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Abstract 

Regional integration initiatives have a dimension that extends far 
beyond trade issues to include such matters as investment, conditions 
of macroeconomic stability and socio-labour implications. Concerns 
related to efficiency effects go hand-in-hand with the potential impact 
on equity and social cohesion in the form of unequal access to 
developmental possibilities on personal, group, territorial and regional 
scales. Analytical developments regarding international trade, ranging 
from the traditional to the most recent, point to a duality between 
positive aggregate effects of opening and integration processes, and 
potential distributive and equity problems. The idea of "social 
cohesion" has occupied increasingly greater weight in the European 
integration process. Regional policies —and the regional and 
cohesitive dimensions of other policies— have assumed greater 
prominence with notable "convergence" success between countries as 
well as some results that have been more subject to debate, but which 
on regional levels have been positive overall. The expansion of the 
European Union in 2004, along with the critical evaluation made of 
the project’s accumulated experience has led to the “new Cohesion 
Policy” for 2007-2013. The lights and shadows of the past, as well as 
the current prospects of such policies within the EU, provide potential 
lessons for Latin America and the Caribbean.  

Important structural differences separate the regional processes 
of the EU and those taking place in the Americas. The extent to which 
from multiple vantage points this latter region is marked by a greater 
degree of heterogeneity accentuates the needs of public policy 
objectives, but its lesser degree of commitment to questions such as  
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coordination and macroeconomic stability, and differing concepts of integration processes, make all 
the more difficult the role of explicit cohesion policies, as well as mechanisms of institutional 
support for regional integration mechanisms. Such differences may loom even greater than the 
relatively modest volume of resource re-allotment that would be implied by an effort to transplant 
to the American Continent the volume and scope of EU cohesion policies, which in any event could 
serve as a malleable point of departure. In order to confront these challenges, a proper setting of 
commitments on the level of properly contrasted trade integration, macroeconomic coordination, 
cohesion policies, the provisioning of regional public goods and the experiences of supranational 
regional bodies provide the most promising path. 

 



CEPAL - Serie Estudios y perspectivas - México - No 65 Regional integration and public policy. Evaluation of the European… 

7 

Introduction 

In recent times we have witnessed an increasing number of regional 
trade accords, which have also tended to expand in scope. In fact, 
there is talk of the proliferation of regional accords and of how they 
relate to the multilateral trade system that, at least in theory, the World 
Trade Organization (WTO) seeks to promote. There is a debate as to 
what extent these regional accords are complementary to, or 
substitutional of multilateralism, as well as their efficacy and possible 
consequences for what is regarded as a kaleidoscopic fibre (Crawford-
Fiorentino, 2005) or "spaghetti regionalism" (World Bank, 2005a) for 
the global functioning of the economy. In mid 2006, the difficulties 
encountered for making progress in the multilateral negotiations of the 
Doha Round in the framework of the WTO heated up these debates. 
Within the sphere of Latin America and the Caribbean, the Economic 
Commission for Latin America and the Caribbean (ECLAC 2006) is 
engaged in analyzing the diverse dimensions of this complex scenario. 

After having engaged in the "first wave" of regional accords 
during the decade of the 1960’s, which coincided in time with the 
conformation of what is today the European Union (EU), the Americas 
also participated during the 1990’s in what either and others have 
labelled "new regionalism" or the "second wave" of regional accords. 
This time the regional accords bring together countries with a similar 
level of development (as in the case of the MERCOSUR) as well as 
highly disparate countries (such as the North American Free Trade 
Agreement, NAFTA, and the Free Trade Agreement of the Dominican 
Republic, Central America and the United States, DR-CAFTA), in 
which the presence of the United States introduces a significant  
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asymmetry. The participation of the United States, which until the early 1990’s had abstained from 
these regional accords, clearly is a major characteristic of this new phase both in the form of bi-
lateral agreements and treaties with a select number of countries in which the United States acts as 
a centre of regional accords in competition with the similar strategy pursued by the EU, and of 
broader initiatives, with the most significant being the Free Trade Agreement of the Americas 
(FTAA). Another feature of this new generation of regional accords is that they normally are not 
limited strictly to trade issues (tariffs, non tariff barriers, rules of origin, and the like), but rather 
incorporate an agenda of issues ranging from foreign investment, labour and environmental rules, 
which may loom quite large and be a source of considerable controversy. These accords also take 
up the analysis and evaluation of how the strictly trade-related topics interrelate with 
macroeconomic dimensions —including the need for or advisability of greater coordination, as well 
as monetary and/or foreign exchange stability— and the articulation of mechanisms for the 
provision of regional public goods that provide coverage to the broadening of the space for the 
exchange of goods and services.  

These processes are taking place in the framework of the international economy in which the 
"rules of the game" are being extensively re-written in response to globalization. The bounds set by 
the international division of labour are being redefined at a pace and a depth that probably 
surpasses any historical precedent. Comparative and competitive advantages are being redefined at 
the same time as the productive processes can fragment, potentially displacing segments of the 
value chain or specific tasks to new locations. Exchanges of inputs of semi-finished goods, which 
are estimated to account for between 40% and 50% of global commerce, are overtaking the most 
traditional flows of both raw materials and finished goods —and increasingly services— as a result 
of expanding trading tasks. This process effectively rewrites specialization rules and directly 
impacts the demand for specific types of jobs and skills, including the expanding importance of 
knowledge, in every land.  

The expectations that have been deposited in regional cooperation accords are particularly 
important in this complex framework. Not only do these allow for a better appreciation of the usual 
benefits attributed to the intensification of trade flows but, in the case of smaller economies, they 
facilitate taking better advantage of economies of scale, surpassing the competition limitations 
implied by narrow national frameworks, or —in the sphere of "dynamic effects"— unleashing the 
salutary experience of enterprising dynamism and mobility, and a better use of resources that the 
new rules of the game can suppose. These play a significant role that on occasion can be subjected 
to distortions of a socio-political origin, and in a world that tends to "globalize", they underscore 
the great importance of obtaining more fluid access to the international investment flows that 
supply capital, funding, technology and knowledge. 

Naturally, in such a complex process of adaptation to these new rules we witness 
differentiated impacts on the various industries, sectors, regions, territories, groups and persons. 
The dynamic of "winners and losers" are essentially inherent to changes of a certain scope. And the 
arguments about the potentially positive effects for countries arising out of regional integration 
must not overshadow the distributive problems that may arise, which is just one reason why it is 
important to anticipate the socially and politically proper answers to such issues. This dilemma 
motivates the need to analyze and review the character of public policy in regional integration 
processes. Social cohesion is a valuable asset and we have witnessed occasions that demonstrate 
how the perception of a lack of equitable distribution of the benefits can rebound against regional 
accords, despite the pacts’ positive ramifications for an entire country and a society as a whole. 
Social values and perceptions have an important function in our societies, especially to the extent 
that democracy matures. 
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But the role of public policy is not confined to considerations of equity or distribution. From 
the standpoint of efficiency or competitiveness, regional accords also require adaptations on the 
part of private agents —especially the productive fabric—, but ones in which public policies 
potentially may play an important role. Participation in the broadest or most open markets demands 
improvements in factors such as education levels or infrastructure, as well as updating discussions 
regarding how industrial policies should be focused.  

Among all of the regional integration processes, that of the European Union warrants special 
attention owing to its relatively long experience, its ongoing effort to include more and more 
member states, and the widening scope of issues the EU addresses. For these reasons alone it stands 
as a reference from which lessons can be drawn. In addition, the EU process has assumed an 
explicit concern for aspects of social cohesion. Some allude to these considerations as part of a 
"European culture" —as opposed to the Anglo Saxon culture, especially that of the United States— 
or to the EU’s "regional policies" and "cohesion policies" assuming a dimension of "compensatory 
policies". In any event, it can be shown that within the EU these policies have been implemented 
with results that can now be evaluated, and from these experiences one can extrapolate implications 
for other integration processes, especially those in which Latin American and Caribbean countries 
are engaged. A certain degree of similarity between their values systems, as well as in their beliefs 
regarding public office and public policy will make such projected extrapolation all the more 
meaningful. In any event, the eventual implications can refer both to what has functioned well in 
the EU as well as the need to avoid the pitfalls of past mistakes.  

Since the early 1990’s ECLAC has produced pioneering ideas about how to comprehensively 
and simultaneously deal with the necessary productive transformations in an equitable manner. 
Productive transformation is necessary for adapting to, and trying to take advantage of the changing 
international environment, technological innovations, the new trade and investment challenges and, 
generally speaking, the rules of the game. Vast inequalities and persistent poverty demand that 
equality concerns be inextricably linked to, and seen as a top priority within the policy and 
socioeconomic agendas. These pioneering ideas have assumed even greater prominence as they 
have been increasingly adopted by multilateral bodies as well as by orthodox analysts and 
policymakers. A case in point came in the summer of 2006 when IMF Economic Counsellor 
Raghuram Rajan, and Federal Reserve Chairman Ben Bernanke coincided in calling for the 
"globalization dividend" to be distributed in a reasonably broad manner given that continuing 
poverty would act as a source of discontent and of disappointment with socioeconomic trends. One 
implication of that conclusion is the need for commitment by the political leadership to achieve this 
productive transformation equitably, which demands, among other things, clarifying in a timely and 
rigorous manner the scope and details of public policies needed to achieve those objectives.  

This study consists of three parts. In the first we review the analyses made of the impact of 
the trade opening processes on the various components of an economy, exploring the probabilities 
and reasons for the emergence of asymmetries between sectors that benefit from and those that are 
harmed by the opening. We examine the short and long term relations between efficiency and 
equity implied all along the line from adjustments in new productive criteria to the interactions 
between growth, poverty and inequality.  

The second part describes the European experience and delves into the scope of the 
commitments spelled out in "cohesion policies" as well as the myriad polemics surrounding their 
effectiveness. We describe the proposals for a "new cohesion policy" for 2007-2013 that attempt to 
address the greater heterogeneity derived from the 2004 expansion of the EU (and the incorporation 
of Bulgaria and Rumania during the time period in which the new "financial perspectives" are in 
effect), and resource allotment criteria while trying to draw lessons from the experiences of 
pervious stages.  
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In the third part we discuss how, with all the difficulties and necessary sense of caution, we 
can extrapolate some of the lessons from the European case to the integration processes of Latin 
American and Caribbean countries. There are differential factors ranging from the levels and 
degree of heterogeneity of economic, social and institutional development, or deeper initial 
asymmetries (in terms of income levels, access to opportunities and resources, among others), all 
the way to the more limited perspectives for economic and institutional coordination, as well as the 
asymmetries arising out of the United States’ economic weight and way of conceiving of 
integration processes. These elements introduce obvious comparability challenges whose impact 
must be weighed and modulated. With all of these dimensions —analysis, experiences and 
caution— we aim to lay the basis for concluding that the integration process in which Latin 
America and the Caribbean are participating offer even more arguments than the European 
experience for the need for complementary public policies from the perspectives both of efficiency 
and equity. But at the same time, the economic and political articulation of these measures is more 
complex and difficult, a challenge that must be assumed through political leadership and engaging 
all of society. 

