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Abstract

Export growth in Latin America and the Caribbearrothe past 20 years
(9% per year in volume terms) has enabled the nefgisegain part of the
share of global trade that it had lost during tmed preceding decades.
This reversal in trend is due mainly to developraentMexico, although
in the last few years Brazil and several South Acaar countries on the
Pacific have been the most dynamic. However, thiemdynamic
performance does not seem to have had much efigtiegpace of overall
economic growth. This is in contrast to the experégeof other countries
—especially those of East Asia—, where exports gdag major role in
boosting economic growth.

This paper analyses the characteristics of theomégiexport
development over the past two decades and theneagioy spillovers to
structural change and economic growth have remdiméed. In particular,
exports have had few externalities because of snedll — albeit growing —
aggregate contribution to economic growth, a proces product
diversification largely based on export processuith little value added,
few generated knowledge and technological extéimlfrom trade and
foreign direct investment, and weak competitiosemeral countries.
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Introduction

Over the last twenty five years, Latin American etp have grown faster
than in previous decades and above the rate ofdveogborts. This has
allowed the region to recover part of its loss drket share in world
trade. However, this more dynamic performance dussseem to have
had much effect on the pace of overall economiovtyro This is in

contrast to the experience of other countries —@ajte those of East
Asia—, where exports played a major role in bogstconomic growth.
Several reasons may explain this heterogeneousctmyfaexports on
growth, including the differential technological darquality contents,
degree of diversification, presence of scale ecaemnmnsertion in global
production networks and value chains, link betwegports and foreign
direct investment, and local capabilities.

Export development is different from trade libezation. The latter
involves a lowering of import barriers, either blménating nontariff
barriers, or by reducing tariffsWhile the positive effects of exports on
economic growth seem to be uncontroversial, asdnitethe previous
section, the repercussions of trade liberalizatiommuch more uncertain
and depend on a set of factors that include hesiband geographical
context, the speed with which the policy is implereel, its scope (sector
or global), complementarity and linkages with otheforms (e.g., capital
account liberalization), restructuring capacity @ertain sectors, the
existence of mechanisms to compensate losing seand flexibility in
the financial sector and labour market.

1 Naturally, export growth leads to an increasatinl consequent liberalization of imports. The déffee with respect to general
tariff reduction is that the latter initially ger¢es a larger increase in imports and only latezxports. As shown by the Asian
experience, the effects on the productive struadfilewering import barriers may be completely difint from those caused by an
increase in exports.
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This paper analyses the characteristics of theomégjiexport development over the past two
decades and the channels through which exports aoafyibute to structural change and economic
growth. Most channels through which exports carempiidlly boost economic growth have been rather
weak in the case of Latin America and the Caribb&are way of illustrating this is by looking at how
much value added is generated by foreign tradeorAparison of the sectoral structures of exports and
GDP for nine countries in the region shows thapamticular in the cases of low, medium and high
technological products, increases in export shimaa the early 1990s to the early 2000s were not
matched by significant increases in the generatibwalue-added. This reflects in part the type of
production based on maquila with intensive usargfdrts, or types of production with few linkages to
the rest of the production system (ECLAC, 2008).

The paper is organized as follows. The next sedtioks at the macroeconomic contribution of
exports to economic growth, as it is a componerfinail demand and a stabilizer of economic growth.
Section 3 deals with the diversificiation of exo(by products, destination and both) as a soufrce o
growth through its reduction of terms-of-trade &hiiity and its cushion on the effects of real exat
crises. Moreover, export diversification promotdsamges in production structures which tend to
enhance knowledge incorporation, and the creatiarew comparative advantages. Section 4 looks at
the technological content of exports, which detassiin part the generation of knowledge linkageh wi
the production structure. Moreover, the technolalgimontent of the goods and services affects the
potential of vertical differentiation based on puotl quality. Section 5 considers other technoldgica
externalities associated with trade and foreigaddiimvestment (FDI). In particular, it looks a¢taxtent
to which Latin America participates in world valdleains as a mechanism to facilitate different typfes
learning through trade (learning through imporsyhing through exports and learning by doing)oAls
this section looks at different factors that deieemthe technology and knowledge transfers to local
firms of FDI. Section 6 discusses how weak comipetipressures at home or in destination markets
reduce the volume of exports and their benefiteefmnomic growth, as well as the benefits of FDI fo
growth. Moreover, it discusses advances in theoregbncerning the introduction and enforcement of
competition policy, both internally and as parttafde agreements. Section 7 discusses how public
policies can enhance the benefits of exports, andygtion in general, for economic growth.
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|. The “macro” contributions of
exports introduction

In Latin America and the Caribbean, the direct dbation of exports to
economic growth and macroeconomic stability hasnHerited for the
past three decades; although this seems to havgethan recent years.
Being part of final demand, exports raise econognowth directly.
Moreover, exports are the main and most stableceafrforeign currency
needed to pay for imports of capital goods andinégliate inputs, which
in turn raise productivity and competitiveness (BCL, 1995). Moreover,
the volume and diversification of exports contrdbuto reduce the
volatility of economic growth, as they reduce a moyis vulnerability
against external financial shocks and fluctuatiafisexport prices of
goods and services.

First, the contribution of exports to economic gtiovin the region
doubled in the 1990s and 2000s compared to theéguewwo decades,
although never surpassed the 2 percentage powst (leigure 1). This
contribution increased most in Mexico, Argentinal &razil. However,
the net contribution (exports minus imports) wascmwsmaller and
reached a maximum of 1 percentage points in 20@0a6. Within the
region, the major net contributions were in Argeatithe rest of Mercosur
and Brazil, whereas the net contribution was negati Mexico.

Compared to other regions in the world, gross atdcantributions
of the region were similar in Europe and countigh abundant natural
resources. But in East Asia the contributions vmoeh higher, with gross
and net exports contributing 8 and 3 percentagatqorespectively, to
economic growth from 2000 to 2006.
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A country’s export growth depends in part on therimational demand for its products. Box
1 shows that while Latin American exports still mgiconsist of goods whose world trade share
has declined, in recent decades the region ha#is@gnly increased its share of trade in the most
dynamic goods. This largely reflects Mexico’s larg®lume of exports of products with very
buoyant markets, whereas the Andean countries &ild Bave lost their share of world trade in
goods for which demand is growing most stronglye Tituation of Chile is atypical in this
subgroup, because it has greatly increased itepecesin markets for products whose world trade
share has decreased (falling stars). Lastly, afthdhe region as a whole saw its exports of the
least buoyant goods decline, in Central Americadhposite occurred, since its share of world
trade in this type of goods increased in both pisrio

FIGURE 1
CONTRIBUTION OF GROSS AND NET EXPORTS TO ECONOMIC GROWTH, 1970-2006*
(Percentage points, average per decade)

A) Countries and subregions in Latin America & Caribbean

A St
-3
Mexico Argentina Caribbean Rest of Andean Brazil Central
Mercosur countries - America
Chile

0 1970-1979 [01980-1989 [J1990-1999 © 2000-2006

B) Regions — countries

10

Asia Europe (5 countries) Latin America & Caribbean Au  stralia - New Z. - Canada

Source: UN-DESA, National Accounts Database.

Notes: Latin America and the Caribbean — all countries; Asia: Philippines, Malaysia, Republic of Korea, Singapore, Thailand
and Viet Nam; Natural resource intensive economies: Australia, Canada, New Zealand; Europe: Czech Republic, Finland,
Ireland, Spain and Sweden.

The bars indicate the contributions of gross exports to GDP growth, whereas the * indicate the net contribution to economic
growth.

* Shows net contribution of exports.

10
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BOX 1

COMPETITIVENESS OF LATIN AMERICAN EXPORTS
A country’s export competitiveness is measured in two stages. Firstly, world trade is divided into two groups: products
whose growth was more robust than the average and those whose growth was weaker. Secondly, the exports of a given
country in the initial year are also divided into two groups depending on whether or not the country increased its share of
global trade in a given product between the initial and final years. From the standpoint of its export growth, the ideal for a
country is to increase its presence in markets for products for which demand is growing faster than the world trade average.

The two aspects together make it possible to distinguish four types of product in the competitiveness matrix. The best
case corresponds to “rising stars”, i.e. dynamic products subject to increasing global demand, in which the country’s
competitiveness has enabled it to increase its market share. This group is followed by “lost opportunities” i.e. dynamic
products in terms of global demand, in which the country is not sufficiently competitive with the rest of the world, so its
market share declines. The third corresponds to “falling stars”, or products that are declining on the world market (stagnant
demand), but for which the trade share of the country in question is increasing. For a small or medium-sized country,
positioning in this type of goods could be a profitable strategy in the short and medium terms, but not so much in the long
term. The fourth and worst situation is that of “retreat”, corresponding to products that are stagnant on the world market and
in which the country’s trade share is declining.

COMPETITIVENESS MATRIX

Stationary sectors Dynamic sectors
()
Falling Rising stars Competitive
sectors
Market
share
Uncompetitive
\ Retreat Lost opportunities sectors
)
— Product _—

) (G

Source: Economic Commission for Latin America and the Caribbean (CEPAL), CAN2000: User guide [online]
www.eclac.org/software CAN2000.pdf.

