tax exemptions for export firms.

A compelling argument for changing the kinds of
export incentives offered is that even though export firms
are the most successful and fastest-growing sector of
the economy, they do not contribute to fiscal income.
Currently, income tax exemptions apply to two different
categories of firms: (i) foreign firms that operate on a
cost-centre basis and do not generate profits, for which
the income tax exemption is irrelevant, as the tax is paid
in the country of origin, where the profits are generated;
and (ii) foreign firms that do generate profits but do not
pay income tax in the host country, paying it instead in
the country of origin under the global income concept.
Inview of these circumstances, a sensible solution would
be to negotiate double taxation treaties providing for
the payment of income tax in the country in which the
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profits are generated and for a corresponding reduction
in the income tax payable in the firms’ countries of
origin. There are also domestic firms that do not pay
income tax because they operate under special regimes,
and these are the ones that really reap the full benefit of
the exemption. As countries cannot extend income tax
exemptions to all firms, they should set their income tax
rates at internationally competitive levels.

Moreover, in order to boost the production of goods
for export, incentives should be designed to promote
domestic production regardless of the target market and
of whether the products are traditional or non-traditional.
This would not only bring them into line with
international trade rules, but would also help to make
more national products available for export directly and
automatically, without demanding that they meet special
requirements, and indirectly by creating a network of
suppliers for the export sector. It would also be a way to
overcome one of the main obstacles that have prevented
existing incentive schemes from having a “knock-on”
effect on the country’s other productive activities and,
in the case of the Central American countries, would
even strengthen regional trade. When incentives are
granted solely for export production' —that is, when
imported inputs are exempted from tariffs and other
specific taxes— it is very hard for domestic firms to
become suppliers for export firms. Local companies have
to pay taxes and other charges on imported inputs, and
although some countries offer rebates of such taxes, the
procedures tend to be so complicated that foreign firms
prefer to import their inputs. It is often easier and cheaper
for companies operating under special regimes to import
inputs from abroad than to purchase them locally.

The adoption of incentive schemes not contingent
on target markets and compatible with international trade
rules would also encourage the establishment of joint
export promotion programmes, especially in the
Central American countries. The enhancement of
competitiveness, which is considered the prime objective
of policies to boost production sectors, requires the
construction of a new institutional framework in the
countries of the Central American subregion and Mexico.
This institutional framework should coordinate
simultaneous actions to promote production and place
exports on international markets.

Promotion of service exports

While they have no comprehensive policies for
promoting service exports, many countries of the region

have policies to boost specific service sectors, such as
tourism, audio-visual and information services and
consulting and engineering services. Such promotional
measures are usually coordinated by the relevant
ministries, rather than the public agencies responsible
for promoting merchandise exports, which would be
more appropriate.

Like trade in goods, trade in services involves
transactions between residents of different countries,
but the ways in which services can be delivered are
more varied. The residents of the countries involved
in a transaction may temporarily go to another country
to carry it out, either to acquire services (as in the
case of international tourists) or to provide them (as
in the case of a singer who gives a concert abroad).
Trade in services that can be digitized or incorporated
into a physical medium is identical to trade in goods
because the transactions take place via electronic
media or more traditional means of transport or
communication. The WTO General Agreement on
Trade in Services (GATS) recognizes that residents
of the same country may establish a trade relationship
in which the service provider is a foreign-owned
enterprise. This is the case when the provision of
services requires the provider to be in permanent
physical proximity to the consumer (commercial
presence). These means of international service
provision correspond to the four modalities identified
in GATS: (i) cross-border trade, (ii) consumption
abroad, (iii) provision through the establishment of a
commercial presence and (iv) provision by movement
of the supplier.

Services are not only multimodal, but also
multifunctional, since they are critically important as
the foundation of the economic and social fabric
(transport, financial services, distribution, education,
health care, communications), as a vehicle for trade and
in their own right (professional services). In
contemporary economics, the generation of value added
along the chain of production stems precisely from the
provision of services, whether supplied within goods-
producing firms or sold on the market by independent
service firms. The information and knowledge used in
producing goods and services is generated mainly in
services related to product and process design,
information technology, research and development
activities, consultancy and management, to name just a
few. Therefore, to enhance their participation in the
global economy, the Latin American and Caribbean
countries must adopt public policy measures that enable

1 In Central America, incentives are provided only for exports to countries outside the region.
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them to progress further in producing and trading services,
particularly more knowledge-intensive services.