For comparative purposes we have included an appendix containing various indicators for 
the European and American counties. The criteria we have chosen refers to the size of the 
economy, two readings of per capita income, and two indicators modulated on the basis of 
“qualitative" criteria from two very different but complementary perspectives: the World Economic 
Forum’s Global Competitiveness Index and the Human Development Index of the United Nations 
Development Programme (UNDP). Each of the five tables provide differentiated but inter-locking and 
ordinal lists of the countries —while specifying the ‘cardinal’ values of their indicator variables— 
of the Americas and Europe, in which we also offer a breakdown of all the EU-27 members. We 
also make typographical distinctions between the American countries belonging to the DR-CAFTA 
and the Caribbean Community and Common Market (Caricom), and the EU members belonging to 
the previous EU-15 alignment and those that joined in 2004. The comparative rankings and 
indicator values between these tables serve as prima facie evidence of issues such as the 
heterogeneity of countries under the scope of a range of criteria, at the same time as the comparison 
of the rankings of each country under each indicator allows for an approximation of the magnitude 
of the structural complexities they must confront. 
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I. Opening and integration: Effects 
on growth and cohesion opening 
and integration 

1. Opening and integration 

The relationship between economic opening processes —initially at 
the level of trade— on a country’s efficiency and well-being is without 
a doubt one of the most broadly debated topics. These effects are 
discussed both in relation to instances of unilateral openings and 
multilateral liberalization, as well as the regional integration processes 
that have assumed greater weight in recent times and which merit 
special attention.  

Even the WTO analyzes the proliferation of regional accords 
and another leading multilateral institution, the World Bank (2005 a), 
dedicated the 2005 edition of “Global Economic Prospects” to the 
subjects of “Trade, Regionalism, and Development”. ECLAC (2005) 
analyzed the situation in what it termed “a critical period”, and later 
(2006) updated and broaden that analysis. The academic literature on 
this subject is extensive: Easterly (2005) or more analytically Ventura 
(2005), and with special attention to regional integration processes, 
Baldwin-Venables (1995) and Venables (2005), or the summaries 
—and references— contained in Tugores (2005, 2006), to cite only a 
few examples.  
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The economic analysis tends to conclude that the aggregate effects of the opening and 
integration processes are positive, but that the distribution of the benefits on a sectorial, territorial 
and personal level produces winners and losers. In response to the traditional partition separating 
questions of efficiency from those of equity or cohesion, a number of positions ranging from 
Rodrik (1995) to the World Bank’s World Development Report 2006 (2005 b), “Equity and 
Development,” have argued that the study of the role of equity is not just a matter of social 
concern, and that an excessive degree of inequality can act as a break on development. Others argue 
that a certain degree of inequality can prove to be convenient way to generate the proper incentives 
for effort and innovation.  

In this section they summarily deal with the mechanisms put into motion with the opening 
and integration, and their impact on efficiency and cohesion. Part of this literature refers to the 
traditional debates on territorial convergence or divergence (and between groups and persons), that 
in addition to the role of trade incorporate technological diffusion or the new economic geography. 
Diverse types of analysis have demonstrated non linear relations between growth and inequality 
including among others, Kuznet’s classic formulation, that of Krugman-Venables (1995), or more 
recently, Venables (2006), as well as Barrios-Strobl (2005) in response to the experience of the 
EU’s regional policy. The dynamic of convergence or divergence depends on multiple factors 
among which education, infrastructure, or institutions loom particularly large. 

One of the motives of special attention regarding integration processes is the frequently 
greater weight of issues other than strictly trade matters (investment and labour affairs, to mention 
two), and their social and political implications. The serious problems the EU has recently 
encountered in trying to win ratification of the European Constitution —hurdles it has yet to 
overcome— and to approve the Budget Directives for 2007-2013 that were only overcome at great 
effort in early 2006, reflect the interactions between economic and political complexities. ECLAC 
(2004, 2006) has examined the difficulties in trying to advance in integration processes in Latin 
America. In any event, these problems reflect the transcendence of both institutional and public 
policy issues when it comes to resolving the difficulties and confronting the adjustments derived 
from the changes to the rules of the game produced by opening and integration processes.  

There is a longstanding debate regarding the extent to which efficiency and equity can go 
hand in hand amid the advance of internationalisation, and the dispute has now re-emerged as a 
subject garnering special attention. The power of internationalization mechanisms, the growing 
presence of new emerging countries that exert an ever expanding weight within the world economy, 
the greater extent to which companies are free to decide where to locate and relocate each segment 
of the production process (de-location + de-integration of production), is affecting the international 
division of labour at an unprecedented pace and depth. Thomas Friedman (2005) has summarized 
in the now famous title of his book (The World is Flat) the idea of a levelling of the playing field of 
global competition amid a swelling tide of competitive pressures engulfing countries, firms and 
persons alike. The result is a pressing need to study the joint effects of trade and other types of 
international openings, and the responses they generate within private, social and public spheres. 

As we shall see, economic analysis makes it possible to predict from various angles the way 
in which efficiency gains coexist with distribution problems arsing out of a process of insertion into 
the international or global economy. That possibility makes all the more surprising the relative 
shock with which many countries and societies encounter such results which have been described 
and about which they have already been forewarned in the economic literature. The analysis of 
international trade, globalization and regional integration has never pointed to some idyllic, 
automatic and generalized improvement, but rather speaks precisely of potential net gains that must 
be accompanied by measures that can lead to potential benefits becoming a reality, so that the 
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necessary redistributive or adjustment polices can applied that are needed to assure that the net 
positive effect can be socially assumed by all of the citizenry. 

2. Effects of the opening on efficiency and equity: Classic 
explanations 

Part of the polemic regarding the eventual conflict between competitiveness and equity arises out 
of the simplistic assumptions surrounding the implications of the theories of international trade. 
The internal conflicts in the distribution of profits have always been an essential part of the 
analysis of international trade. David Ricardo developed his theory of comparative advantages in 
order to defend free trade, which —after abolishing the protectionist Corn Laws— cheapened the 
cost of food, which accounted for a considerable portion of wages, thereby favouring the interests 
of industrialists over those of landowners. Ricardo brilliantly formulated his explanation in terms 
of what we now refer to as the representative citizen, but distribution conflicts abound in the classic 
explanations of trade due among other reasons to the dramatic reallocation of resources that every 
economy experiences when it opens itself up to international ties. The Heckscher-Ohlin model of 
“factor endowments” theory analysis is brutally explicit in this regard. It predicts that countries will 
export those goods that make intensive use of locally abundant factors and for which new markets 
will be found at the expense of locally scarce factors, which in an open market will be forced to 
relinquish the advantages they enjoyed under conditions of national market scarcity. The Stolper-
Samuelson theorem attempted to demonstrate that an aggregate rise in the capital wage will not 
only be distributed asymmetrically, but that in absolute terms one factor would gain and the other 
decline. This is the extreme and paradigmatic counterpoising of “positive aggregate effects” in 
terms of Gross Domestic Product (GDP), or prosperity for all, and the distributive effects that in 
the absence of interventions may affect “social cohesion”, sometimes in a real manner (for 
example, if the worst remunerated production factors are the ones that lose, as in the case of the 
lowest skilled work in advanced countries) or in any case, the status quo alternates.  

If the various production factors are unevenly distributed within a given territory, as is 
habitually the case, over a landscape of regional specialization inside each country, the asymmetric 
effects of trade and integration are also transferred to asymmetries between territories, regions or 
basins, imbuing the opening and integration with another potentially conflictive dimension.  

The fact that in recent decades a growing internationalization has coincided with a yawning 
of the income distribution spreads within industrialized countries —directly at the level of wages as 
in the United States or indirectly in relative rates of unemployment as in Europe— has led to a 
linking of globalization, regardless of its impact on efficiency, with an erosion of social cohesion. 
The argument would appeal to the growing competition between low-wage countries and the lowest 
skilled segments of the labour market of industrialized countries, thereby tending to amplify the 
gap between skilled and less skilled work, favouring in addition to both factors, such as capital, 
more complementary ones with skilled work. But many studies have revealed evidence of at least a 
quantitative weakness in this argument compared to the alternative of a technological progress 
weighed in favour of skilled work, which demands an increasingly skilled workforce and against 
the least qualified. This interpretation is backed by studies of developing countries in which the 
least skilled workers are in abundance and who, in defiance of the predictions of the Heckscher-
Ohlin focus, have not been the ones to gain from their insertion into globalization; instead, in these 
instances it is the most skilled segments of the workforce who most benefit. For example, Arbache 
and others (2004) show that in the case of Brazil the higher-skilled jobs are those that have 
improved with internationalization owing to the demands of the more sophisticated technologies 
that the country accesses from direct investment flows. Chun Zhu and Trefler (2005) offer a more 
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general formulation, demonstrating showing how the process in which the South captures some 
expanding segments of skill from the North leads to an increasing degree of inequality in income 
distribution, both in the North and in countries of the South that benefit from this ‘displacement of 
technological borders’.  