The analysis covers two periods: 1985-1995 and 1995-2004. The following figures show the world trade growth dynamic
of each country’s or subregion’s export basket in the initial year. In the decade 1985-1995, 60% of products exported from
the region lost importance in world trade. This uncompetitive position tended to improve between 1995 and 2004, as the
market share of a larger proportion of strong-growing products increased. This largely reflected results recorded in Mexico
and Brazil between the two periods studied. Almost 60% of products in the Mexican export basket in 1995 increased their
share of world trade, while the country’s share in the corresponding markets increased. Secondly, in 1995-2004, over half of
all exports from Mexico and Brazil were dynamic on the world market. Moreover, Mexico and Brazil (albeit to a lesser extent)
increased their share in these markets (rising stars). In contrast, Central America, the rest of MERCOSUR and the
Caribbean display an unfavourable specialization pattern in terms of the evolution of the structure of world trade, since their
share in stagnant markets has increased.

GROWTH OF LATIN AMERICAN AND CARIBBEAN EXPORTS

(Percentages)
1985-1995 1995-2004
100 100
90 90
80 80
70 70
60 60
30 30
20 20
10 10
0 0
Mexico Brazil Latin America  Andean and Caribbean Restof  Central America Mexico Brazil Latin America  Andean and Chile  Caribbean Restof  Central America
and the Chile MERCOSUR and the MERCOSUR
Caribbean Caribbean
Rising star M Lost opportunity MW Falling star Retreat Rising star M Lost opportunity M Falling star Retreat

Source: Economic Commission for Latin America and the Caribbean (ECLAC), Competitive Analysis of Nations (CAN) software.

11



CEPAL - Serie Comercio Internaciona? 81 Weak links between exports and economic gramttatin America....

Second, exports contribute to economic growth eg tfenerate foreign exchange that can pay for
imports of capital goods and intermediate prodti@s raise productivity and competitiveness, as agl
enable the purchase of consumption goods. Althdligie are other sources to finance imports, such as
inward capital flows, FDI and remittances, expdstshe most stable source of funding. From 1971 to
1999, the variations in inward capital movementgewmuch bigger than those in terms of trade
(Machinea, 2003) For Central America and Mexico, workers” remit@s are another important and
relatively stable source of foreign finance. Howevkis likely that the magnitude of remittancellwi
diminish over time. Within the region, ArgentinaraRil, Chile and other Andean countries are those
where exports increased most in relation to imports

Third, exports improve the resistance against firrand exchange rate shocks. A higher export
to GDP ratio increases the solvency of a countd/raduces adjustment costs of sudden changes in net
capital flow entries or major fluctuations of reaichange rates (Calvo et al., 2004; Cavallo, 2007)
This stabilizing role is important because aftax 1970s fluctuations in capital movements increased
much more than variations in terms of trade. In 18&¢0s, terms of trade shocks were bigger than
variations in capital flows. In the period 1990-20@he opposite was true when four fifths of the
countries in Latin America and the Caribbean h&igher volatility of capital flows than terms oftte
(Machinea y Monte, 2005).

The author found that the number of years in Wiéems of trade variations bigger than 20% washramaller than the number of
years in which the variation of capital movemengswigger than 20%.

Adjustment costs for countries with high expartGDP ratios are lower in part because they attraxe rapidly new capital flows
after outflows (Cavallo, 2007).

12
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II. EXxport diversification

Before analysing the region’s export diversificafidt is worth pausing to
consider the significance and relevance of thisiphrenon for growth. Why
might it be preferable to diversify exports instedidpecialising in activities
where there are static comparative advantages atgnfrom the country's
endowment of production factors, natural resounroglscapacities?

Firstly, export diversification is beneficial irsélf, since it helps to
reduce terms-of-trade variability and it also coski the effects of real
external crises Secondly, export diversification is usually clyselated
to changes in production structures which tend rampte knowledge
incorporation. Lastly, export diversification canelfn create new
comparative advantages. International data shotinttraany cases these
are obtained by entering new fields of activityséd on a learning process
stemming from direct production experience, investtrin physical and
human capital and institutional development. Initad, the pace of
change in comparative advantages has increaseHsttiarglobalization
and the acceleration of technological change andigsemination. This
means that to prevent either their natural or aequadvantages from
being eroded, countries must invest in productiond aexport
diversification to capture the benefits of enteringw products and
markets, before others do so (CAF, 2(506)

Three aspects of export diversification are considebelow:

This means that diversification should involveeagpansion of the export basket in terms of goodsraarkets that are imperfectly
and negatively related among each other, or fochvhiternational prices vary less.

The concept of competitive advantage relatefi¢oekceptional gains that a country can obtaimkiiaamong other things, to its
privileged position —e.g., geographic— with regémdworld markets, earlier progress than othershenléarning curve or on the
cost curve of an industry with dynamic scale ecoesmand constant introduction of factors thatedéhtiate it from other

producers.

13
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diversification by products, markets and a comldmabf the two. The region still has major
potential for deepening its export diversificati@md the introduction of new destination markets
and products is a major source of export growthjqadarly in the long term.

A. Diversification of products

As figure 2 shows, although the region diversifiisdexport basket between the mid-1980s and the sta
of this century, the process has gone into reverse the last few yedtsThis reflects the rise in
commodity prices and consequent increase in thghweif commodities in the export basket. The trend
is confirmed, particularly in the Andean countraaxl Chile, where the rise in mineral and oil priass
from 2003 has eroded the export diversificatiort tred occurred up to 2002A similar, albeit less
intensive, situation can be seen in Paraguay amgudry. Mexico and Central America, and to some
extent the Caribbean, significantly diversifiedithexport basket, with an increasing share of madiu
and high-technology products and an ever smallaresbf commodities. Consequently, the level of
export concentration in these countries did noy vauch as a result of the commaodity price boom. In
the larger countries, such as Argentina, Brazil dwmkico, which have more complex production
structures, their export diversification was grealonetheless, their export prices improved by Imuc
less than those of the Andean countries.

Having said that, the region’s exports are geneteiis diversified than those of other countries,
mainly because they are more concentrated on coitiesodnd natural-resource-based manufactures.
When commodities are excluded (see part (b) ofrdid), the concentration index is cut by half, ad
even below that of other parts of the world.

FIGURE 2
EXPORT CONCENTRATION MEASURED BY THE HERFINDAHL-HIR SCHMAN INDEX,
1984-1985 TO 2005-2006

A) By Products

Latin America and the Caribbean: subregions and countries Latin America and the Caribbean and other regions

010

A

A ° A
o é o o

0.00 ry o
Argentina Brazil Mexico Central Rest of Caribbean Andean

America  MERCOSUR countries and 0.00 4.
Chile OECD countries Natural-resource-intensive ~ East Asia (6 countries) ~ Latin Americaand the
countries (3 countries) Caribbean

2005-2006 A 1984-1985 © 1994-1995 2005-2006 4 1984-1985 ® 1994-1995

The Herfindahl-Hirschman index measures expantentration in nominal rather than real values. geguently, when commodity
prices rise, the index shows less diversificatiorauntries that export this type of product.

Between 2002 and 2006, the highest export cdrat@ns were registered in the Bolivarian Republfid/enezuela, Ecuador and
Chile, while concentration was least in Bolivia.eThoncentration index rose from 0.61 to 0.81 in Budivarian Republic of
Venezuela; from 0.20 to 0.35 in Ecuador; and fro@8Qo 0.18 in Chile.

14
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B) Excluding commodities and natural-resource-based manufactures

Latin America and the Caribbean: subregions and countries Latin America and the Caribbean and other regions
0.40 0.40
0.30 030
0.20 A 0.20
A
0.1 ° A é
A ° 0.10 A
] L L]
'y = N a
0.00
Brazil Mexico Argentina Central Rest of Andean Caribbean 0.00 a
America  MERCOSUR  countries and OECD countries LatinAmericaand the  Natural-resource-intensive  East Asia (6 countries)
Chile Caribbean countries (3 courtries)
2005-2006 A 1984-1985 © 1994-1995 2005-2006 A 1984-1985 ® 1994-1995

C) By Destinations

Latin America and the Caribbean: subregions and countries Latin America and the Caribbean and other regions
0.80 0.80
010 o 0.70
0.60 0.60
0.50
0.50 L[
0.40 . A A
A 0.40
030
0.20 N é a 0.30
0.10 ‘ : A 0.20 a
0.00 + 0.10 A °
Brazil Argentina Rest of Andean Central Caribbean Mexico LY .
MERCOSUR  countries and America 0.00
Chile Latin Americaand the OECD countries East Asia (6 countries)  Natural-resource-intensive
Caribbean countries (3 countries)
2005-2006 A 1984-1985 ® 1994-1995 2005-2006 A 1984-1985 ® 1994-1995

Source: United Nations Commodity Trade Database (COMTRADE), on the basis of the Standard International Trade
Classification, Revision 2 (SITC, Rev. 2), except in the cases of Mexico and Central America, which use Revision 1.