The Latin American and Caribbean share of world
trade in services is relatively modest, amounting to 3.5%
in 2003, which is less than the region’s share of world
trade in goods (5.3%). The region’s leading service
exporters are Mexico and Brazil, which account for
almost 37% of the regional total.

Service exports should be encouraged in Latin
America and the Caribbean not only because services
are important, but also because the region has
accumulated a significant trade deficit in this sector. The
major service exporters are also major importers, and
this presents the countries of the region with huge
challenges in terms of adapting and strengthening
innovative instruments for boosting service activities and
promoting service exports. The aims of service export
promotion are similar to those of merchandise export
promotion: to increase the number of export firms and
the value exported, to diversify target markets and to
increase the quality and value added of the export supply.
In the case of services, however, special complications
arise. Most service transactions involve the sale of an
intangible that cannot be stored or digitized, and
generally require more or less direct and simultaneous
contact between the provider and the consumer, which
is reflected in the multiple modalities of international
service transactions.

In view of this variety of modalities, national
strategies for integration into the global service economy
must combine a range of elements, including policies on
foreign investment, migration, competition, education and
technological development; dispute settlement
mechanisms; protection of intellectual property rights;
technical standards and criteria for the accreditation of
service providers; and a number of issues closely linked
to the sphere of domestic regulation. All these
interrelationships involve particularly sensitive areas such
as culture, national security and State sovereignty and may
therefore give rise to situations in which the legitimacy
of public policy objectives is called into question.
Moreover, as services are also exported indirectly through
their incorporation into the value chain associated with
exports of goods and services, measures to encourage
service production and import substitution by goods
producers should also form part of the countries’ service
export strategies. An appropriate promotional strategy,
then, is one that links instruments and institutions with
the formulation of medium- and long-term scenarios, with
a view to creating new competitive advantages.
Accordingly, it is hard to separate policy measures to
promote the development of the production system from
those designed to promote exports.
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In this connection, the debate as to whether
promotional tools should be selective or neutral is
particularly relevant in the case of services. The fastest-
growing services are produced in a highly competitive
environment and quickly become obsolete. The useful
life and competitiveness of services are constantly
vulnerable to the emergence of new actors in a market
that is increasingly globalized and open. Thus, it is hard
for States to determine, a priori, which activities will
remain “winners” long enough to enable them to recover
the resources invested in promoting those activities. The
existence of a transparent and open market is what
enables countries to choose and support the services that
seem most likely to be “winners”; at the same time, they
must take steps to create conditions in which fast-
growing segments —especially those based on
knowledge and information technologies— can be
broadened and diversified, giving rise to services with
higher value added.

Policies to promote and develop service exports
should include at least three key elements: (i) the explicit
incorporation of services into the design and
implementation of macroeconomic policies to promote
and develop the country ’s production system and exports,
since, with the exception of a few traditional services
such as tourism, transport, telecommunications,
construction and engineering, economic policies tend
to focus on firms that produce and export goods (in the
mining, fishing, agricultural and industrial sectors);
(i1) the strengthening of the technological and
telecommunications infrastructure, together with long-
term investments for continuously upgrading the
country’s human resources; in Latin America, Costa Rica
is an example of a country that is strengthening its service
industries by making long-term investments in education
and infrastructure; and (iii) the modernization of specific
rules and regulations in each segment of the service
sector, with a view to retaining and strengthening those
of a prudential nature and those that encourage
competition in the domestic market.

The primary concern should be to give priority to
integrating service exporters into the formal economy,
defining support instruments on the basis of the four
modes of service provision. At the same time, given the
precariousness of the public resources available for
export promotion, the appropriateness and effectiveness
of the measures implemented should be constantly
monitored. The countries should have a well-defined
strategy for achieving sustainable export development.
To this end, they should adopt measures in the arcas of
supply and demand (improvement of market access and
cost reduction, for example) that help to increase the
technology-intensiveness of services and reduce
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productivity differences between sectors and between
firms in the same sector.

Institutional improvements in areas such as
electronic signatures and billing, document encryption,
digital literacy and better access to information and
communication technologies are essential if countries
are to take full advantage of electronic commerce and
other means of reducing transaction costs and
overcoming existing information asymmetries.