The studies assembled in Harrison (2005) generally offer a very critical evaluation of the 
predictions and the usefulness of the factor-endowments focus for explaining the effects of 
internationalization on growth, poverty and inequality. There is even talk of the ‘death’ of the 
Stolper-Samuelson theorem, especially in its prediction of a narrowing of inequality in income 
distribution in developing economies. Other analyses argue how the irruption of China and other 
Asian countries with even lower wage levels have upset the relative position and comparative 
advantages of countries such as those of Latin America and the Caribbean. An even more eclectic 
approach is to be found in Easterly (2005), who tries to evaluate in which aspects of the real 
functioning of global markets do trends toward convergence predominate such as those associated 
with the international price levelling linked to mechanisms such as Stolper-Samuelson (although 
they assume divergences in relation to the status quo in some of the countries), and in which cases 
divergences related to productive differences are the most persistent. His message is that the 
‘politically soothing and/or correct’ predictions for developing countries arising out of the 
Stolper-Samuelson focus do not appear to predominate in reality, but instead those analyses 
pointing to the least comforting predictions (from the vantage point of international equality and 
internal equity for developing economies) based on differences in productivity. Once again we find 
productivity playing a central role, a subject about which we will return in the following sections. 
Precisely, one of the evaluation parameters of the 2007-2013 new cohesion policy incorporates the 
expected impact on the productivity of resource receiving territories, demonstrating a will and 
conviction about uniting efficiency-productivity and equity-cohesion.1 

3. Efficiency and equity in “intra-industrial trade” 

Classical explanations of international trade were centred on exchanges that take advantage of 
differences between countries, such as those related to productivity, factor endowments or different 
technological stages (as in explanations focused on “product cycle”). In recent decades, however, a 
growing portion of trade flows has been composed of exchanges between similar countries that 
conduct trade in products that are also similar. Explanations of this segment, denominated 
“intra-industrial trade,” are based on taking advantage of economies of scale and meeting demand 
for product varieties that increasingly sophisticated consumers are able to distinguish between. 
Although originally this explanation appeared to be applicable only to industrialised countries, with 
the passing of time —and particularly due to the growing multinationalisation of economic activity 
and subsequent effects of “vertical specialisation” or “partitioning of the value chain”— many 
developing countries and/or emerging economies have begun to conduct intra-industrial trade as 
well as intra-firm trade (about 50% of international trade, according to some recent estimates).  

What changes will these new typologies of commercial exchange bring for the discussion of 
trade and integration with regard to efficiency and equity? One of the assets of the theories of 
intra-industrial trade was precisely that of explaining the success —economic and socio-political— of 
the initial entry into effect of the European Common Market, despite catastrophic predictions to the 
contrary. This occurred at a time when some were using “classical theories” to predict socially conflictive 
reconversions within certain European countries’ emblematic industries that new competition revealed to be 
                                                      
1  Within the context of the growing importance of the international outsourcing of services, especially white collar services, Markusen 

(2005) presents a ‘portfolio of models’ in which subtle differences between some hypotheses lead to different and even opposite 
predictions regarding the impact of distributive effects on skilled and unskilled labor at the international level between countries and 
at the national level.  
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lacking in comparative or other advantages. Achieving efficiency gains while limiting conflictive effects on 
social cohesion presumably would be possible because in this scenario there would be no clear losers and 
gains from trade initially would be distributed more symmetrically than under classical explanations of 
trade. Damien Neven (1990) described this effect of the varied social conflictivity associated with 
the expansion of the two different typologies of trade, suggesting that the processes of regional 
integration would be socially more costly when they involved heterogeneous countries —those that 
undertook trade based on differences, with its consequent “reconversion” effect— and less 
complex ones. At the same time, however, conflictive mechanisms have been identified in 
intra-industrial trade. Rationalisation processes represent one such mechanism, even though taking 
advantage of economies of scale requires a reduction in the number of firms. The conflict between 
long-term efficiency gains and short-term cost of adjustment appears clearly in these cases, 
explicitly demonstrating the differences between the social groups involved. The negative, short 
term effects fall upon workers who lose their jobs and the companies that see their production 
reduced or eliminated while the medium and long term benefits are felt by consumers and the 
companies that are able to survive the increased competition. A study by Trefler (2004) examined 
in detail this rationalisation impact in the case of trade liberalisation between Canada and the 
United States. This study showed employment losses of 5% for some sectors of the Canadian 
economy (up to 12% for the most affected industries), while labour productivity rose 6% on 
average and up to 15% in the sectors most affected, due above all to the selection effect on the least 
efficient plants. 

One analysis that focused on heterogeneity within an industry showed how trade openings 
lead to gains in well-being associated with increased productivity, but also to distributive problems 
similar to those just mentioned. Trade opening involving heterogeneous firms allows the most 
efficient firms to expand while less efficient firms face greater competition and may disappear. As 
will be discussed below, these arguments prove useful for analysing frequent cases in which the 
performance of firms within each sector —and not only comparatively between sectors or different 
industries— evolves unevenly, marked by social problems that cause them to struggle to cope with 
competition or to be overwhelmed by it. 

The argument presented by Melitz (2003) is the best known of recent developments. His 
principal results are presented in Figure 1. The horizontal axis reflects the different productivity 
levels of each firm in an industry or sector, while the vertical axis presents the level of benefits. In 
a closed economy, a minimum productivity threshold would exist (given by the parameter of 
subscript a) for a firm to be viable, and beyond this minimum, greater productivity would produce 
greater benefits. When an economy is opened to international trade, two aspects vary: On one hand, 
there is a rise in the minimum productivity level required to subsist in a more open and competitive 
market; and on the other, the figure below depicts the increasing sensitivity of benefits to 
productivity with the trade opening resulting in greater gains for the most productive firms. In other 
words, from this perspective the result of the opening or integration of trade has two facets: a) the 
disappearance of firms that were viable in a closed economy but are unable to withstand more 
demanding conditions unless they make the necessary adjustments during the transition; b) greater 
diversity of performance among companies, favoring the most efficient firms and widening the gap 
between them and their less efficient competitors. It is clear that both results can create significant 
sociopolitical problems.  

Along similar lines, and taking Melitz’ focus as a starting point, Baldwin-Forslid (2006) 
broaden his applications to show how trade liberalisation can effectively generate net gains but 
with an anti-variety effect —in contrast to the more classical initial arguments of Krugman— to the 
detriment of local specialisations and a tendency toward uniformisation. In this way 
Baldwin-Forslid rationalise some social and cultural concerns associated with processes of global 
or regional opening.  
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Figure 1 
EFFECTS OF INTERNATIONAL TRADE IN A MODEL BASED ON PRODUCTIVITY DIFFERENCES 

 
Benefits 

Productivity parameter 
Source: Melitz (2003) http://post.economics.harvard.edu/faculty/melitz/papers/aggprod_ECMA.pdf  

 
From another perspective, Hummels- Klenow (2005) emphasise the importance of an 

increase in the “extensive margin” of exports —that is, the incorporation of new varieties, often 
associated with new firms— above the denominated “intensive margin,” as well as the positioning 
of advanced economies as exporters of higher quality products at slightly higher prices. The 
growing internationalisation of firms and the creative capacity for differentiating products in a way 
valued by consumers would be ways of maintaining and improving the competitiveness and 
cohesion associated with an extensive margin involving more firms and sectors, instead of an 
intensive margin that could increase asymmetries between positions of economic power.  

Kehoe-Ruhl (2003) use these categories to examine the impact of various regional 
integration processes in Europe and the Americas. Their analysis reveals the significant role of 
extensive margin. One possible explanation in terms of political economy is related to the frequent 
presence in regional agreements of exceptions normally aimed at safeguarding the positions of 
existing producers in one of the signatory countries, especially those with greater negotiating 
power. The United States has notably pursued such exceptions in the case of the CAFTA-DR, and 
this dynamic is also common in agreements signed by the EU. In this way the member countries of 
a regional accord are induced to seek out new products, sectors or areas in which they may become 
competitive. Rodrik (2005) follows a line of thought that partially coincides in giving importance to 
export diversification, establishing the degree to which public-sector interventions may contribute 
to identifying areas in which the country is an efficient producer, while at the same time rectifying 
mistakes without falling victim to the inertia of special interest groups.2 

In addition to the notion of extensive margin, the analysis of Hummels-Klenow (2005) 
incorporates that of the quality of exports as defined by the capacity for sustained sales at a price 
above that of the competition. Although a priori the extensive margin would be easier to achieve 
                                                      
2  These contributions are important for redefining the role of industrial policies, an area of public policy too often paid little heed. The 

cited works by Rodrik (2005) and Hausmann-Rodrik (2006) show how to update the arguments and formation of industrial policies 
as appropriate to new realities. Along parallel lines, Hausmann-Klinger (2006) develop and apply a methodology to analyze and 
evaluate the configurations of “product space” and its role in “structural transformation.” 
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for large countries and quality could be associated with a higher per capita income or another 
indicator of competitiveness, data show significant deviation from these patterns. Table 1 presents 
some data offered by the authors —albeit from 1995, which may impact the significance of the data— 
for various countries, and their comparison with the data from the tables in the appendix shows different 
specific outcomes. 

Note the implication for evaluating data on foreign trade: A first approach —mercantilist in 
origin and still present— reflects upon the trade balance. Another approach, which recognises 
efficiency improvements in trade, links their positive impact to the volume of trade. Now a third 
dimension would seem to appear: the variety of trade, which would reflect aspects of 
competitiveness (more domestic firms and brands in global markets) as well as cohesion (fewer 
asymmetries between winners and losers with international insertion). 

 
Table 1 

EXTENSIVE MARGIN AND QUALITY OF EXPORTS FOR SOME COUNTRIES (IN ORDER OF PPP-
ADJUSTED GDP TABLE A-1 OF APPENDIX) 

Country Extensive 
margin 

Quality 
(price) 

Spain 0.423 1.279 
Mexico 0.744 0.961 
Argentina 0.350 1.029 
Bulgaria 0.356 0.710 
Dominican 
Rep. 

0.147 1.072 

Guatemala 0.155 0.895 
Costa Rica 0.129 0.933 
Cyprus 0.191 1.071 
Haiti 0.059 0.893 
World median 0.228 1.011 

Source: Hummels-Klenow (2005), table A1 (p. 720-722). 

 

4. Agglomeration or dispersion: The new economic geography 

The impact of opening and integration on the territorial distribution of economic activity is one of 
the most fertile areas for applying the denominated “new economic geography,” which studies the 
patterns of concentration and dispersion in economic activity and the subsequent creation of wealth 
and jobs. Various classical approaches to these arguments find a nonlinearity in the relation 
between integration (regional or global) and the dispersion/agglomeration of activity. At times 
centrifugal forces may dominate, whether they be associated with the high costs of trade 
(transportation or protectionist barriers) or with differences in production costs due to natural 
resources or imbalances in factor prices, such as those derived from differences in skill levels or 
lack of labour mobility. On other occasions, however, centripetal forces may dominate. Such forces 
would tend to concentrate economic activity based on causes such as the advantages of being close 
to locations in which consumers and/or purchasing power are grouped together, or the advantages 
of being close to suppliers and/or clients (the famous forwared and backward production linkages) 
and/or firms from the same industry (due to the dissemination of knowledge, specialised labour 
markets and other factors), forming the denominated economies of agglomeration. 
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Various classical arguments for this "new economic geography" —such as Krugman-
Venables (1995) or Venables (2006), on the global economy, and Baldwin-Venables (1995), 
centered on regional integration processes— include an initial phase in which the dispersion 
associated with costs of trade that are prohibitive in autarky (but with similar income or activity 
levels in both territories) is initially replaced by a tendency toward a concentration of activity in 
one region when for some reason one of the two territories holds an initial advantage that is 
increased by the trade due to agglomeration economies, creating important divergences. This is 
followed by a return to a certain equalisation within a more advanced phase. To the degree that 
these divergences are due to historic causes, an opportunity emerges for public policies that trigger 
an initial locational advantage in which aglommeration economies expand through processes of 
accumulative causation. These analyses may be applied between countries as well as between 
regions of a country. In the case of Latin America, Serra et al. (2006) offer evidence that includes 
some cases of initial expansion of regional divergences following the initiation of the trade opening 
process.  