B. Diversification of destination markets

Another aspect of export diversification is an eage in the number of geographic or market
destinations. Geographic diversification also éatadrtfolio advantages, since it helps to offbet tisk

of fluctuations in a specific market. Moreover, tfaet of exporting to different markets generates
externalities related to the preferences and demahdonsumers from different countries. As shown i
figure 2c, levels of concentration by destinatiargely depend on the country’'s distance from @der
partners and their economic size (gravitationatds}, which have not varied much. South America
displays very deep geographic diversification,dntfmore than other regions of the world. In catira
the geographic proximity of the United States mahias a major influence on trade concentratiomén t
cases of Mexico, the Caribbean and Central Ametiatin America and the Caribbean is the world’s
most diversified region in terms of markets, everpassing OECD countries.

C. The combination of products and destinations

To maximize the effects on growth and changes adyction patterns, export diversification should
include a simultaneous expansion of the produckdiaand an increase in the number of destination
markets. The two facets are complementary for séveasons. Firstly, the combination maximizes the
portfolio effects that help reduce the volatilitf export earnings. Secondly, the simultaneous
diversification of products and destinations hdipms to exploit the interdependences between their
businesses and achieve scope economies. The gapheaitgiven firm to diversify its products also

15
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serves to deepen its international engagementyigedversa (Stephan, 2002; Nachum, 2004). In the
case of natural-resource exporters, however, thefiie of diversifying destination markets are Jess
since this type of product is already being tradedstly on organized global markets.

Few countries and subregions of Latin America dmdQaribbean have achieved a high degree of
combined product and destination diversificatiorC(BC, 2004. Although Mexico, the Central
American nations and some Caribbean countries bay@ficantly diversified their export products,
their destination markets have become even morgrgpbically concentrated (United States). Their
internationalization largely features vertical op&tion in manufacturing chains, in which maquila
activities play a major rofe The opposite is happening in the South Americamtries: exports remain
concentrated in a few natural resource-based ptedoat are highly diversified in terms of destioat
markets. In this subregion, a distinction needsbéomade between the Andean countries and the
MERCOSUR bloc, since the Andean export basket i€hmonore concentrated in terms of both
destinations and produtisExports from the third group, which consists eferal Caribbean countries
and Panama, are relatively concentrated in bottiymtoand destination terfis

D. The introduction of new products and destination S

Diversification achieved by introducing new produand gaining destinations has had a major inflelenc
on export growth, particularly in the long term 8592004), whereas its effects over shorter periods
(1995-2004) have been relatively modest. BrentahMewfarmer (2007) showed that three quarters of
the growth of exports from Latin America and theriblaean between 1995 and 2004 correspond to
“intensive margins”, i.e. an increase in exportsolof products to old markets. They also found that
entering new geographic markets contributed moexpmrt growth than introducing new products. In a
similar exercise for the period 1995-2005, Amurgmifeco and Pierola (2008) confirmed this result for
Latin America and the Caribbean and other regidriseworld. In the case of “extensive margings, i.
exports of new products and access to new marketsjiversification of geographic markets has been
much more important than the introduction of newdorcts, not only in Latin America and the
Caribbean, but also in other emerging regions.ly,asew mining products represent a third of this
margin, and agricultural products almost a qu¥fter

As shown in Box 2, diversification has been muchienimportant for the region over the long term
(1985-1986 to 2005-2006). More than one third gfoek growth in this period corresponds to product
diversification, and only one quarter to new degiim marketS. Much of the region’s product diversification
is accounted for by Mexico. In fact, when the ekgmures for this country are excluded, geographic
diversification becomes more important (41%) amdctintribution made by product variety decreases.

E. Export diversification and volatility of economi c growth

Export diversification may reduce the volatility eEonomic growth. This occurs when exports are a
substantial share of GDP and they are sufficiettithgrsified by products and destination marketghis

8
9

These patterns are not exclusive; this studysdtewhat has predominated over the last 20 years.

Vertical integration, also called vertical speizafion, refers to the fragmentation of a sect@reduction determined between
different countries and implies the import of imediate goods for processing, sometimes only paaial subsequent export to
other countries.

Chile is a notable case in this context, sinceekports are relatively concentrated in productggrbut are among the most
diversified in terms of destinations.

These countries' foreign sales are dominated dnysto, financial and transport services.

It should be noted that these authors' analyses werformed at a relatively disaggregated levigk fligits of the Standard
International Trade Classification (SITC). Consetlye these studies underestimate the emergencewfproducts within each
five-digit “line”.

The joint contribution of product and destinatitimersification is greater than the total extensivargin, because it double counts
the category of new products exported to new dastins. For a discussion of the reasons for thisolBocounting, see Amurgo-
Pacheco and Pierola (2008).

10
11

12

13
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context, variations in demand and prices are daegpend, in turn, the volatility of GDP growth. Feor
large group of emerging economies, Agosin (200MWatestrated this link and emphasized its importance
to explain differences in the link between expairisl economic growth between Latin America and East
Asia. Machinea y Monte (2005) showed that the zsedn the exports to GDP ratio, in combinatiorn\ait
reduction in its volatility thanks to a diversifigoduct basket during the past couple of decaddsced

the growth volatility of GDP in Latin America. Cdiea(2007) also proved a negative link between &xpo
diversification and the terms of trade volatility & large group of countries.

For Latin America and the Caribbean and other emgrgegions, there seems to be a link
between (i) the rise in exports to GDP ratio arataase in diversification by geographical markeid a
products, and (ii) export diversification and vdit of export prices. Parts (a) and (b) of Fig@ashow
that almost all countries increased simultaneoti@yr exports relative to income and diversificatluy
product, although not necessarily by destindfiom part (c), the positive relationship betweee th
concentration ratio of products (horizontal axisjl ancrease in the volatility of export prices (ical
axis) is illustrated. Finally, part (d) suggests alear relationship between the concentration rafio
export destinations (horizontal axis) and volatitit export prices (vertical axis).

BOX 2
INTRODUCTION OF NEW PRODUCTS AND EXPORT DESTINATIONS

IN THE MEDIUM- AND LONG-TERMS

To compare the importance of incorporating new export products and destinations over longer timeframes than those
considered by Brenton and Newfarmer (2007) and Amurgo-Pacheco and Pierola (2008), this analysis was repeated for a
longer period. Using a similar methodology, export growth was broken down (five digits of SITC) classified in four groups:
old products and new ones (or “discoveries”), and old destinations and new ones. The criteria used to separate products
and markets were as follows: new products were defined as those whose export value was less than US$1 million in the
base year and above that in the final year. Old products were those of higher value in the base year, several of which grew,
but some of which disappeared. The criterion for separating new and old markets was somewhat different, based on
Amurgo-Pacheco and Pierola (2008), who argued that the discovery of new markets is a process that occurs at the sector
rather than the country level. For example, if Peru exports copper to Germany, but at a given point in time adds broccoli to
its export basket to that destination, this would represent a geographic discovery for the horticulture sector.

Using this classification, four types of diversification can be distinguished: (i) old products being exported to old
destinations (OPOD); (ii) old products being exported to new destinations (OPND); (iii) new products to old destinations
(NPOD) and (iv) new products to new destinations (NPND). Product diversification is equivalent to the sum of the NPOD
and NPND categories, while destination diversification corresponds to the sum of OPND and NPND.

BREAKDOWN OF EXPORT GROWTH AS A PROPORTION OF THE T OTAL
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el ety it AU 2AE 1995-1996 to 2005-2006
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product product product New product product product product New product
Australia and New Zealand M European countries (5) Australia and New Zealand M European countries (5)
# Latin America incl. Mexico East Asia # Latin America incl. Mexico East Asia
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Source: United Nations Commaodity Trade Data Base (COMTRADE).

The results confirm that product and destination diversification has been greater over a 20-year horizon than during a single
decade. In Latin America and the Caribbean as a whole, the introduction of new products and destination markets accounted for

4" From 2003 to 2007, a reverse trend took placecimtries with abundant natural resources: whereasekports to GDP ratio

increased due to rising commodity prices, the coditpdasket became more concentrated.
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half of all export growth between 1985-1986 and 2005-2006, compared to just 20% in the period 1995-1996 to 2005-2006. When
Mexico is excluded, diversification becomes even more important. In the period 1985-1986 to 2005-2006, exports of old products
to new markets were the most important source of diversification for Latin America and the Caribbean. In contrast, when Mexico
is included, the most important source is new products exported to old markets. Nonetheless, entry into new markets with new
products accounts for 17% (10%) of regional export growth without (with) Mexico. In the “short” period, exports of old products to
new markets were also more important in terms of the extensive margin.

In general, the importance of new products and geographic markets for the region’s export growth varies greatly across
countries. For example, in Argentina and Uruguay, new products and destination markets were more important than the
regional average in the internationalization process; whereas other countries such as Chile and Peru increased their exports
particularly in the intensive margin. Brazil and Mexico occupy an intermediate position.

Source: Economic Commission for Latin America and the Caribbean (ECLAC).