Lastly, regional measures to expand service exports
are very important. Experience has shown that the natural
economic environment for the region’s service exporters
is found mostly in the markets of Latin America and the
Caribbean. This is due not only to geographical
proximity but also to cultural similarities, which largely
determine the degree to which services provided from
abroad are accepted. A number of trade facilitation

activities can be undertaken at the regional level.
Priority areas include the following: (i) the exchange
of experiences in meetings and contacts between
government officials responsible for implementing
development policies; (ii) cooperation with regard to
trade intelligence and the development of the region’s
image, and dissemination of the main available sources
of trade information; and (iii) the adoption by
governments of region-wide promotional measures
essentially involving the mutual recognition of
academic degrees, records and technical standards;
agreements on double taxation and double social
security contributions; protection and promotion of
investments; and facilitation of the temporary
movement of individuals —especially business people
and their representatives— through initiatives such as
the issuance of a regional business visa.

3. Highlights of trade and trade negotiations

From Doha to Canciin: the development dimension in
WTO negotiations

The fifth WTO Ministerial Conference (Cancun,
September 2003) ended without results, thus dashing
the countries’ hopes that the new round of multilateral
trade talks launched in Doha in late 2001 would become
a true “development round”.

In the two years of preparatory work and at the
Canctin Conference itself, developing countries’
demands and proposals in relation to the tasks agreed
upon in Doha received little attention. In Doha, the
participating ministers had pledged to ensure that the
benefits deriving from the increased opportunities and
welfare gains generated by the multilateral trading
system were extended to all members of WTO, and had
affirmed that enhanced market access, balanced rules
and well-targeted, sustainably financed technical
assistance and capacity-building programmes had
important roles to play in that regard.

Moreover, it had been intended that the Doha
negotiations should give priority to the interests of
developing countries, meaning that the participants were
to focus, among other things, on addressing outstanding
issues; guaranteeing full compliance with provisions on
special and differential treatment; correcting and
preventing restrictions and distortions in world

agricultural markets; reducing or eliminating tariff peaks,
high tariffs, tariff escalation and non-tariff barriers in
respect of exports; and implementing and interpreting
the Agreement on Trade-Related Aspects of Intellectual
Property Rights (TRIPs Agreement) in a manner
supportive of public health, by promoting both access
to existing medicines and research and development into
new medicines.

The failure to reach a consensus in Canctin shows
how hard it is to translate rhetoric into action for
effectively incorporating the development dimension
into the multilateral trading system. The weakening of
the multilateral framework is forcing developing
countries to turn to various kinds of bilateral or
plurilateral liberalization agreements as an alternative,
even though they are sometimes placed at a disadvantage
by sharp disparities in bargaining capacity and power
relations. The international trading system should be
based on clear rules that apply to all countries regardless
of their economic and political power.

The consideration of the development dimension
within WTO should focus on the factors that enable
developing countries to benefit from integration into a
world economy that is hierarchical and asymmetrical in
terms of risks and opportunities, as well as on the
characteristics that the system of multilateral principles
and rules should have in order to ensure that trade
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liberalization and openness effectively contribute to
growth. Both ideas had been taken into account in the
provisions on special and differential treatment in the
application of disciplines in the multilateral system. The
voluntary and non-binding nature of many of these
provisions, however, has detracted from their
effectiveness. The need to reformulate special and
differential treatment has become more important as the
multilateral system’s scope of application has extended
further, to the point where it is no longer limited to customs
instruments, but also covers other aspects of national
policies, such as, to a large extent, the Singapore issues.

About 80% of the 147 countries members of WTO
are developing countries.? Two mainblocs of developing
countries have participated in the discussions and
negotiations of the past few years: the African and least
developed countries, which have made demands
concerning special and differential treatment, and some
larger and more proactive countries such as Brazil, Egypt
and India, which were joined by China at the most recent
Conference. These are heterogeneous groupings in
which the interests of developed and developing
countries converge in relation to specific issues, as
happens in the Cairns Group, which promotes the
liberalization of trade in agricultural products, and
among the so-called “Friends of Anti-Dumping
Negotiations”, which advocate tighter disciplines on anti-
dumping investigations. Developed and developing
countries remain divided, however, with respect to newer
regulatory questions, such as the Singapore issues. The
Latin American and Caribbean countries have been
leaders and have even represented the majority in some
of the groupings organized around specific interests,
especially since the Seattle Conference.