These analyses and their implications for patterns of aglommeration or dispersion, with 
frequent effects of inequalities or equalisation, are applicable between countries participating in 
processes of trade opening and integration as well as between internal regions of each country. 
Elements such as the mobility of production factors or the importance of production chains are 
important for determining the final balance. Naturally, in the real world, the tensions between 
regions of different countries interact, forming a complex dynamic. In this regard, European 
integration has constituted an active field for research on this new economic geography, as is 
discussed in Section 2.  

5. New developments: Trade, investment and multinational 
organization in a global world 

The arguments discussed above also give rise to the need to apply an integrated approach to aspects 
regarding trade, investment and the organization of firms, which now find it easier than ever to 
“multinationalise” their activities. This has given rise to the appearance of “partitioning of the 
value chain” or “deintegration of production” or “vertical specialisation.” In particular, Feenstra 
(2004) describes how applying basic principles of trade to the international distribution of 
productive tasks within a firm results in “offshoring gains.” This process relocates certain segments 
of activity, resulting in improved efficiency in production as a whole. The fact that emerging 
economies are gaining increased access to phases of the production process at ever higher skill 
levels leads to a trend toward increasing skill levels in those countries. The same result, however, 
occurs in industrialised countries to the degree that segments of relatively lesser sophistication are 
relocated.  

Importantly, the new theory of international trade —which involves integration of the aspects 
of trade, investment and organization— analyses how even within a sector or industry, differences 
of productivity, associated with differences in innovation, creativity, organization, logistics and 
other factors can lead some firms to supply only the domestic market while others have the capacity 
to internationalise through exports or offshoring, as well as through foreign direct investment (FDI) 
and externalisation (international outsourcing). This intrasector dimension of competitive 
capability is at least as important as the traditionally analysed dimensions between sectors.3 

                                                      
3  One alanysis that brings together various ingredients of recent developments is that of Helpman-Melitz-Yeats (2004), expanded 

upon in Helpman (2006). Regarding the interrelations between trade, investment and productive development particularly with 
regard to Latin America, one important analysis is Machinea-Vera (2006). 
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Factors important for selecting among these options are related to wage differences, the 
importance of the availability of some central services, or ownership advantages. It is also 
important to overcome the problem of incomplete contracts, in which it is practically impossible to 
foresee and resolve in advance all the contingencies that may occur between the contracting parties. 
It is preferable to adopt formulas in which the owner of a strategic asset maintains ownership and 
control of the process instead of ceding it contractually to a third party. 

In any case, this endogenisation of decisions on multinational organization, investment and 
trade meshes with the tendency of regional agreements to incorporate not only dispositions on trade 
but on other points as well. Such dispositions have great impact on the frame of reference for 
decisions on firms’ investments and intellectual and technological property, among other areas.  

One line of analysis with implications of interest addresses the dimension of production 
globalization in terms of the formation of teams that cooperate within the production chain from 
different countries, in a global economy in which knowledge is a strategic asset. Antràs et al. 
(2006) analyse these implications, among them the possibility of increasing inequalities in wage 
distribution in the economies of the South. Such work continually reinforces the need to consider 
the role of education and the functioning of the labour market as key mechanisms in the effects of 
globalization on a country.  

6. Factor movements: Capital, technology transfer, migration 

Various countries have prospered by openly imitating the technological innovations of others. 
Setting aside legal or ethical debates, the question that arises regards the role and mechanisms of 
international dissemination of technology as an important element in the international economy, 
and its effects. How fast and complete is international dissemination of technology? Through what 
channels does this dissemination occur? To what degree does a country depend on receiving this 
dissemination? What are the requirements for absorbing it or benefiting from it? Does this 
dissemination tend to generate convergence or divergence between countries? 

Although empirical studies have encountered difficulties —as summarised in Keller (2004), 
and for some points Comin et al. (2006)— issues such as the following should be raised:  

a) The role of imports in the dissemination of technology. One possible explanation 
would be that imported products and especially intermediate inputs incorporate technological 
innovations, the absorption of which is made easier by increased trade.  

b) The role of exports in the dissemination of technology. This is a highly debated 
mechanism, the most likely interpretation of which would be in terms of “learning-by-exporting” 
(a case of “learning by doing”) in the form of the additional effort in quality and competitiveness 
needed to become capable of exporting to tough foreign markets.  

c) Foreign investment and productivity. We have seen that a specific portion of a firm’s 
technology (“know how,” industrial secrets and other items) cannot be obtained nor transferred 
through strictly commercial channels. It can be, however, via forms of multinationalisation such as 
FDI which allow transfer of these sometimes essential components of an innovation or technology. 
In fact, many countries and regions work actively to attract FDI, arguing that the utilisation of 
policies and public resources will bring gains through domestic or local absorption and 
dissemination of these innovations in terms of more and better jobs and wages, technological 
modernisation and growth. In recent times many empirical studies have been done on the impact of 
FDI on productivity and other variables important for evaluating the foundation of these strategies. 
These studies also serve as an indirect means of measuring the benefits of international trade 
opening. Among the most recent of these, Alfaro et al. (2006) and Prasad et al. (2006) emphasise 
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the role of financial systems and institutional quality. The results differ. In cases where positive 
relations are found between FDI and productivity, this result is due to “rationalisation” effects 
derived from the expulsion from the market of the least efficient firms, or to the position of 
multinationals in sectors in which productivity is higher than the median for the economy as a 
whole, or to their ability to attract the most skilled workers. Some studies —for example, Javorcik 
(2004)— find positive results from the dissemination of technological improvements to the local 
suppliers of the multinationals: these “vertical” mechanisms between multinationals and the local 
firms that contract or otherwise associate with them appear to be more effective than the 
“horizontal” mechanisms between a multinational and the local firms within the same sector. 

Beyond the points discussed above, it must be maintained that for a country to benefit from 
technological dissemination, it is an essential requirement that the country be capable of absorbing 
the technology. This is not always the case for the least developed countries, often due to 
deficiencies in the human capital needed to take advantage of increasingly sophisticated 
technologies. This would limit the possibility of taking advantage of greater technological 
dissemination, at the same time further underscoring the importance of the process of human 
capital formation in developing countries. Nonetheless, there are also limitations to the 
dissemination of technology (not only via intellectual or industrial property), as well as the 
vulnerability that human capital mobility creates for strategies of human capital formation. How to 
guarantee that scientists and technicians from developing countries will resist the temptation to 
work in developed countries, frequently with greater resources and better economic and 
professional conditions? One possible explanation is that results of convergence can be obtained 
only for countries in medium-high positions that have a reasonable capacity for absorption due to 
their skill levels and adequate environment, while other countries in positions less favourable for 
absorption with respect to skills and social infrastructure would not benefit from the potential 
technology dissemination (even if innovations were equally available to all through the internet). 
Such a case would generate divergence with respect to advanced and medium-high countries that 
do experience convergence.  

In the case of labour mobility, there is debate regarding the effects of migration flows as well 
as of the arrival of labour services via outsourcing of services. The most direct argument would 
lead to the expectation of downward pressure on wages for domestic labour equivalent to the 
degree of immigration (typically less skilled labour in many migration flows and somewhat skilled 
in cases of outsourcing of services) and subsequent benefits for returns on capital and other 
complementary factors. Once again however it is important in the “real world” to separate out 
various factors to evaluate which of them are really substitutional and complementary (especially 
among types of skills and other aspects of the labour factor) to the mobility factor that increases 
with migration. Studies that seek to downplay the effects of outsourcing of services —Bhagwati 
et al. (2004), Amiti-Wei (2005, 2006)— on its limited net quantitative importance emphasise the 
beneficial role of such outsourcing for factors complementary to the outsourced services. To the 
degree that this allows for significant reduction in the cost of some services provided by the 
countries that “externalise” (such as those of sophisticated capital intensive service firms, as well 
as consulting firms, hospitals, distribution firms or even public services), the positive effects could 
be felt more widely, in addition to favouring a reallocation of resources toward uses that are more 
productive and have greater value. Thus, Amiti-Wei (2006) attribute 11% of the productivity 
growth in the United States between 1992 and 2000 to the offshoring of services, higher than the 
5% productivity growth that could be derived from the offshoring of material inputs. The modelling 
of Grossman and Rossi-Hansberg (2006) follows similar lines, examining the dimension of trading 
tasks. 
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7. Dynamic effects: Growth, inequality, poverty 

The debate over the convergence or divergence among these levels —and rates of growth— of 
income and well-being between countries and territories as a function of their degree of insertion 
into the world economy is one dimension of the wider discussion regarding the impact of 
internationalisation strategies on growth or development. Easterly (2005), Ventura (2005) and 
Tugores (2005) examine various aspects of this problem. 

a) Internationalisation, growth and convergence 
Growth, inequality and poverty form a triangle that has been subject to enormous attention in 
recent times in the analysis of the impact of globalization. Although certainly, dynamic aspects 
—understood to be the medium and long-term impact, not only on the levels of the variables but on 
their rate of growth as well— have long been part of the analysis of internationalisation. 

Recent empirical literature on the relationship between internationalisation and growth has 
been voluminous. One now-classic work by Sachs-Warner (1995) concluded that open countries 
achieved growth rates superior to those of non-open countries, and that the process of convergence 
was effective among open countries. Criticism followed from, among others, the following points 
of view: a) on one hand, the convergence between countries or territories was maintained only 
when they shared similar levels of economic and/or institutional development, but divergence 
occurred when relationships were sought between countries with very different levels of 
development; and b) methodologically it was difficult to find independent variables that could be 
considered exogenous to explain differences in growth (Rodríguez-Rodrik, 2000, presented this 
criticism in a harsh, systematic manner). 