FIGURE 3
EXPORTS: INTENSITY, DIVERSIFICATION AND PRICE VOLAT ILITY, 1996-2005

A) Exports to GDP ratio and B) Exports to GDP ratio and
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F. Export and import product variety and growth

To promote growth, not only exports but also imparéed to be diversified, in terms of both product
and origift®>. As highlighted in the new growth and internationeade theories, the variety of
intermediate inputs and capital goods availabla given economy is closely related to the prodectiv
diversification process, level of productivity apér capita income (Romer, 1990; Addison, 2003).
Variety is defined as the sum of imports of diffsreoroducts from different origins plus exports of
different products sold to different countries. §his a two-way relation: variety affects productive
diversification and productivity, and vice versaofdover, it is more important for developing coiggr
than for advanced ones, since the range availablihd latter is already close to the international
frontier. A larger variety of imported inputs hamiar effects to capital deepening or technolobica
progress, since it reflects division of labour omare complex production structure, which in turn
entails product and process innovation. Variousepeegressions show that, in conjunction with e r
of investment in physical capital, the variety obgucts available in a given country is a key Jaador
explaining differences in per capita income (CERE)4).

The main ways to increase the variety of intermediaputs and capital goods available in a
given country are imitation, innovation and opersnés trade. Countries that are far from the
international frontier of varieties need to makgngficant imitation efforts, whereas countries tha¢
closer need a high level of research and developrierintroduce new products. A number of
econometric studies have shown that skills areyaf&etor for success in imitation. A country’s $kil
base can be increased mainly through educationalbatthrough the international mobility of skilled
workers and FDI. In many cases, transnational finms a larger number of skilled workers and invest
more in training than their local counterparts (EzRR004). Moreover, a gradual process of trade
liberalization, in conjunction with other produdiigolicies, can also help increase varieties bycie
import duties and non-tariff barriers. It should beted, however, that rapid liberalization, such as
occurred in the MERCOSUR countries in the 1990siandhile in the 1970s, can produce a contrary
effect by destroying domestic capacity.

The availability of items and products in Latin Amea is below that in Asia and Western
Europe. Available item variety is the number of ested and imported items in terms of 6 digit tariff
lines of the Harmonised System (HS). Available piidvariety equals the item variety times the
number of destination countries for exports and lemof origin countries for imports. In 2003-2004,
European and Asian countries had a larger prodardtty than countries in Latin America (Figure 4a).
This may reflect the inferior complexity and growgbtential of the latter’s production structure tiwi
the region, Mexico is the country with the largasailability of products. There is a highly sigondint
relationship between the availability of capitalogde and intermediate inputs, on the one hand, and
income per capita as a proxy of productivity leyels the other. It is also notable that in mostri_at
American countries, apart from Brazil and Mexidwe variety of imports and capital goods is below th
projected relation, whereas it is above the prajadh several Asian countries (Figure 4b).

15 In other words, external trade variety refershe humber of different products that a given couetports or imports, measured

according to a detailed trade classification sushS&C or the Harmonized Commodity Description @uding System (HS).
Diversification refers more to the distributiontaide by different categories, which means thaiumtry with a wide variety of exports
or imports may not have diversified trade. Someyatsalso consider the origin of imports as ac®of variety for the country.
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FIGURE 4
PRODUCT AND ITEM AVAILABILITY AND THEIR RELATIONSHI P TO DEVELOPMENT

A) Availability of items and products, 2003-2004
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lll. The technological content
of exports

The effect of exports on economic growth also ddpam the value-added
content of exported goods and the generation kédjas in the production
structure. In turn, an increase in the proportibmatue-added is sensitive to
the technological content of the goods and senviceguestion and the
extent of vertical differentiation based on procyeality'®.

A. Goods

Generally speaking, compared to products of lovartelogical content or
those based on natural resources, the productrexport of medium- or
high-technology goods requires a higher level gfsfgal and human capital
and involves more innovation-intensive activiti®doreover, under current
world production arrangements, products of thisetgse exported in the
context of greater participation in global prodoisthetworks, which offers the
potential benefit of participating in more dynanmi@mde segments and
exploiting the scale economies that characterigestittor's production. To
judge by the trend of world trade, products of bigtechnological content
have been the most dynamic, because the demattebiiolis expanding faster
than trade overall. Under appropriate conditidms,pgroduction and export of
more technology-intensive goods increases the hplitgsof revitalizing the
domestic production structure. All of this mearat the production and export
of medium- and high-technology goods should becisal with higher rates
of economic growth (Lall, 2000).

16 several characteristics of production procesagsh sis their environmental impact, have also becstemdily more important in

determining the cost of products.
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Over the last two decades, the region’s succegscorporating technology into its exports has
been highly varied. Mexico, and to a lesser ext€eintral America, have achieved a radical
transformation from commodities to medium- and kigthnology manufactured products, thanks to
special import regimes and export-oriented manufagg. In contrast, in the Caribbean, the rest of
MERCOSUR, the Andean countries (especially Ecuaddrthe Bolivarian Republic of Venezuela) and
Chile, the technological content of their expors Istagnated. This is largely explained by the bivom
commaodity prices exported by these countries, winicheased the weight of such goods in the export
basket. In between are Argentina and Brazil, wramsemodity exports have declined relatively, while
medium-technology products have gained a largeesha

As shown in figure 5, between the 1970s and theadkmf 2000, the Latin American and
Caribbean export structure has varied from nat@sburces to manufactured products of medium and
high technological content. This change has been ewre pronounced in East Asia, however. Except
for Mexico, and to a lesser extent Central Amedod Brazil, exports from the other Latin American
and Caribbean countries remain concentrated inralatasources and related manufactures. In fact,
apart from Mexico, such goods account for over 58R4he total volume exported by the region’s
countries. These product categories not only tenéh¢orporate less technology than manufactured
goods, but, until recently, were the least dynaseigments of world trade and are the least intedjrate
into global production networks.

The Latin American countries that have succeededliversifying their exports to include
medium- and high-technology goods have not enjdgstir economic growth The likely explanation
for this is that they have not increased the valdéed of these goods to the same extent (see the
analysis of section B), which means that these&itie8 have not become sufficiently integrated itite
domestic economy. As production processes aredsitrgly distributed across different parts of the
world, a developing country that exports a hightiteriogy product may simply be the final link in the
production chain, without having the knowledge reskth produce the good itself (UNCTAD, 2002).

FIGURE 5
COMPOSITION OF EXPORTS BY TECHNOLOGICAL CONTENT, 19 80-2000
(Percentages of the total)
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17 In addition, the Latin American countries thatwgmost over the last decade were not always théssevexport structure changed

in this direction (Machinea and Vera, 2007).
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B) Regions of the world
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of United Nations Commodity
Trade Database (COMTRADE).

Note: Data for the period 1983-1986 correspond to the Standard International Trade Classification (SITC), Rev. 1.

Accordingly, a classification of export products kgchnological intensity should be
complemented with a measure to distinguish betweentries that export high-technology goods as the
final links in vertically fragmented chains, anduotries that export such goods in less fragmented
chains and therefore possess the knowledge neegedduce the whole good. One way to consider this
issue is to note that, in the first case, the fstabes of the production process are generalbtddcin
medium and low per-capita-income countries, fot-ealvantage reasons. In the second case, production
processes are located (completely) in high-incomenties, for reasons associated with local
technological capacities.

For each exported product, Lall, Weiss and Zhai@@%2 propose calculating an indicator of the
weighted average income of the countries that éxpdrhus, high-technology goods whose production
processes are fragmented and whose final stagdscated in low-income countries will obtain a low
value for this indicator, whereas high-technologpds processed entirely in high-income countrids wi
obtain a high value. Box 3 explains the methodolggreater detail, and comments on results for a
number of countries. Although it is only an approation, this measure of export “sophistication”dshe
light on the varied performance in terms of innavateffort, research and development, productivity
and growth of the main exporters of high-technolgggds, e.g. the United States and Israel, compared
to Mexico and China.

A complementary way of studying exports is via $pecialization produced in terms of vertical
quality scales for a given product. This analysflects the fact that a country’s relative factor
endowment not only affects specialization by pradype, whether natural resources or manufactured
products of varying technological content, butisbanfluences certain quality segments withinghene
category. Considering the importance of the innowatomponent in product quality.
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BOX 3

EXPORT SOPHISTICATION

Export sophistication can be measured using a methodology proposed by Lall, Weiss and Zhang (2005), which is described
in four steps. Firstly, all countries of the world are ranked by their level of per capita income in PPP terms for 2006, and they
are then put into 10 groups of equal number. Secondly, for each export category (defined by SITC Rev 2 at the three-digit
level, 237 categories in all), the weighted average income of countries that export the product in question is calculated, by
multiplying the average income of each group by each group’s global share of exports of that product. Thirdly, the values
obtained for the 237 categories are ranked and normalized to construct a “sophistication” index between 0 and 100, with 0
corresponding to the lowest value and 100 to the highest. Fourthly, three sophistication segments are constructed with this
index: high, medium and low, each segment containing one third of the 237 categories. As a result, the high sophistication
segment consists of categories mostly exported by higher-income countries, the middle sophistication category is exported
by middle-income countries, and segments of low sophistication tend to be exported by low-income countries.