To a large extent, developing countries have taken
reactive or defensive positions in response to proposals
from developed countries, but they have also tried to
participate more proactively in the negotiations. UNCTAD
has helped them to formulate a positive agenda, as this
new type of developing-country participation is called.
This endeavour includes the identification of policy
development forums and the preparation of proposals for
broadening those forums, as well as opposition to rules
that limit them and recommendations for making
international policies more coherent, strengthening WTO
and implementing agreements and decisions aimed at
improving the system’s functioning.

Economic Commission for Latin America and the Caribbean

In the run-up to the Cancun Conference and during
the Conference itself, various country groupings
emerged, including one led by Brazil, China and India,
referred to as the Group of 20 or Group of 22, which
became well known. These groupings played a pivotal
role in the deliberations at the Conference, initially in
the area of agricultural negotiations.

In the 1990s there was a major push among the
countries of the region to negotiate in various spheres
with a view to achieving “open regionalism”. This effort
initially focused on strengthening the countries’ trade
relations with their regional partners, sometimes by
deepening integration within long-standing subregional
blocs. All the countries except Cuba are involved in the
negotiations on the formation of the Free Trade Area of
the Americas (FTAA), and most —either individually or
as members of regional groupings— are also parties to
preferential or reciprocal agreements or negotiations
with the United States and the European Union. Only
two countries —-Mexico and Chile—, which are parties to
a wide array of bilateral agreements with different
partners, have also participated in negotiations and
signed agreements with Asian countries.> Many of these
agreements include rules for which no multilateral
framework yet exists.

Inthe multilateral sphere, the countries of the region
have participated in different interest groups at the most
recent WTO conferences. In general, they have shown
special interest in promoting further agricultural reform,
as many Latin American countries are members of the
Cairns Group. However, they have also put forward more
proactive proposals (in line with the “positive agenda™)
in arcas such as affording more policy space to
developing countries and improving certain rules (such
as those on anti-dumping), and this has clearly been the
case in relation to intellectual property and public health.
Their coordination with other developing countries was
very issue-specific during the preparation and holding
of the Doha Conference. Even within the region, the
different countries have participated in different groups,
depending on the focus of their liberalization strategies,
their specialization, their target markets and their size
and geographical location. This means that they also
differ in terms of their reluctance or willingness to
support the new issues added to the agenda, such as the
environment or the Singapore issues. Prior to the Cancin
Conference, however, these countries participated to a

2 Nepal and Cambodia were recently approved for admission to the system. They are the first two least developed countries to join since the
formation of WTO. Their accession confirms the universal nature of the organization. As of late April 2004 only Nepal had completed the

process of becoming a WTO member.

3 In 2003 Panama signed a free trade agreement with Taiwan Province of China.
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greater extent in various groupings, especially the Group
of 22 in connection with agricultural issues.

The problems encountered in WTO deliberations,
negotiations and decision-making are attracting more
interest, as reflected in a number of communications to
the most recent Conference. The lack of results in
Cancun is but the latest example of the difficulties that
have emerged with the multilateral trading system’s
methods of work and decision-making, which attest to
the fact that WTO faces new, more complex challenges
owing to the increase in the number of member countries
and in the number of topics considered in its debates.
These challenges arise in arcas such as transparency, the
WTO work process and its effects on the participation
of its 147 members, the role of the secretariat and the
decision-making process, the dispute settlement system
and so forth.

With regard to transparency, guidelines have been
formulated on how the Ministerial Conferences should
take place and proposals for improvement have been
put forward. Specifically, a group of developing
countries —including Cuba, Honduras and the
Dominican Republic— made a number of
recommendations on the definition of the agenda, the
role of the Committee of the Whole, the designation of
facilitators and consultation procedures, among other
matters. Some of these recommendations were
supported at the most recent Conference. In addition,
it seems that the organization of the negotiations ran
counter to the interests of these countries, since their
arcas of concern were diluted among various
negotiating groups, as has happened in the case of
implementation-related issues and special and
differential treatment since the Doha Conference.