Other studies, such as those of Dollar-Kraay (2004), introduce econometric refinements to 
avoid such criticisms where possible, with the general conclusion that insertion into globalization 
appears to lead —statistically— to better results than a lack of insertion. The indicators they use to 
classify the countries —reduction of barriers to trade and/or increase in trade flows— are also 
subject to criticism. 

b) Globalization, inequality and poverty 
The reduction of poverty clearly is at the top of the list of Development Objectives for the 
Millennium. The studies by Dollar-Kraay conclude that insertion into the global economy does not 
exacerbate poverty —defined in this case as the poorest 20% of the population— but this is the 
average result obtained for cases in which poverty does increase (among them Brazil or Colombia) 
and others in which it declines (Thailand and Malaysia). In the case of China, inequality increases, 
but in absolute terms the number of people below a poverty threshold of one or two dollars per day 
has dropped dramatically, brought down by the enormous growth (although unequal) in that 
country. This is an example of how the precise definition used influences the results. This message 
is analogous to the optimism expressed by Bhagwati in his two-phase argument:” 
a) internationalisation is the surest way to grow, and b) growth is the surest way to reduce poverty. 

Bourguignon-Morrison (2002) separate the evolution of global inequality into two 
components: inequality within groups of countries (inequality intra) and inequality between groups 
of countries (inequality inter). Their data show how the principal source of inequality has come 
with time to be the “inter,” when initially it was the “intra.”4 

                                                      
4  At the EU level, the analysis of Puga (2002) finds that in recent times intra-regional inequality within each country has tended to 

grow in importance with respect to the inequalities between countries. 
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When discussing the underlying causes of this evolution of the indicators, Lindert- Williamson 
(2004) note how in the 21st century the countries participating in globalization would obtain gains 
at the expense of those that did not participate (and of those condemned to extractive economic 
activities, in the terminology of Acemoglu et al., 2004), due to the effects of movement of people 
and merchandise. In the first half of the 20th century, protectionism would have widened the gaps 
between countries at the same time that within countries, incipient social policies associated with 
the emergence of unions and social-democracy would have stemmed the process of growing 
internal inequalities. In the second half of the 20th century, both types of inequalities would have 
grown, although more moderately than in previous phases. In a more recent analysis, Sala-i-Martín 
(2006) presents evidence that combines a reduction of “inter” inequalities in recent decades 
(especially due to improvements in China, India and other Asian countries) with increased “intra” 
inequality. This could be linked, among other potential explanations, with the previously mentioned 
fragility of the Stolper-Samuelson hypothesis in countries with abundant unskilled labour. 

8. Globalization, integration and "complementary public 
policies" 

The differences in results obtained in different countries and time periods, as well as the multiple 
mechanisms involved in the transformation processes facing new realities such as international 
insertion and/or regional integration processes, naturally underscore the relevance of environmental 
conditions or complementary policies necessary for those processes to generate economically and 
socially positive results. For some time we have proposed using the expression ‘economic opening 
has potentially positive net effects’ to refer to the need for complementary microeconomic, 
macroeconomic, institutional and structural public policies in order for the potential positive effects 
to become actual effects. The term “net” refers back to our previous observation that complex 
processes like these always have winners and losers and that some net positive effects provide a 
basis for redistributions that allow for “Pareto” gains (although there is no guarantee that these 
redistributions will be implemented). 

It should be noted that complementary public policies are not justified only on the basis of 
equity criteria. Equity is an important reason. Another important argument, however, regards issues 
of efficiency or competitiveness: the provision of an institutional, social and public resource 
framework necessary to take advantage of the new rules of the game required by opening and 
integration to generate more wealth and distribute it equitably.  

The arguments regarding how opening requires complementary policies to be positive for 
growth include studies such as that of Chang et al. (2005), which incorporate into the sample 
countries that are industrialised (among them Spain) as well as developing. One important aspect of 
this study is that it specifically analyses the complementarities of the measures or policies. Areas of 
reform examined in the study include: investment in human capital, strengthened financing, 
macroeconomic (in)stability in prices, and public infrastructure. The study also considers reforms 
that normally require more time —sometimes called “second generation” reforms— such as those 
related to governance, labour market flexibility, and flexibility in the entry and exit of firms to and 
from the market. 

The complementarities between the opening of trade and improvements in education, flow of 
credit and communications technology are presented in contrast. The authors link these 
complementarities with improved competitiveness among domestic firms, especially necessary 
when the arena of effective competition is widened. The same occurs with the complementarity 
between opening and governability reforms, flexibility in the labour market and in the entrance of 
new firms. Also important is the conclusion that in the absence of some of these reforms, trade 
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opening can have negative effects, if its negative impact on some sectors is not skilfully 
compensated with gains in others. It should be pointed out that studies on the CAFTA-DR 
agreement generated by multilateral organizations—basically Rodlauer-Schipke (2005) at the 
International Monetary Fund and Jaramillo-Lederman (2005) at the World Bank— emphasise the 
role of these complementary policies. 

9. Some notes on competitiveness and cohesion 

These two great objectives of any society are topics for debate, both in their meaning and in their 
relationship to one another. Many see them as being opposed, but they do have important 
complementary elements.  

In these debates the concept of competitiveness has grown beyond the framework of 
international price comparisons (relative prices as well as exchange rates) —which obviously 
continue to be inevitable points of reference in the short and medium terms— in order to focus in 
the medium and long term on the notion of productivity. The World Economic Forum’s Report on 
Global Competitiveness (WEF 2005) points out from the start how its definition of competitiveness 
goes beyond the notion of competitiveness associated with exchange rates, linking the concept to 
productivity. This position shouldn’t be surprising, given that in David Ricardo’s explanation of 
comparative advantages as an explicit cause of trade, it is precisely the differences in productivity 
that are the ultimate reasons for the existence of and gains derived from trade. More recent 
microeconomic research on trade —for example, Melitz (2003)— has focused on differences in 
productivity between firms, which lead to differences in their evolution in the face of the opening 
of trade.   

Porter (2005) insists that “in order to understand competitiveness the starting point should be 
the underlying sources of prosperity…the level of a nation’s well-being is determined by the 
productivity of its economy” (p.44). In line with classic Ricardian reasoning, Porter argues that 
greater productivity leads to higher wages (in addition to attractive returns on capital) in the face of 
the common notion that the causality would be the reverse. This central role of productivity is 
based partly on its central role in determining the level and evolution of per capita GDP. When 
utilisation of the labour factor is equal, productivity and per capita income tend to be two sides of 
the same coin. 

Certainly, the notion of productivity has connotations that would make it appear to have 
similarities with competitiveness, in apparent contrast to those of equity or social cohesion. It is 
often argued that productivity increases are necessary to try to limit “social” considerations. But it 
also can be observed that as advances are made in the analysis of the factors that most strongly 
determine productivity, considerations emerge in which social cohesion plays a role.  

The need for complementarity between aspects of productive efficiency and equity-distribution is 
reaffirmed when observing how there is no automatic connection between aggregate productivity 
and productivity that influences the range of wages and other types of income. In the case of the 
United States, Ian Dew-Becker and Robert Gordon (2005) analyse the link between the aggregate 
concept of “productivity growth” and how it relates to the microeconomy of product distribution. 
They observe how the average correlation includes income gains particularly concentrated among 
the top 10% of income earners, while median income scarcely varies.   

In any case, the need to examine productivity more deeply —as a basis for 
competitiveness— is an intermediate step toward a greater understanding. The WEF report itself 
defines competitiveness as the “that collection of factors, policies, and institutions which determine 
the level of productivity of a country, and that, therefore determines the level of prosperity that can 
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be attained by an economy.” Because, according to this argument, productivity is the basis for 
return on investment, which in turn determines the aggregate growth rate of an economy, this 
establishes the connection that allows a more competitive economy to grow more rapidly in the 
medium and long terms.  

Other considerations must be introduced along with these arguments, to avoid looking at 
only the symptoms rather than taking a deeper look at the causes. These considerations include the 
dynamic dimensions of competitiveness, progress and the guarantee of sustained growth of 
well-being.  

Along these lines, the concept of competitiveness proposed by another of the most publicised 
comparative analyses of competitiveness —the one developed within the Swiss business school 
IMD— seeks specifically to go beyond the international-competitiveness-through-prices concept, 
addressing the multi-faceted nature of competitiveness, and from the start giving a greater role to 
socio-political and cultural factors. Expounding upon these interdependences, as well as on the 
dynamic dimensions previously mentioned, this argument specifically notes how prosperity is 
important because it emphasises the non-economic aspects of competitiveness while shedding light 
on the unsustainable nature of competitiveness at any cost. The report adds that ‘competitiveness 
cannot be reduced to productivity or benefits. Intuitively everyone knows that a country that 
doesn’t distribute the wealth it creates, that doesn’t provide adequate health and education 
infrastructure for its people or fails to maintain political or social stability, will not prosper in the 
long term. (IMD, World Competitiveness Yearbook 2005, p. 610). 

Regarding the notion of equity, it should be pointed out that normally more importance is 
given to aspects of equality of opportunity than to results, even if the perception among different 
societies of the factors that increase the probability that there are differences in these results 
influence to what degree they view the situations as equitable. In any case, relevance is often given 
to the most operative conceptualisation of the absence of extreme poverty or inequalities. Beyond 
that threshold, social estimations of what is just or equitable may differ. 

But it also will be necessary to incorporate social and cultural dimensions —following the 
lead of the previously mentioned World Development Report of the World Bank (2005 b)— such 
as the existence of reasonable expectations of promotion above differences of social origin, gender, 
ethnicity or any other type. Within the framework of the impact of globalization, it is important to 
introduce the dimension of “belonging to the collective” as an ingredient in the willingness to 
assume one’s equal share of risks, costs and expectation of benefits. Notions such as social capital 
and the role of institutions are significant in this regard.   

Although the gaps that most directly can be considered indicators of equity problems are 
related to distribution of wages or income —customarily using the Gini coefficient as a “summary 
measure” of inequality— other gaps are relevant as well. Ethnic, social and gender differences are 
weighty factors in various societies. Differences in level of skills also are not independent of those 
just mentioned. Morck et al. (2005) document concentrations of corporate control beyond income 
in both developed and developing countries.   