This classification of product lines by sophistication segment is used to calculate the percentage of a country’s high
technology exports that are also in the high sophistication category. For example, one third and one quarter of exports from
China and Mexico, respectively, are high-technology products; yet only a small proportion of them are considered
sophisticated. In fact no more than 4% and 3% of Chinese and Mexican exports, respectively, are both high-technology and
sophisticated products. In the case of China, high-technology exports are concentrated in computers and other data
processing equipment. In Mexico, the main product among its high-technology exports is “TV receivers”, for which the
production process is often vertically fragmented. These items are usually exported from middle- or low-income countries. In
Brazil, in contrast, high-technology exports account for just 8% of the total, but almost half of them are in the high
sophistication segment. The main product lines in this case are aircraft, related equipment and spare parts. These products,
as claimed by Lall, Weiss and Zhang (2005), generally have a less fragmentable production process and so tend to be
exported mostly from high-income countries. In fact, the percentage of sophisticated high-technology products is almost the
same in Brazil as in Mexico. Costa Rica is the country in the region with the highest proportion (1/5) of such sophisticated
products, as an exporter of transistors and semiconductors —product lines that are mainly exported from high-income
countries.

HIGH-TECHNOLOGY PRODUCTS AND SOPHISTICATED HIGH-TECHN OLOGY PRODUCTS, 2006
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Source: Economic Commission for Latin America and the Caribbean (ECLAC), on the basis of United Nations Commodity
Trade Database (COMTRADE).

B. Services

The level of technology and knowledge incorporaied services varies significantly. Depending oe th
content of these two elements, services can bsifitakas either “traditional”, which include trgpmst

and travel, especially tourism; or “modern”, or ménowledge- and technology-intensive serviced) suc
as information technology, engineering, researah development and telecommunications. The latter
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category has been the fastest growing service sggsiece 1995, the first year for which relatively
more complete data on this type of trade exist.

An analysis of trends over the last two decadesvshhat between 1985 and 2005, the Latin
American and Caribbean share of world trade in modervices shrank from 2.1% to 1.8%, in contrast
to the progress made by other emerging countriagicplarly China and India. The result, however,
conceals major heterogeneity between the diffesebsectors (ECLAC, 2007)

The regional average conceals great variety ingerfposition and dynamism across subregions
and countries between 1985 and 2005 (see figureh@) countries in which total exports increasedtmos
were Brazil and Chile, the latter largely due te thigorous expansion of transport services, a s@tto
which it is currently the regional leader. Meanwhiin the same period, Brazil, Argentina, Honduras
and Costa Rica recorded the highest growth rateasddern services. Intraregional heterogeneity to
some extent affected the country and subregiorexleshin the total trade in services. In the case of
Brazil, its share of Latin American exports of thype of services increased from 15% to 38%, wihiée
Andean Community and Mexico posted the steepelsinfahis segment. On the other hand, the latter
succeeded in maintaining its position as the régitmading exporter of services, thanks to tourism.

FIGURE 6

EXPORTS OF SERVICES FROM LATIN AMERICA AND THE CARI BBEAN: COUNTRY AND
SUBREGIONAL SHARES, 1985 AND 2005

A) Total services B) Other services®
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Source:International Monetary Fund (IMF), “Balance of Payments Statistics (BOP) database” [on line]
http://www.imfstatistics.org/bop/.

#  The “Other services” category encompasses all services apart from transport and travel.

In the case of “modern” services, the fastest-gngwsubcategories in Brazil over the last few
years have been professional services and the texead technical projects —activities that are ithos
related to engineering and architecture, accouna third of all services exported and constitute of
the country’'s main comparative advantages. In amditBrazil, Argentina, Costa Rica and Uruguay
rapidly increased their exports of computer prograend, over the last few years, several computer
manufacturers have successfully morphed into softwelated service providers, such as IBM in
Argentina (ECLAC, 2007a).

18 The Latin American and Caribbean share has detlherply, especially in global trade in commuriare and insurance. The

only category in which the region's share parttréased was “Other business services”.

25






CEPAL - Serie Comercio Internaciona? 81 Weak links between exports and economic gramttatin America....

I\VV. Other technological externalities

The innovation process in the developing countdessists to a large
extent in adopting and adapting goods and techiedpgncluding

organizational and marketing methods and logistsed in the developed
world. In this context, trade and foreign investineemerge as
mechanisms that can be used to speed up techrallpgigress.

International trade helps developing countries @xphdvanced-
country technologies, both by directly acquiringenmediate and capital
goods and by purchasing licenses. They can alsa feam exports to
advanced countries, by interacting with customens generally demand
better product quality.

Another way of acquiring technologies is through ILFD
Nonetheless, to successfully absorb the technaogimebedded in the
capital goods, intermediate inputs or productioncpsses related to FDI,
the country or sector in question needs to satisfyain requirements in
terms of worker training, innovation and an enviramt that stimulates
learning, supported by a regulatory framework tramotes technology
transfer. Fulfillment of these conditions is nottauatic and requires
private initiatives and coordinated public policies

A. Trade-related externalities

There are three channels whereby technology ctmarsferred through trade:
learning through imports, learning through expantsl learning by doing.

Apart from these aspects, this paper also congidetisipation in world value

chains as a mechanism to facilitate the differgres of learning.
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The first channel is learning by importing, wherdbgal producers obtain an international stock
of knowledge that enables them to increase theduymtivity. This channel has been very important in
the rapid growth of the Asian countries, which,itmporting and imitating the high-technology goods o
advanced countries (i.e. “reverse engineering”;abee leaders of the technological segment. This
achievement was only possible thanks to a set ofptementary policies that promoted innovation,
gross capital formation and investment in humaritabp

The second channel is learning by exporting, wiailbbws exporters to internalize the standards
and requirements of their buyers and foreign coiguet Competition is an incentive for exporters to
move towards the knowledge frontier as quickly assfble. Foreign customers can also facilitate the
dissemination of technologies to their suppliermplical studies show conclusively that the export
sector has a higher level of productivity, althotlgé effects of this on growth are not clear, nerthe
causes. At the enterprise level, there is someeagil that TFP is higher after firms start to export
Fernandes and Isgut (2005) have documented thesdfyfearning among Colombian firms, particularly
in new plants that export to advanced countriesNegri and Oliveira de Araujo (2007) have studied
the close relation between the weight of export$ labour productivity in Brazil. Other studies kav
shown that productivity is higher when firms alsgast in research and development.

A third channel is learning by doing, which higlitg the role of experience in raising
productivity levels. Import substitution policietessed this channel (Hounie and others, 1999;,Katz
1987), as firms moved through technological leagrnimocesses “building” their production functions
and systems of work organization along the wayefpmises did not content themselves merely with
using and copying available technologies, but axthtitem to local plants on a smaller scale thasetho
in developed countries and to different work orgation models. The trial and error method and
internal adaptive engineering efforts were key Uezd of the production organization model in the
endogenously directed stage of Latin America’s eotin development.

Nonetheless, rapid trade liberalization and theegldiation of production activities in Latin
America and the Caribbean partly destroyed the @wogis production and technological capacity,
although at the same time new capacities wereateparticularly in export sectors. Because of rewete
openness, the product design and process engigegepartments of numerous firms targeting the
domestic market ceased to fulfil a purpose and weastically cut. Something similar happened with
the development of local suppliers when externppubecame cheaper. As a counterpart, during the
1990s new export sectors pioneered a reverse awwdny process involving the “creation” of new
capacities and institutions (see Katz, 2008).

The likelihood of learning is greater in industrigsbject to economies of scale in a setting of
growing exports and increasing specialization. béeefits of specialization and scale economieshean
complemented through technological learning exigims In most of the industries in which scale
economies are intensively applied, in 2002 therLatinerican and Caribbean region was ranked either
first (food, glass and other non-metallic produersi metallic products) or second (non-ferrous leeta
vehicles and vehicle parts, rubber and plasticd, aher chemical products), in terms of exploiting
exports to increase production volume (see figlire 7
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FIGURE 7
RATIO BETWEEN EXPORTS AND PRODUCTION IN ECONOMIES OF SCALE INDUSTRIES, 1995 AND 2002 *°¢
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Source: World Bank, The World Bank Trade and Production database.

a
b
c

Industries subject to increasing returns were defined by Pavitt (1984) and Peneder (1999).
The vertical scales in these figures range from 0% to 100%.

LAC = All Latin American and Caribbean countries; Asia = Malaysia, Philippines, Republic of Korea, Singapore,
Thailand and Vietnam; OECD = Countries of the Organisation for Economic Co-operation and Development; Natural
resources = Australia, Canada and New Zealand.
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Compared to Latin America, trade patterns in Asieountries display greater vertical
specialization and more intensive participationnigrnational production networks (ECLAC, 2007a),
most of which are located in their own region. Labmtensive processes are concentrated in Thailand
and China, whereas the manufacture of engineenitegisive components has been maintained in Japan
and the Republic of Korea. Firms from the Unitedt& and Europe are also entering production chains
in the Asian region; but, Mexico and Central Amarapart, Latin America and the Caribbean does not
participate much in global manufacturing chains.