The number of members and the need for consensus
are definitely among the main causes for concern with
regard to the decision-making process, and the
secretariat’s role in that process has also attracted
attention and criticism. For example, CARICOM has
pointed out that the WTO secretariat should include more
experts from developing countries. The dispute
settlement system also poses problems for developing
countries with regard to how they should deal with cases
in which they may be interested or involved.

The developing countries do not have enough
resources to devote to the many events held for
discussions or negotiations, which cover a growing
number of increasingly complex issues. This means that
they find it hard to meet the multiple demands of the
organization’s regular work, as well as the preparation
and holding of formal and informal meetings and the
“green room” meetings involving a limited number of
delegations. Although some of their recommendations were

implemented in Cancun, recognition of these problems in
the system and of the need for reform has gained
momentum in the wake of the criticism levelled at WTO
even by developed countries, particularly the European
Union, for the Conference’s failure to produce results.

In general terms, this situation has drawn
attention to the governance of the multilateral system
and to the need for new approaches to cope with
differences and correct imbalances. Both the member
governments and the WTO secretariat have developed
strategies to strengthen the system’s credibility, which
include measures to improve the dissemination of
information, discussions with domestic actors,
linkages with non-governmental organizations, etc.
This, in turn, is related to domestic governance, which
is no less important for enabling the countries to
design development strategies and defend —in the
various negotiations, at different levels, in which they
are involved— proposals that would help them
implement those strategies.

As ECLAC has pointed out, different institutions
—multilateral, subregional and national- have
complementary roles to play in tackling development
tasks (ECLAC, 2002). Given the clear interdependence
between the negotiations held at these levels, societies
and governments should seek to foster complementarity
in their institutional development.

The effects of China’s accession to W10 on economic
relations with Latin America and the Caribbean

In 2003 China again surprised the world with a
huge expansion in its external trade, which made it the
world’s fourth largest exporter and third largest
importer. Its exports surged by 35% and its imports,
by 40%, with the result that its level of trade exceeds
that of Latin America and the Caribbean as a whole.
This is particularly striking in view of the fact that, in
1990, the region exported twice as much as China did
(see table 1). As noted previously, China is becoming
a very important market for some countries of the
region (see figure 6).

In the past two years the weight of intra-Asian trade
in the international economy has increased and new
patterns of export specialization have been established.
In the biennium 2002-2003 merchandise trade between
China and Japan exceeded the US$ 120-billion mark,
thus continuing the explosive growth posted for five
straight years. Even more significantly, China overtook
the United States, also for the first time, as the primary
origin of Japanese imports, reaching 21.3% of the total
over the same period, while its exports to the United
States exceeded those of Japan. China is thus
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Table 1
CHINA: RELATIVE SHARE OF EXTERNAL TRADE IN DIFFERENT REGIONS
AND COUNTRIES, 1990 AND 2003
(Billions of dollars and percentages)

Exports Imports

: g Billions of Percentages of Billions of Percentages of
il s s dollars worldwide total dollars worldwide total
1990 2003 1990 2003 1990 2003 1990 2003

World 3 448 7274 100.0 100.0 3538 7 557 100.0 100.0
United States 394 724 11.4 10.0 517 1 306 146 17.3
European Union (15) 1509 2894 43.8 39.8 1558 2914 44.0 38.6
Japan 288 472 8.3 6.5 235 383 6.7 5.1
China 62 438 1.8 6.0 53 413 1.5 5.5
Latin America and the Caribbean 150 387 43 5.3 119 350 3.4 4.6

Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of figures from the World Trade Organization (WTO) and
official information for Latin America and the Caribbean.

Figure 6
LATIN AMERICA (16 COUNTRIES): RELATIVE PROPORTION OF EXPORTS TO CHINA, 2003
(Percentages of total trade with the world and with Asia)
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of official information.
2 Includes Japan.
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consolidating its status as a major player in world trade,
on the basis of its strong trade relationship with Japan,
the newly industrialized economies of Asia and the
Association of South-East Asian Nations (ASEAN).
According to the investment projections of leading
Japanese companies, production in northern Asia
should become even more closely integrated in both
the short and long terms, stimulated by the growth of
intra-industry and intra-firm trade in sectors making
intensive use of information and communication
technologies.