Interpretations differ regarding the sustainability of each of the models. For Sapir (2005), 
sustainability is associated with efficiency. His argument is that the growing tensions derived from 
‘globalization, technological change and the aging of the population’ will allow only efficient 
systems to survive. It is probably not by chance that some surveys suggest public opinion in Nordic 
and Anglo-Saxon countries is less concerned over threats posed by globalization than in continental 
Mediterranean countries. On the contrary, Sapir maintains that models that are not equitable 
—according to these criteria— can subsist if they are efficient, of course, to the degree that equity 
is basically a question of “viable political choice” (in Europe as well as in the United States). The 
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focus of the IMD is more finely shaded, underscoring the need to extend progress to broad layers of 
society as a factor in the sustainability of competitiveness. The report uses as examples the 
insistence of Singapore on providing the people with tangible results of success, as well as the 
difficulties faced by Latin America in becoming competitive, which require ‘a lesser degree of 
sensitivity to the importance of sharing the results of success’. Note that at times efficiency is 
argued to guarantee sustainability, while at other times a reasonable degree of equity is presented as 
the guarantee of sustainability, and even of efficiency. In any case, these arguments combine 
elements of tradeoffs between efficiency/competitiveness and equity/social cohesion with 
ingredients of complementarity. 

Aspects of expectations play an important role in the debates regarding the effects on the 
growth or progress of inequality. According to the well known “Kuznets curve,” economic growth, 
especially following the introduction of reforms, may normally undergo an initial phase of 
inequality growth as different sectors or groups are incorporated at different times and at different 
paces into general progress. This inequality subsequently begins to decline as the process of 
incorporation advances and/or redistributive measures are adopted. The case of China, with its 
tremendous growth that initially amplified inequalities —but reduced poverty— would be the most 
noteworthy example of this mechanism. In such cases, presumably sooner or later all sectors or groups 
would have reasonable expectations of benefiting from growth or increased efficiency or global 
competitiveness, allowing a socially acceptable transition. 

Naturally, there are other “benign” interpretations of inequality related to the need to maintain 
incentives for growth and labour. In fact, human nature requires mechanisms such as incentives and 
compensation, and eliminating them for egalitarian reasons is socially counterproductive. As such, 
differences in capabilities or talent are also needed as a basis for variation, the egalitarian elimination of 
which also would be undesirable. The polarisation of wealth beyond a certain threshold, however, can have 
negative effects, to the degree —as authors such as Rodrik or Acemoglu have pointed out— that it leads 
to the consolidation of economic power that through institutions becomes political power. This can 
eventually slow or block modernisation that would be potentially beneficial for the country as a whole. An 
excessively asymmetric distribution of income, with an important part of the country on the edge of poverty, 
and without institutional socio-political compensation mechanisms, can render unviable reforms that are 
otherwise positive for society as a whole in the medium term, although with some unacceptable initial costs. 
Given the greater importance in Latin America and the Caribbean than in Europe of issues of poverty and 
inequality, these lines of argument will be addressed further in Section 3. 
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II. The European experience 

1. Introduction 

As can be seen in Section 1, to identify the analytical and political 
foundations of structural policies or of cohesion, it would be sufficient 
in principle to note that one of the widest debates in economics is, on 
one hand, the effect of markets on economic growth, and on the other, 
their effect on the convergence or divergence among the territorial 
units participating in these ever widening markets. A perception exists 
that even if the aggregate effects of the processes of global and/or 
regional opening and/or integration are positive, their sectorial, 
territorial, social and personal distribution may have important degrees 
of inequality. This perception raises the question of whether policies 
or strategies are needed that involve government intervention to 
compensate for or counteract the effects of eventual divergences. Or 
even if the tendency toward convergence —in per capita income, 
employment levels or other relevant variables— is considered too 
slow to be socio-politically acceptable, arguments also could be made 
in favour of public sector interventions. Even more finely shaded, 
there are arguments that update the aforementioned Kuznets curve, 
according to which processes of integration and growth lead to an 
initial phase of increased inequality by benefiting some groups or 
territories that initiate the expansion process. This is followed by a 
subsequent phase of convergence in which the effects of dissemination  
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overcome the initial agglomeration in the territories of greater growth and prosperity. As has been 
noted, an empirical study detected initial increases in disparity in trade liberalisations in Latin 
America (Serra et al., 2006). 

If the result of analysis were optimistic confidence in the efficacy of integration in helping 
create prosperity —basically by acting as a catalysing stimulant to the potential of societies and 
territories— the influence of cohesion policies would be limited. But even if mechanisms that 
generate inequalities exist, it would be necessary to evaluate their cost and efficacy, in terms 
—among other criteria— of the increase in growth and prosperity in the receiving territories. This 
would depend on the application of the policies, on complementary policies that guarantee the 
multiplier effects of the resources transferred, and especially in the medium and long terms, on the 
policies’ effects on the performance of investment, business activity and productivity in the 
receiving territories. 

In fact, the debate that emerged in the European Union in 2004, as a consequence of 
expansion, regarding changes in recipients of cohesion policy resources raised the point that the 
best indicator of success in regional policies is their transitory nature. Their perpetuation would be 
more a symptom of inefficiency than of structural reasons that probably should be addressed with 
structural changes that —at least in some cases— the same policies may contribute to block or 
postpone, distorting the desired incentives. In the debates on this topic in the Americas, the concept 
prevailing in the United States of the integration processes seems to discard the explicit 
mechanisms of cohesion, giving precedence to ideological-conceptual reasons over the 
considerations raised above. For this reason analysis of the cohesion policies of the EU must be 
especially rigorous, paying attention to the most critical points. The EU should not only attempt to 
surpass these points —as is partially achieved by the redefined cohesion policy for 2007 – 2013— 
but only by doing so can the solidity of the arguments in their defence be guaranteed, for Europe 
and any eventual extrapolation to the Americas.  

The following sections present a summary with comments and evaluations of different 
contributions regarding cohesion mechanisms in the EU, in light of recent experiences and 
perspectives for the future. The internet site of the EU offers official analysis and evaluations, 
which are useful —from the perspective of their “extrapolatability” to Latin America and the 
Caribbean— particularly in the contributions to Machinea-Uthoff (2005) offered by Cal (2005), 
Lázaro (2005) and D’Ercole (2005). 

2. The European integration process: Growing presence of 
economic and social cohesion 

The possible usefulness of the experience of the EU as a reference derives from its durability as 
well as from its expressed concern for social cohesion, which shapes the “European model.” The 
concern for cohesion and the management of this concern have been growing along with the 
number of members of the EU, extending the spheres affected by the integration process.  

What is now called the European Union (EU), born half a century ago of six countries and 
which now consists —in 2006— of 25 members in full standing, is an especially relevant case. On 
one hand, as previously mentioned, it is important for its continuity through time despite moments 
of internal tension and economic and political difficulties. On the other hand, the EU is important 
for its explicitly political objectives —to establish ties of economic interdependence that would 
make the armed conflicts of the first half of the twentieth century unthinkable— which, together 
with superimposing the process of European construction upon the consolidation of the so-called 
“Welfare State” in Western Europe in the second half of the twentieth century, led to a “European 
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social model” in which economic efficiency had to be combined with social and territorial 
cohesion. In addition, some of the expansions of the EU —specifically that which brought in Spain 
and Portugal in 1986, and the addition in 2004 of 10 countries mainly from central and eastern 
Europe— have increased the heterogeneity of the economic structures and social indicators of the 
member countries, as is clearly demonstrated in the tables of the Appendix. The growing role of 
migratory movements further complicates the pressures upon a “Welfare State” whose 
sustainability is seen from some perspectives to be threatened by the same process of globalization. 

The preamble to the Treaty of Rome (1957) specifically refers to the need to ‘reinforce the 
unity of their economies and assure their harmonious development, reducing the differences 
between the various regions and the development backlog of those less favoured.’ The Single 
European Act —which created the EU’s single internal market— and subsequently the EU treaty 
(known as the Treaty of Maastricht, which established, among other dispositions, economic and 
monetary union) incorporate cohesion as an objective of the EU at the level of the single internal 
market and monetary union. Some interpret this higher “rank” of economic and social cohesion 
policy to reflect the need for the EU to create mechanisms to compensate for the potential effects 
(at least initially, according to Kuznets-type approaches) of increasing economic integration on the 
territorial, social and personal distribution of economic activity. For others, it is simply the transfer 
to the framework of the EU of the European model of combining efficiency and equity.5 

In any case, midway through the 1990s these policies were absorbing a third of the resources 
of the EU budget —double the percentage of a decade earlier— supplementing other redistribution 
policies within each state. Successive “Cohesion Reports,” such as the second in 2001 and 
especially the third in 2004 (European Commission, 2004) evaluate the effects of these policies in 
terms that, if in general positive, recognise —not counting the most ‘officialist’ components— that 
results have been modest. Concretely, results of convergence between states that are presented as 
positive —especially by those that entered the Union from a lower initial level including 
spectacular cases such as Ireland and other difficult cases such as Greece and more recently 
Portugal, with Spain in an intermediate positive situation— appear more limited when applied to 
regional inequalities. As has been noted, reconsiderations —and sometimes rectifications— in view 
of these experiences have allowed a “new cohesion policy” for implementation in 2007 – 2013. 

In effect, as Table 2 shows, the European experience has achieved a perceptible convergence 
between countries, especially those that joined from a notably lower economic position, although at 
very different paces. It is true that the four countries whose data is presented in Table 1 have drawn 
close to the European median (Ireland has well surpassed it) but it is also true that the divergences 
between them have widened. That first empirical regularity of approach to the median gives hope, 
but it is by no means an automatic guarantee for the enormously greater challenge facing the ten 
countries that joined the EU in May 2004. It is also important to analyse under what circumstances 
this experience of convergence can work in other, more heterogeneous integration processes, such 
as in the Americas, while also learning lessons regarding important differences between countries 
in the pace of convergence. 

Now the two challenges mentioned must be faced simultaneously: to improve the efficiency 
of cohesion policies, and to do this within the more complex framework of “digestion” of the 2004 
EU expansion, with the incorporation of new members that have smaller economies and much 
larger structural problems than those previously faced by the EU. Documents prepared by the 
European Commission in recent years —within the framework of simultaneous discussions on 

                                                      
5  Obstfeld-Peri (1998), commenting on the foreseeable effects of the introduction of the euro, openly discuss the lack of regional 

adjustment in the absence of deliberate and effective mechanisms, pointing out the interactions between taxation mechanisms, the 
degree of factor mobility and the degree of flexibility of prices and wages: the need for alternative adjustment mechanisms in 
integrated economic areas becomes greater with monetary integration. 
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“Finance Perspectives 2007 – 2013” and the new requirements of cohesion policies following the 
2004 expansion— provide a good catalogue not only of new good intentions and revised objectives 
but to a large degree also of intentions to make amends in various areas. To this end, the European 
Commission (2005) published in July 2005 the 2007 – 2013 strategic guidelines for the cohesion 
policy in support of growth and employment. The Commission’s document reflects the good 
intentions and even lessons learned in areas such as the connection between the goals of cohesion 
and those of the Lisbon Declaration of 2000 on the knowledge economy —and of Goteborg (2001) 
on the environment— and the inclination for activities with potential multiplying effects, projects 
with a European scope, formulas for more efficient and cooperative collaboration between 
administrations of different levels and the private sector, giving them a more important place than 
in previous approaches to stimulating capacities for initiative and innovation. The rhetoric of the 
community documents, however, is well known as is the difficulty of translating it into results in 
the face of realpolitik. 