A review of the proportion of machine parts and poments in the sector’'s global and
intraregional exports and imports affords a partigw of the different countries’ participation in
regional and global production networks. As showfigure 8, unlike what happened in the countries o
the North American Free Trade Agreement (NAFTA) aatin America, the East Asian countries have
considerably increased their exports and importaathine parts and components.

FIGURE 8

TRADE IN MACHINE COMPONENTS AND PARTS AS A PERCENTA GE
OF THE SECTOR’S TOTAL TRADE, 1980-2004
(Percentages)

A) East Asia

Zzw W

1980 1982 1984 1986 1988 1990 1992 1994 1996 1998 2000 2002 2004

—e— Intra-regional Global
B) NAFTA
70
60
50 W_W_WF
40 M MDD
30
20
10
0+
1980 1982 1984 1986 1988 1990 1992 1994 1996 1998 2000 2002 2004
—e— Intra-regional Global

C) Latin America

40 M
% = - W
20

1980 1982 1984 1986 1988 1990 1992 1994 1996 1998 2000 2002 2004

—e— Intra-regional Global

Source:M. Ando, S.W. Arndt and F. Kimura, “Production networks in East Asia: strategic behaviour by Japanese and U.S.
firms”, paper presented at the seminar “Multinational Firms’ Strategies in East Asia: A Comparison of Japanese, U.S.,
European and Korean Firms”, Tokyo, Japan Center for Economic Research, 1 June 2006.
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B. Externalities related to foreign direct investme nt

Latin America and the Caribbean received a suliatantrease in FDI inflows over the last decade (i
absolute value terms), tripling the cumulative ktcrelation to GDP (see figure 9). The Caribbaad
the Andean subregion (including Chile) receivedhighest amount of FDI as a proportion of GDP. In
other parts of the world, the strongest FDI groimtthe period 1995-2006 occurred in East Asia.

FIGURE 9
CUMULATIVE FOREIGN DIRECT INVESTMENT AS A PERCENTAG E OF GDP, 1995-2006
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Source: United Nations Conference on Trade and Development (UNCTAD), Foreign Direct Investment database, November 2007.

Note: The figures do not include the following financial havens: the Cayman Islands and the British Virgin Islands.

Despite the large volume of FDI, technology andvdedge transfer to local firms does not occur
spontaneously but depends on the following facti@rshe strategy of the investing enterprise; €ich
country’s absorption capacity; (iii) the absorptapacity of the sector and firm in question; amnyithe
type of investment (ECLAC, 2003).

The first two factors relate to the developmentlesf the country receiving the FDI. Here it is
possible to distinguish four stages that are edpinao the different phases of domestic knowledge
accumulation and potential for technological sp#s (see table 1). The first of these is the pre-
convergence stage, encompassing countries of Igeestapita income and little technological capacit
FDI inflows are relatively small and they are matid by the search for raw materials. Externaldies
few, because the investments are focused on a&satlity in an enclave setting.

The second evolutionary phase corresponds to dgesrittat are converging towards a higher
level of economic development, but whose knowlealgsorption capacity is insufficient. These
countries have a critical mass of physical, finahand institutional infrastructure but often legllled
labour and a clear innovation effort. At this staghich encompasses most of the region’s countries
(Argentina, Brazil, Chile, Colombia, Costa Rica addéxico, among others), investors seek not only
natural resources but also access to cheap labfficigncy-seeking) and participation in a localrket
of greater purchasing power. This type of investmgenerally has relatively weak technological
externalities and linkages
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TABLE 1

THE ECONOMIC DEVELOPMENT PROCESS AND FDI STRATEGIES

»
>

A

Pre-convergence stage

Convergence stage

Stage ptmshared
frontier

Shared frontier stage

Technological and
absorption capacities

Economic structure

FDI strategy

Examples

Exports of natural- resource-

based products. Low

Exports of final products of low value-added, madidn imported
components or inputs (maquila). Increasing capdoitynitate. Basic

technological capacity, scant infrastructure. Growing FDI inflows, but little F2broad

infrastructure and
underdeveloped institutions.
Few local firms with
adequate technological
capacity. Low levels of
inward FDI and no FDI
outflows.

Primary secto

Technological opportunities
depend on long-term collaboration.
Removal of knowledge barriers.
infrastructure. Solid Major R&D activity (in networks)
domestic industry, by domestic and transnational
development of own brands. firms. Increasing FDI inflow and
Increasing use of networks. outflow abroad, including
Significant FDI inflows and outsourcing in countries which are
large outflow of FDI abroad at earlier stages

Integration in global
production networks.
Growing knowledge

Pursuit of raw materials

Bolivia, Paraguay and
Vietnam

- -
>
Declining
> Industrial sector
L |

v

Services sector -
Growing

Pursuit af raaterials and efficiency related to the presesfce
unskilled workers and infrastructure. Increasingspit of markets.

Pursuit of marketéutomotive MERCOSUR;Food and beverages:
Argentina, Brazil, MexicoBanking Argentina, Brazil, Chile,
Colombia, Mexico, Peru, Venezuela (Bol. RefeJecom Argentina,
Brazil, Chile, Peru, Venezuela (Bol. RegRgtail trade Argentina,
Brazil, Chile, MexicoElectricity: Argentina, Brazil, Chile, Colombia,
Central America.

Pursuit of efficiencyAutomotive Mexico; Electronics Mexico and
the Caribbean basispparel Caribbean basin and Mexico, Central
America.

v

Pursuit of markets and also Pursuit of efficiency, markets, and
increasing pursuit of technological assets.

efficiency based on skilled

labour.

Australia, Canada, Finland,
Ireland, New Zealand, Singapore,
Sweden.

Republic of Korea, Spain,
Czech Republic.

Source:R. Narula, “Switching from import substitution to the “New Economic Model” in Latin America: A case of not learning from Asia”, Research Memorandum Series, N° 2002-32,
MERIT-Infonomics, Maastricht (2002); and Economic Commission for Latin America and the Caribbean (ECLAC), Foreign Investment in Latin America and the Caribbean, 2003
(LC/G.2226-P), Santiago, Chile, May 2004. United Nations publication, Sales No. E.04.11.G.54.
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Countries in the third stage are increasingly irdtggl in global production networks and have
increasing knowledge infrastructure with a highemtial for technological spillovers. Apart from
Singapore and the Republic of Korea, the East Astamtries are in this phase; but no Latin American
or Caribbean country has yet attained this stagiewélopment. Countries going through phases 1-3 do
not make much use in the local economy of extefeslproduced by transnational enterprises, sinee t
latter’s research and development activities magig place in their countries of origin.

Countries that are in the final development staghich FDI recipients share the technological
frontier with foreign firms, have attained a higivél of per capita GDP. Their economies are very
R&D-intensive and they have highly skilled labolm. this case, FDI largely entails the pursuit of
technological assets, i.e. investors take advarghtiee local system for their R&D activities.

The third determinant of the technology-transfdeat of FDI is the capacity of the different
sectors and enterprises to internalize knowledgated by others and adapt it to their own needs
(Narula and Marin, 2005). Several studies showel#grnalities are greater when the technologiapl g
between the transnational firm and local enterprise the given product line is not very large.
Nonetheless, the ability to absorb not only entailisating or copying technology, but also undeitgk
one’s own research and development. Hence thedagrfin absorption capacity is the availability of
skilled labour.

The fourth factor affecting technology transferthie type of investment. Several studies have
shown that there are more chances of spillovetisdrcase of mixed domestic/foreign-owned enterprise
(Nordas, Miroudot and Kowalski, 2006).

Empirical studies on the importance of externalitie Latin America and the Caribbean, which
are very recent, conclude that the effects of Fidlehonly been positive in some cases. In a complet
review of studies on the spillover effects of FBCLAC (2003) concluded that the repercussions have
very often been neutral and sometimes negative;tlail in the best of cases, the link is uncertain,
especially in the case of developing countrieseB®dwecent studies confirm that positive extetigsli
are only occasionally present, whereas in othetests the outcome is unknown or has been negative
(see table 2).

In short, despite the large volume of FDI in Lafimerica and the Caribbean, externalities are
generally limited. This is explained by the predoamit corporate strategies, which do not favour
technology transfer, and also by the lack of lacabvation and human capital capacity, and becthese
investments in question are not mixed or sharel hital enterprises.