Most studies predict that China’s membership of
WTO since 11 December 2001 will have a strong impact
on trade through the significant gains which China is
likely to achieve in terms of access to fast-growing
markets in the global economy, at the expense of exports
from other developing nations, especially the low-
income countries of southern Asia and the western
hemisphere. Estimates of how strong this impact will
be, however, vary widely.

In 2003 China accounted for about 6.05% and
2.54% of world exports of goods and commercial
services, respectively. Some analysts think that China’s
output growth as a result of its accession to WTO will
be concentrated in the textile and clothing industry, to
the detriment of agriculture and the automotive sector.
Even China’s capital- and technology-intensive export
sectors specialize in labour-intensive assembly
operations. In fact, the Chinese economy’s large supply
of cheap labour is considered to be its most important
source of competitiveness, as its labour market consists
of an estimated 712 million workers, 499 million of
whom engage in agriculture-related activities in rural
areas of the country’s interior.

There is evidence, however, that China is gaining
market share in capital- and technology-intensive goods
and losing it in labour-intensive goods, including most
of its main textile exports. Thus, on the one hand, the
significant growth in Chinese-Japanese trade referred
to above has been stimulated by the expansion of
Japanese exports of capital goods and manufactured
production inputs, such as semiconductors, electronic
parts and accessories, metalworking machinery and
automatic cranes, in addition to traditional exports of
iron and steel products. On the other hand, the growth
of Chinese exports to Japan is led by shipments of
machinery, which are in this position for the first time
and are displacing traditional textile products. Shipments
of office, communications and telephone equipment have
also increased significantly, revealing new patterns of
intra-industry export specialization and China’s
advancement towards more high-technology
manufactures.

The impact of China’s accession to WTO on Latin
America will mainly be felt in traditional trade,
structured according to revealed comparative advantages
based on the relative supply of production resources.
The net static effect on the region will be produced by
the combination of increased exports to China —which,
in turn, will result from improved conditions of access
to its market and from its economic growth— and the
potentially threatening impacts associated with keener
competition from Chinese products in both domestic and
third markets. Specifically, the competitiveness of
Chinese products, as revealed by the profile of imports
of these products to Latin America and the Caribbean,
will result in the displacement of locally produced
textiles, clothing and footwear, as well as plastics and
rubber manufactures.

Except in the case of Mexico, the share of
manufactures, mainly light industry products, in Latin
American exports is not as high as in most Asian nations.
However, the region’s exports go mainly to the United
States, which is also the main market for China. Unlike
South-East Asia, which benefits from significant
complementary effects (growth of intra-industry trade,
cross-investment, strategic alliances), Latin America and
the Caribbean has much more limited and circumscribed
prospects in this area, confined to the intra-industry trade
that takes place in certain links of the production chain
in the automotive, electronics and information
technology sectors. Latin America and the Caribbean is
also unlikely to benefit directly from growth and
liberalization in the infrastructure sector, including ports
and airports, with the possible exception of a small group
of Brazilian and Argentine companies. The same is true
of tourism and professional services, where cultural
distance adds to the physical distance.

China’s new affinities and potential
complementarities with Brazil stem from the two
countries’ shared positions on major issues of the agenda
being negotiated in the multilateral economic system,
in particular the Doha Development Round of WTO. As
indicated previously, at the WTO Ministerial Conference
in Cancun, China largely agreed with the positions taken
by Brazil and 11 other Latin American countries with
regard to the agricultural agenda and the Singapore
issues. Brazil became the leader and spokesperson of a
coalition of developing countries dubbed the Group of
20+, which considered that the joint proposal on
agriculture put forward by the European Union and the
United States fell far short of the vision reflected in the
Doha mandate and threatened to compromise all the
negotiations. The Group of 20+ submitted an alternative
proposal that included an ambitious plan for eliminating
subsidies and a formula for giving differential market
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access to developed and developing countries. The
formation of that group and its continued existence, even
though some of the 12 Latin American members
eventually dropped out, preferring not to jeopardize their
chances of concluding free trade agreements with the
United States, has been interpreted in Brasilia and
Beijing as a triumph for the developing world.

Brazil is virtually the only country for which China
was not only one of the main target markets for exports
and a source of imports throughout the 1990s, but also a
partner with which it has a shared vision with respect to
many of the key issues being discussed and defined in
international trade organizations. Inboth countries there
are broad sectors that fear the establishment of regional
protection measures that will restrict the external
integration of the actors invol<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>