 
Table 2 

REAL CONVERGENCE BETWEEN STATES IN THE EUROPEAN UNION 

Per capita GDP – adjusted for purchasing power (median 
euro zone = 100) 

Country 1990 1997 2005 

Spain 76.5 79.9 92.5 
Greece 65.1 64.8 78.8 
Ireland 75.2 102.6 130.4 
Portugal 65.2 69.9 67.1 

Source: Banco de España, Financial Accounts of the Spanish Economy, chap. III Complementary Statistics. Table III.20: 
GDP at market prices per capita and current purchasing power pattern. (Digital version at www.bde.es, update of June 
15, 2006). 

 
Since the May 2006 signing of the Inter-Institutional Agreement on financial perspectives for 

2007 – 2013 by the European Parliament, the European Council and the European Commission, the 
transition has begun toward implementing the revised cohesion policies. In July 2006 the European 
Commission (2006 b) sent its draft community strategic guidelines on cohesion.”  

According to the terms of the agreement on financial perspectives 2007 – 2013, cohesion 
policies will go from 32.1% of the budget in 2006 to 35.7% under the 2013 scenario. Budget items 
related to competitiveness are also to increase, rising from 6.6% to 9.9%. Total budget 
commitments reach 862.4 billion euros —1.045% of EU GDP— with “cohesion for growth and 
employment” policies accounting for some 307.6 billion euros, or 0.37% of EU GDP. Within these 
resources, convergence policies account for 251.5 billion euros, regional competitiveness and 
employment policies account for 48.8 billion euros and European territorial cooperation policies 
for 7.5 billion euros. Table 3 presents an approximate indication of the distribution of cohesion 
policy resources between countries, including not only the current 25 states of the EU but also 
Bulgaria and Romania, which are expected to join the EU during the period covered by the 
financial perspectives. 

The criteria for allotment combine various eligibility parameters. According to data from the 
fourth intermediate report on cohesion policies of June 2006 presented by the European 
Commission (2006 a), the new convergence objective —for regions whose per capita GDP is below 
75% of the EU median— applies to 100 regions (including 16 that benefit from the transitory 
clauses derived from the adjustment to the definition of “EU median” as a result of expansion), 
constituting 37% of the population of the EU-27, although their GDP represents only 12.5% of that 
of the EU. Projects include areas such as transport, accessibility, infrastructure, human resources, 
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renewable energy and the environment, as well as R+D+i. The new objectives of regional 
competitiveness and employment can cover the rest of the regions —according to the member 
states— including aspects that range from R+D+i to employment strategy with the goal of 
achieving employment rates of 70% (based on working-age population, rather than only on 
economically active population). This manifestation of the principle of activation relative to the 
need to maximise the mobilisation or activation of the potential of productive resources is 
important for a Europe in which, as will be discussed ahead, at times regional and cohesion policies 
have been criticised for promoting a demobilising culture of subsidies. The need and/or 
convenience of policies that contribute to stimulating and mobilising a wide range of productive 
potential among the societies and countries to which they apply also is relevant for Latin America 
and the Caribbean. 

Estimates by the European Commission note some expected gains in terms of growth of 
10%, principally among new member countries (9.8% for Poland, over 10% for the Baltic 
countries); with productivity gains from 2.3% in the Czech Republic and Slovakia up to 7% in 
countries awaiting accession (Romania and Bulgaria), as well as a positive effect on employment in 
the form of some 2.5 million new jobs. 

Table 4 summarises the effects of simulations done by the European Commission for some 
countries, underscoring the impact in terms of GDP as well as productivity, an essential variable, as 
was discussed in Section 1.  

The comments presented up to this point have compared effects at the country level. It is 
important to bear in mind that results regarding convergence appear to be modest, declining when 
the level of analysis is shifted from comparing between nations to performance at the regional 
level. This merits examination and special attention. Europe is studying the implications of these 
experiences in order to “digest” the 2004 expansion: How can cohesion coexist with a significantly 
greater degree of heterogeneity? From some perspectives, this greater heterogeneity offers a path 
for facilitating the debate on the possibility of extrapolating to the Americas some implications 
regarding the need for cohesion policies as well as the difficulties in articulating such policies.  

A classic question underlies a large part of criticisms of excessive emphasis on cohesion and 
well-being: Can concern for cohesion hold back growth, reducing incentives or diverting resources 
from more dynamic motors of the economy? This debate is active above all in the wealthier 
territories; it underlies important debates in European states —Italy, Spain— and in the EU as a 
whole, as the basis for the refusal of countries such as Germany or the Netherlands to increase their 
contributions to the structural or cohesion funds that support a large part of these policies. The 
debate also occurs as a backdrop to the resistance on principle of the United States to consider 
these mechanisms. 

On the other hand, when considering cohesion in strictly social terms and not —only or 
strictly— territorially, the adoption of the European “Social Charter” —with the initial exception 
of the United Kingdom— also opens up debate on the convenience and/or limitations of 
establishing a relatively unitary framework of social policy, including social protections. “A social 
Europe in the global economy: jobs and opportunities for all” is the motto for the new 2005 - 2010 phase 
regarding the social agenda established by the European Commission. Nonetheless, various divergences exist: 
Saint-Paul (2004) examines how significant differences underlie unemployment results in EU 
countries, while Sapir (2005) discusses in greater depth the different concepts that make it difficult 
to speak of a single “European social model.” 
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Table 3 
COHESION POLICIES IN THE EUROPEAN UNION 2007-2013 

Indicative allotments 

Country Millions of 2004 
euros 

Belgium 2 019 
Denmark 545 
Germany 23 450 
France 12 736 
United Kingdom 9 468 
Luxemburg 58 
Netherlands 1 696 
Austria 1 301 
Finland 1 532 
Sweden 1 682 
  
Ireland 815 
Italy 25 647 
Greece 18 217 
Spain 31 546 
Portugal 19 147 
  
Poland 59 698 
Hungary 22 451 
Czech Republic 23 697 
Slovakia 10 264 
Slovenia 3 739 
Estonia 3 058 
Latvia 4 090 
Lithuania 6 097 
Malta 781 
Cyprus 581 
  
Bulgaria 6 047 
Romania 17 317 

Source: European Commission, Regional Policy Directorate-General, 2006. 
 

It should be pointed out that initially the results appear to be somewhat disperse: there was 
perhaps too much separation between regional policies and social and employment policies. 
Among suggestions by academics for a more unitary focus, Overman-Puga (2002) applies the ideas 
of new economic geography to integrate issues of employment and regional policy. One theme 
already adopted by the EU, and one that represents a clear message for the Americas, is the need 
for an integrated focus that specifies the effects, the “added value,” for cohesion of national and EU 
public policies in important areas such as education and training, infrastructure, communications 
and new technology policy, and of course agricultural and industrial policies, as specified in the 
last two European Commission reports (2001 and 2004) on cohesion. 
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Table 4 
ESTIMATES OF THE IMPACT OF COHESION POLICIES IN THE EU 2007-2013 

Simulations based on the Hermin model (2005) 

Country Impact on GDP 
additional GDP in 2013 

Impact on 
productivity 2013 

Czech Republic 10.9 % 2.3 % 
Hungary 8.4 % 4.1 % 
Poland 9.8 % 5.7 % 
Estonia 11.4 % 5.8 % 
Latvia 12.4 % 6.1 % 
Bulgaria-Romania 11.8 % 7.0 % 
Portugal 2.8 % 1.7% 
Greece 1.2 % 0.5 % 

Source: European Commission, General Office of Regional Policy, January 2006. 

 
Various institutional formulas for integrating cohesion policies exist within the EU —such as 

the Council of Regions, the Economic and Social Committee or the Employment Council— and 
parallel analyses and proposals are emerging in Europe beyond the framework of the EU, 
especially through the Council of Europe, in addition to initiatives that include the EU and the 
“European Economic Area” for the exchange of information on social protection systems. A 
plurality of institutional and operational levels appears clearly in this area, as a function of the 
degree of commitment and scope of each country in each particular area. This “multi-speed 
Europe” —also from this point of view— is certainly a source of complexity but also a practical 
way to keep mechanisms open for partial advance. 

The following section presents an analysis of the European experience with respect to these 
issues, political responses and their results. It is important to reiterate that the cautions and 
criticisms of a large part of the arguments that follow are useful for introducing appropriate 
mechanisms for correction, on one hand, and reinforcing support for the arguments that hold up 
under these criticisms. 

3. The debate over the efficacy of regional policies in the EU 

If the objective of cohesion policies is to reduce territorial —as well as social— inequalities, are 
these measures effective? This section will examine a range of the most relevant and best supported 
arguments. It is essential, however, to recall a fundamental source of ambiguity when interpreting 
and evaluating data: what the data show are the aggregate consequences of the forces within the 
economic system (“market forces”) and simultaneously of public policy in action. It could happen, 
as some defenders of cohesion policies argue, that the results in terms of convergence of regional 
income appear to be modest but could have been even more modest —or could even have caused 
greater divergence— without public policies in favour of cohesion. Although statistical and 
econometric techniques have become more sophisticated in separating out impacts and effects, it is 
still difficult to come to a consensus on what “alternative world” would have emerged in the 
absence of the public-sector interventions that actually have taken place. 

a) Patterns of geographic concentration in Europe 
A detailed study by Brülhart and Traeger (2005) seeks to show how the “patterns of geographic 
concentration” evolved in the EU between 1975 and 2000, a period sufficiently broad for drawing 
significant conclusions. They use an interesting distinction between topographic concentration, in 
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which location patterns refer to territory, and the relative concentration of diverse sectors in which 
the aggregate distribution of economic activity is considered. 