A recent FDI-related development in the regionhie tncreasing importance of transnational
enterprises of Latin American origin, known as fiseLatin” firms (see box 4), whose investments have
strengthened international integration among lergkrprises. Their international activities alswéha
positive repercussions, including direct effectsemerprise growth based on the exploitation ofesca
economies, greater investment capacity which isiegbplso to local operations, and better managémen
capacity thanks to exposure to global levels of patition and best practices.
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TABLE 2

SUMMARY OF STUDIES ON THE TECHNOLOGICAL SPILLOVERS OF FDI
IN LATIN AMERICA AND THE CARIBBEAN

Author and year Country Period Data Level Results
Narula and Marin (2005) Argentina 1992-1996 Cross Firm 2!
section
Chudnovsky, Lopez and . } ) Ha
Rossi (2006) Argentina 1992-2001 Panel Firm ?
Laplane, Padovani Sector ?b
Gongalves and Dias de Brazil 1997-2000 Panel
Aratijo (2006) Firm ?,+and-°
Co- Macro
Ramirez (2006) Chile 1960-2000 |ntegrat|ﬁ series +
Kugler (2001) Colombia 1974-1998 Panel Industry ?
Blomstrom and Wolf (1994) Mexico 1970-1975 erss Industry +
section
Kokko (1996) Mexico 1970 erss Industry +
section
Romo (2003) Mexico 1992-1995 Panel Industry - and?
Jordaan (2005) Mexico 1993 Crc_wss Sector +
section
. . Cross
Waldkirch (2007) Mexico 1998 and 2003 - Sector +
section
Kokko and others (1996) Uruguay 1990 erss Firm ?
section
Kokko (2001) Uruguay 1988 Cross Firm 2
section
Bittencourt and Domingo 1990-2000 Panel Sector 2d
(2004) Uruguay 1990-1996 and
1997-2000 Panel Firm -and?
Aitken and Harrison (1999) Venezuela 1976-1989 Panel Firm .
(Bol.Rep. of)

Source: Economic Commission for Latin America and the Caribbean (ECLAC), Foreign Investment in Latin America and the
Caribbean 2003, (LC/G.2226-P), Santiago, Chile, May 2004. United Nations publication, Sales No. E.04.11.G.54 (updated
with empirical studies between 2004 and 2007).

& Local firms with high absorption capacity seem to receive positive spillovers.

® " The evidence on spillovers was inconclusive. The effects are apparently negative, but not significant.

°  The results suggest a positive spillover depending on the response capacity of the domestic firms. The effects are

positive for firms with larger productivity gaps with respect to transnational enterprises. For the most efficient firms (with the
smallest productivity gaps) the effects are negative, which suggests that in this case consequences of other types
predominate, making the net effect negative. One possible interpretation is the loss of market share.

4 There is no evidence of spillovers in panels covering the whole period, which could be the result of positive spillovers in

the first half of the decade and negative ones in the second.

¢ In some models/periods, there is evidence of negative spillovers, but in others the evidence is inconclusive.

' n reality, these refer to the higher value added of local firms.
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BOX 4

TRANS-LATIN ENTERPRISES
Although trans-Latin enterprises are not a recent phenomenon, they have become increasingly important over the last few
years. The leading firms of this type come from four Latin American countries: Argentina, Brazil, Chile and Mexico.
Argentina and Brazil were the pioneers, leading the first waves of direct investment abroad, while Mexico and Chile joined
the process later and have recently become major players.

The activities of trans-Latin enterprises are concentrated in three sectors: basic industries (hydrocarbons, extractive
mining, iron and steel, cement, metal processing, and paper and pulp); beverages and foods; and services (engineering,
telecommunications, electric power, retail trade, and most recently banking). These firms’ investments depend on the
competition patterns prevailing in their respective sectors, and include the need to maintain a position of leadership in the
natural-resource sector and the chance to exploit competitive advantages in new markets.

Many of the traditional trans-Latin firms undertake manufacturing activities targeting mass markets, such as non-
alcoholic beverages, beer and food products. They operate more in the regional domain than internationally, competing with
transnational enterprises in their own domestic or regional markets, in which their main competitive advantage is the
distribution system.

Many of the more modern trans-Latin enterprises have operated in the services area: e.g. telecommunications (América
Movil, Telmex); the retail trade (Elektra, Cencosud, Falabella, Ripley, FASA); passenger air transport (LAN, Varig, TAM);
and electricity (Enersis, Gener, ISA). In general, these firms have encountered stiff competition from foreign enterprises.
Thus, although some successful trans-Latin firms have benefited from the sale of assets belonging to transnational firms
whose expectations on entering the Latin American market were not fulfilled (América Movil, Cencosud, Falabella), in other
cases they have had to sell part or all of their assets (Enersis, Gener, Macri, Impsat).

Although much of the outgoing FDI in Latin America has been of an intraregional nature, in recent years trans-Latin
firms have started to participate more actively in the internationalization process outside the region. In the last two years, the
main promoters of these external investments have been a relatively small group of trans-Latin firms from Brazil and
Mexico. The Brazilian group consists of Companhia Vale do Rio Doce (CVRD), which took over the Canadian firm INCO,
and Petrobras, Gerdau and Itat, which have engaged in a wide range of independent operations. The Mexican group
consists of América Mévil and Telmex, firms that have made large-scale takeovers in Latin America and the Caribbean; the
Alfa group, which grew in the United States, Europe and China; and Cementos Mexicanos (CEMEX), which acquired the
Australian Rinker group. Apart from the Brazilian and Mexican trans-Latin enterprises, large-scale investments have also
been made by Tenaris of Argentina, which purchased the United States firm Maverick Tube Corp.; and the oil company of
the Bolivarian Republic of Venezuela (PDVSA), which is investing in refineries (Argentina, Belize, Brazil, Uruguay) and gas
pipelines (Colombia).

Source: Economic Commission for Latin America and the Caribbean (ECLAC), Foreign Investment in Latin America and the
Caribbean, Santiago, Chile, various years.
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V. Weak competition enforcement
reduces benefits of exports and
inward FDI

The volume of exports and their benefits for ecoicognowth, as well as
the benefits of FDI for growth described above niey reduced in a
context of weak competitive pressures at home aestination markets.
In the absence of effective competition policia#j-aompetitive practices
of firms may impair exports in at least three waygrO, 1998). First,
these practices in destination markets may affeetrmarket access for
exports. Examples include domestic import cartiigrnational cartels
that allocate national markets among participaéngerprises, abuses of a
dominant position, the impediment of parallel imtppcontrol over import
facilities, and private standards and other antioetitive practices of
industry associations. Second, exports may be taffeby practices
affecting international markets, where differenticies are affected in a
similar way. One example is international cartblst tdetermine price and
output across multiple destination markets. Thfadeign sales may be
affected by anti-competitive practices that havelitierential impact
across countries. Examples include export cartedsnaergers which may
be beneficiary in one country but produce detrirakegffects in others.
Anti-competitive practices may be exercised throegther international
trade by firms or their foreign affiliates in homedestination markets.

The lack of competitive pressures in a market mayehdistinct
origins. First, some countries protect their masatlicitly through tariff
or non-tariff import restrictions. The reductiontbese trade barriers is a
necessary but not a sufficient condition to inceeasarket access and
international competition. Second, weak competitiaay result from the
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absence or poorly designed competition law. A tliadise may be linked to statutory exemptions or
protective regulatory regimes covering the condlucjuestion Fourth, even if a law is well desigaad

no exceptions apply, competition may still be pdanforcement of the law is weak. Finally, even if
domestic competition laws are effective, they carprevent anti-competitive practices in internaiibn
markets. In this context, the international tradsygtem has few rules, standards and disciplines to
prevent anti-competitive practices in global trade.

In Latin America and the Caribbean, there are ne@mmples of how anti-competitive behavior
by firms or their affiliates has weakened interoadil trade and their benefits for economic growth.
Some of these have been notified to the World T@dmnization:

» Ocean shipping conferences: function as cartels ftkarates and conditions of service in
international maritime trade. They increase trarsposts above competitive levels, in
particular for those countries with little access rion-conference shipping lines. The
conferences are exempted from the competition lafmsiany countries, and clearly affect
negatively international trade (submission of Dagan Republic to WTO Working Group on
the Interaction between Trade and Competition R01i698Db).

» Air passenger transport in Central America: Un8iB& this subregion was protected through
an intra-regional "open skies" agreement, and datadh by the regional TACA airlines.
Although since 1998 new competitors have been akbte enter this regional market, Grupo
TACA has engaged in anti-competitive behaviournggyto prevent other companies from
operating in this market (Schatan and Rivera, &€8).

* Monopolistic or oligopolistic structure of the Cralt American wheat flour market: key
players have control over flour imports and disttibn, restricting exports of third countries
to these markets. Governments in the subregion hiagertaken action against this behaviour
with some success (Schatan and Rivera, eds., 2008).

» Peruvian beer market: through various acquisitianitm called Backus has become Peru’s
only beer brewer. Backus engaged in anti-competibehaviour through its “bottle exchange
programme”, under which buyers receive a creditthey return bottles and buy more. This
was perceived as an abuse preventing other bressterenter the market (OECD, 2007).

» Medical oxygen market in Argentina: between 199d 2602 four firms colluded in public
procurement procedures with public and private halsp They distributed clients among each
other and fixed prices at the national level (Retila, 2007).

The combat of anti-competitive behavior requirdeative competition laws, which nowadays exist
in most countries in Latin America and the Carilsbdéa 2007, only some low per-capita income coaari
respresenting 10 per cent of GDP of the regioli,latked such legislation (Gutiérrez, 2007). Thre
phases can be distinguished with the respect tintitoeluction and application of competition laR&Iring
the first phase (1923-90), Argentina, Brazil, Chiimlombia and Mexico adopted anti-monopoly lav, b
these were not enforced because of the importisutmst industrialization model which did not proteo
competition and a lack of resources to prosecutiecampetitive behavior. In the second phase (1990-
2000), competition laws were introduced as parthef structural reforms including trade liberaliaati
privatization of state enterprises and dereguldtiogeneral. Several countries and subregionagiat®n
schemes (Andean Community of Nations and Mercamimpted a competition law, and the countries of
the first wave strengthened their laws and stadeshforce them. In the third phase (2000 untibiyda
split can be observed in the region: while somenttas led by Venezuela moved away from enforcing
competition in private markets towards a sociatistlel with an enlarged role of the state, othersioe
to strengthen existing laws and their applicatioimsoduce new legislation.

In order to tackle cross-border anti-competitivagtices and to guarantee the potential benefits of
liberalization of trade and investment, an increggiumber of countries in the region have included
competition policies in regional and free tradeeagnents. Competition provisions in trade agreements
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are intended to deal with anti-competitive behawvstrengthen national competition agencies and
promote cooperation and coordination among thermm@itments among signatories differ widely, from

provisions that range from cooperation to settldmeih a supranational authority. By end-2006,

competition policies were included in NAFTA, thrégegration agreements (Andean Community,
Caribbean Community and MERCOSUR); and about 2&/fi§ total) of the economic complementarity

and free trade agreements (Silva, 2006).

The heterogeneity in the adoption of competitionslaand their enforcement is reflected in the
intensity of competitive pressures in domestic rakThis is illustrated in Figure 10, which shdvesv
the effectiveness of competition law-policy (veaticscale) is positively related to the intensity of
competition prevailing in domestic markets (horitzdrscale). Both indicators are based on “percaptio
surveys” of opinions of policymakers, businessmemj officials from the public and private sector
(industry and trade associations, academic patisiitutions and NGOs). Puerto Rico, Chile and Brazi
rank high on both scores, whereas Bolivia, EcuaddrParaguay rank low.

FIGURE 10
EFFECTIVENESS OF COMPETITION POLICY AND INTENSITY OF LOCAL MARKET COMPETITION, 2007
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Source: Author’s calculation based on World Economic Forum (2008), The Global Competitiveness Report 2008-2009.

In turn, the intensity of local competition affeeisonomic development. This is shown in Figure
11: lower levels of domestic competition seem ealap lower levels of per capita income, and vice
versa. Countries differ greatly with regard to th&ensity in competition and their level of per itap
income. For example, Chile’s revenue per inhabiianonly slightly above that of Venezuela, but
competitive pressures are far bigger in the forooemtry. Together with Puerto Rico, Chile has thstb
record in the region in terms of the enforcemerthefcompetition law.

While more research is needed to properly takeantmunt and control for several other factors,
these figures illustrate the role and importancecofpetition policy in fostering a competitive
environment, which in turn enhances economic graqitiemani and Carrasco-Martin, 2008).
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FIGURE 11
INTENSITY OF LOCAL MARKETS COMPETITION AND GDP PER CAPITA, 2007
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Source: Author’s calculation based on World Economic Forum (2008), The Global Competitiveness Report 2008-2009.

Competition authorities in the region, especialtlpse created recently, face several challenges,
which need to be addressed by the following reconatatons (Alvarez and Horna, 2008; Moguillansky
and Silva, 2004; OECD, 2007; Schatan and Rivera320

Due to budget constraints, these authorities inyntauntries lack competition law experts,
who are essential in fairly enforcing the law. thistcontext, budgets should be increased to
allow the hiring and keeping of a sufficient numbéqualified professionals to carry out the
tasks of the agency.

Some competition agencies are not independenedf spective national governments, with
respect to setting the competition budget andsts tlowever, the de facto independence is
more important than the de jure independence: wdmints most for private sector
expectations about the predictability of enforcetrierthe ability to successfully enforce the
law without political interference.

Given the multiple types of anti-competitive belmviaced by the authorities, they should not
focus on one particular type (in particular cajtefdso, new agencies need to do more than
just competition advocacy. Instead, the agenciemildhbuild expertise in different areas
through internal training programmes and techrésaiistance, and reconsider regularly what
are their main priorities.

Competition enforcement and the resolution of casesourt may be hindered by obstacles
deliberately or inadvertently erected by the Igadliciary. For the successful application of
competitions law, the competition authorities skiowbrk closely with judges to ensure their
cooperation and understanding.
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In general fines imposed on violators of compatitiaw are very low. Competition agencies
and national policymakers should consider the gpmateness of existing fines and whether
fines need to be supplemented by other sanctions.

The relationship between competition authoritied aectoral regulators is often poor, as the
latter often succeed to be exempted from the sperftecompetition law, or ignore the
recommendations of the competition agency. Workilgtionships can be improved or an
institutional mechanism can be put into place toagice the role of the competition agency in
sectoral regulation, with the aim to reduce dighort to competition.

Finally, as the behavior of firms may affect conijmat both at home and abroad, the
competition authorities need to strengthen thewmpeoation with international bodies and
agencies in other countries. Cross-border cooperafbr example in the context of regional
integration schemes and free trade or economic keongmtarity agreements, should be
reinforced to overcome problems of scale and mugldixpertise. International platforms such
as the IADB and OECD may also contribute to leaomfother countries' experiences.
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VI. Increasing links between exports
and economic growth

This document has documented the relatively wadds Ibetween exports
and economic growth in Latin America and the Cagdoh Despite high
growth rates of exports since the mid- 1980s, tbentribution to growth
has remained subdued due to various reasons. ditgiugh exports have
increased as a share of final demand, their catioib in the first half of
the 2000s was still less than one fourth of thaEast Asia. Moreover,
import growth has also been high in the last tweades in Latin
America, which has canceled out most the macroenancontribution of
exports to GDP growth. Second, the progress madeeirdiversification
of the region’s export basket is accounted foangé part by the advances
of Mexico and Central America. In turn, the morevedsified export
baskets of these countries are mostly due to nesdgy@roduced by
export processing zones which incorporate little@added. Moreover, it
is shown that for all Latin American countries, dpmom Brazil and
Mexico, the available variety of produced and intpdrcapital goods and
intermediate inputs is well below the level of ajpcted relationship for
many countries between the availability of thesedsoand the level of per
capita income. Third, a similar finding holds fohet substantial
technological upgrading of the region’s exportsrahe past two decades,
which is largely produced by the export processtoges of Central
America and Mexico. Fourth, Latin America has béadfrelatively little
of its exports as channels for technological lesgnbecause it has limited
vertical specialization and its participation intemational production
networks is relatively small. Finally, externalgi&rom the large volume of
FDI inflows in Latin America and the Caribbean haso been generally
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small. This is explained by the predominant corfrstrategies, which do not favour technology
transfer, and the lack of local innovation and homapital capacity, and because the investments in
guestion are not mixed or shared with local entseepr

This overall relatively pessimistic assessment dwesmean that exports are not important for
economic growth in Latin America and the Caribbdau, that this role could be strengthened if the
right policies would be put into place. Major presbenefits of exports include its dampening effatt
terms of trade shocks, as a fruit of its diversificn, and other external shocks. Also, exportsaare
important source of scale economies in the reghmther benefit of intra-regional trade is its tadaly
higher technological content compared to extraemagji trade. Moreover, the region is very
heterogeneous in terms of the export to econonoevtlr link, as several countries have successfully
penetrated niche markets with substantial techmcdbgpillovers (see ECLAC, 2008).

The issue of how public policies can enhance theefits of exports, and production in general,
for economic growth is dealt with in detail in ECCAs 2008 documenStructural Change and
Productivity Growth — 20 Years Later. Old Problemigw Opportunitiesin particular, this document
points to the necesity of improving the accumulatid innovation and technological capacities, &sé¢h
are key to bolster the economic growth externalifem trade and foreign direct investment. In this
context, is it more important how a country produtiean what it produces. Although a large part of
technical change continues to be concentratedféwasectors, a growing number of opportunities for
technical progress are emerging in commodity amdices industries. The heterogeneity of learning
patterns at the sector and company level mustkenteto account when seeking to identify openings
for improving competitiveness and productivity. s industries that are already competitive
internationallly can be used to branch out into newducts with higher value added and greater
technological momentum. Four sectors studied frdnis perspective in ECLAC (2008) are the
traditional manufacturing industry and the expaiented manufacturing industry, the agro-industrial
complex, mining and services.

Considering the region’s current development plaaskthe importance of natural resources in its
production structure, the public sector needs ty @ leading role in national innovation efforts
(ECLAC, 2008). Rents associated with persistenhdrigcommodity prices should be able to generate
part of the financing needed to accelerate strattirange and productivity growth. Public financiofg
innovation should however not reduce private ingestfor technological change and investment. Other
challenges are where and how to invest the additipublic funds. Corresponding policies must be par
of a medium- and long-term strategy underpinneda@iseement in the context of a public-private
alliance and effective public-sector managemenis Thevidenced by a number of countries’ success
stories which show that effective management reguine development of an appropriate institutional
structure capable of generating public policieg thatch a strategy for structural change, proditgtiv
growth and integration into the global economy.sTs$trategy must be designed in such a way thanit ¢
be evaluated in terms of its established goalsendnierting or at least substantially reducing thle of
the process being “captured” by the private se@QLAC, 2008).
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