One of their principal results is precisely that the topographic concentration of aggregate 
employment did not vary significantly during the study period. As was just pointed out, this does 
not necessarily represent a failure of European territorial policy to the degree that there is still the 
possibility —suggested by the new economic geography— that in the absence of any public policy 
the tendency toward agglomeration would have been dominant. Puga (2002) documents this 
tendency toward concentration, noting how the tendency toward reduced disparities between states 
could be seen to a certain degree to be replaced since the 1990s by greater regional divergences 
within states. 

Brülhart-Traeger (2005) emphasise how the apparent stability of territorial distribution of 
aggregate employment masks very different evolutions among sectors, which could be expected to 
the degree that more intense patterns of specialisation emerge associated with integration. These 
authors as well as Puga (2002) observe how European political fragmentation had led to an 
economic structure in which each state had generated its “national portion” of each of numerous 
industries and activities (in comparison, for example, with a broad national market such as that of 
the United States) and how one of the explanations of an apparent concentration or tendency 
toward sectorial agglomeration would be the relocation of activities in a broader more integrated 
market. 

With regard to the presumed reductions in the cost of trade resulting from integration, Puga 
(2002) discusses the impact of one of the regional policy measures that has come to absorb a great 
deal of EU resources: infrastructure for improvement of transportation and communications. 
Precisely for peripheral territories traditionally isolated by deficient communications channels, 
improvements financed by structural funds have produced notable changes. But the author also 
notes how beyond a certain threshold the reduction in cost of access to markets can induce 
agglomeration economies by facilitating access to large metropolitan areas for people and activities 
hitherto contained within their own territories. In any case, factors such as personal mobility, real 
estate costs (industrial and residential) and other possible sources of locational advantages are 
influential in resolving the acknowledged ambiguity of these arguments. Ciccone (2002) quantifies 
one of the attractions of agglomerations in terns of improved productivity associated with 
topographical concentration, with a notable elasticity (of regional labour productivity with respect 
to employment density) of 4.5%, although somewhat below that estimated for the 
United States (5%). 

b)  Regarding the general effects of regional and cohesion 
policies in Europe 

One now classic article very critical of the efficacy of these policies is that of Boldrin- Canova 
(2001). According to their results, European regional policy would make little sense when viewed 
in light of economic theory and the available evidence. The policies would appear to yield little or 
no evidence of convergence in per capita income (except in Ireland, north-eastern Italy and areas 
outside of Lisbon), and little convergence in productivity, while at the same time increasing 
differences in unemployment. The authors insist that the launch of the EU and its extension to 
countries in southern Europe (Portugal, Spain, and Greece) in the 1980s is rather an example of the 
strength of convergence and the capacity of trade and investment to mobilise the potential for 
wealth creation, without an explicit need for cohesion mechanisms. From their point of view, the 
policies make sense from redistributive and political perspectives, but not from economics. The 
arguments of these authors appear to apply to Europe the prevailing concepts in the United States 
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regarding the dynamics of integration processes, fully confident in the invigorating effect of the 
invisible hand of the marketplace upon the private sector and subsequent economic adjustments. 

Later Boldrin and Canova (2003) broadened their arguments when looking at the extension 
of the EU’s regional policy to an expanded Europe in 2004. They note that —in light of the 
European experience in the 1980s and 1990s with respect to the “cohesion countries”— internal 
policies are more important (liberalisation, fiscal and monetary rigor, flexibility) for making 
notable prosperity possible, such as in the case of Ireland. It also should be asked if at the regional 
level, in some cases, the effects of regional policies have prompted optimal responses on the part of 
government authorities and private agents, or if the effects have been disincentivising or inhibiting. 
The authors reiterate arguments previously raised in Section 1 regarding the role of the quality of 
institutions —and the absence of corruption— as a complementary mechanism for explaining the 
success of certain regions. Boldrin-Canova also note the need to compare gains made by territories 
receiving transfers with the cost (in resources and distortions) to the territories providing the 
resources, by undertaking a complete evaluation of regional transfer policies. Ultimately their 
criticism is that to a large degree, policies denominated as regional or of cohesion are policies 
merely of transfer with a redistributive or assistance component more than serving as agents to 
stimulate or multiply growth. The problem of generating incentives reappears: the limit to the 
concern for equity would be not to sacrifice (too much) the creation of an “improved climate for 
investment” in the territories of origin and reception of transferred resources. 

c) Limited efficacy due to problems of incentives 
A more positive evaluation is that of Beugelsdijk and Eijffinger (2005). According to their data, 
structural funds appear to have a positive effect in various cases. In spite of certain risks discussed 
here, it cannot be denied that disparities have been reduced, and as such the application of such 
policies to new members can be positive by boosting growth in these countries. In any case, the 
authors present two possible ways in which the efficacy of cohesion transfers may be reduced: on 
one hand there are the problems of moral risk related to the destruction of incentives that could 
attract resources, especially when it is known that the resources will cease once a certain threshold 
of success is achieved (in terms of GDP per capita with respect to the median). This runs the risk of 
generating incentives for resources to be used more for giving assistance or sowing clientism 
instead of placing a premium on efficiency and economic stimulation. There is also the problem 
referred to as substitution: if resources are provided with a certain established purpose, then 
resources that would have been provided for that purpose by other government agencies or the 
private sector are diverted for alternative uses. 

Along similar lines of distortions to market signals, Midelfart-Knarvic-Overman (2002), after 
noting evidence that efficient patterns of specialisation become established as integration advances, 
further point out cases in which comparative advantages cold become “subverted” by public policy, 
with impact upon the location of activities.  

d) Is the best use made of regional policy resources?  
Ángel de la Fuente has made a number of important —and praised— contributions to the analysis 
of EU regional policy. In various publications —with de la Fuente (2004) being particularly 
relevant— the author examines the denominated trade-off between national convergence with the 
EU and regional disparities. If one dimension of the objectives of EU policy is that the countries 
below the EU median move closer to it, then the best way to achieve this is subject to debate. 
Should resources necessarily be allotted, for example in infrastructure, to the regions farthest 
behind the median level, where the impact of resources on regional income will reduce regional 
disparities but could have a limited multiplying or boosting effect on national activity as a whole? 
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Or would it be better to seek allotment alternatives that are more effective in stimulating economic 
activity in the country as a whole, even if, as occurs in the authors’ calculations, these alternatives 
are already well supported? Their conclusion is that from the point of view of the national interest 
as a whole, public sector investment could have been too redistributive in Spain. There were other 
options. Between 1993 and 2000 Spain could have decreased by a third its shortfall with respect to 
the EU median through more efficient distribution (with more important stimulating effects on the 
private sector), as well as by implementing the intended redistribution via allotment of 
infrastructure resources alternatively through taxation of income. Caminal (2003) pursues a similar 
direction. He argues that there is already a potent automatic component of redistribution in the 
progressive income tax, and as such it is applicable in countries with tax systems that include 
effective degrees of progressivity, which is not guaranteed in many Latin America countries or, 
some would say, even in the operational results of some European countries. In any case, we should 
recognised, as de la Fuente does, that with the new redistribution of European funds diverted 
toward the countries that joined in the recent expansion, the trade-off between aggregate growth 
and territorial cohesion could become greater in countries such as Spain. 

e) Regarding employment 
From the perspective of employment, increasingly linked in strategic cohesion arguments to the 
most strictly regional-territorial issues, the previously mentioned studies by Saint Paul (2004) and 
de Brühlart-Traeger (2005) tend to show a clear persistence of inequalities in the dynamics of 
labour markets, from employment indicators to rates of participation and/or activity, as well as in 
other variables such as the number of hours worked per year and the degree of precarisation. 
Although the term is used often, it seems difficult to speak of a singe “European social model” of 
labour markets or labour relations. 

The Bank of Spain published in 2005 a report on "Heterogeneity in regional labour markets" 
in that country in which it verified the persistence between autonomous regions of differentiated, 
specific features of socio-labour markets. The article points to the difficulties that such differences 
imply for a more efficient reduction of general imbalances in the Spanish economy and proposes 
mechanisms such as "a greater wage differential that permits a better adjustment of wages to 
productivity between regions". Layard (2005), in his contribution to the World Economic Forum’s 
report on competitiveness puts forward proposals along this same line. These formulations fit into 
the analysis of Overman-Puga (2002) that in addition to commenting on various inadequacies in the 
state framework due to specific structural policies, insist on the distorting role of setting wages on a 
state level (in the European sense of the State-nation), when regions experience varied labour 
markets conditions, thereby subscribing to the most decentralized mechanisms of regional wage 
setting. 

4. Other dimensions beyond the strictly economic sphere 

Some of the ingredients that appear in the arguments cited above have a dimension that extends 
beyond the purely economic. The effects on the investor climate, the internal complementary 
policies for taking advantage of the new rules of the game that arise out of integration, the 
psychological and social components of the enterprising dynamic and creativity, just to name a few. 
Certainly, as opposed to those who seek to reduce economic analysis to mathematical formulas, the 
modern economy is encountering very fruitful links to other social disciplines from political 
science to sociology and history. The human, social and cultural dimension of human beings and 
human societies is indivisible and this —fortunately— is increasingly reflected in good economic 
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analysis. We will offer in this chapter some additional arguments that have been the subject of 
recent debate. 

a) The insufficiencies of "capital social" 
One concept especially applicable to these problematics is that of social capital and its impact. 
Beugelsdijk - Van Schaik (2003) analyze the role of so-called social capital, which they define as 
‘features of social organization such as confidence (perception of interdependencies with others), 
norms and networks of relations that can enhance society’s efficiency, facilitating coordinated 
actions’. Sometimes the expression "social infrastructure” (Hall and Jones) is employed, whose 
ingredients include the degree of enterprising culture. 

Beugelsdijk and Van Schaik encounter relations between forms of social capital and regional 
growth in Europe. They broaden the conclusions that initially referred to Italian regions contained 
in the studies of Putnam-Leonardi-Nanetti (from the classic "Making Democracy Work", of 1993) 
and confirm the analysis as to the incidence of matters of politics, science and sociology as well as 
institutional questions and, in a broad sense, cultural issues in explaining economic growth. They 
find little evidence of a regional investment impact on growth rates, in contrast to a short term 
impact on profit, which suggests that in the absence of specific conditions or complementarities 
there is no guarantee that resource inflows will be taken advantage of, or produce the desired 
multiplying effects. In contrast, they do find a beneficial impact from active and committed 
participation. More social capital implies a greater facility for the spread or spill-over of knowledge 
and/or information, as well as a reduced risk that an initiative’s collective effects will be minimized 
or dissipated. But it is also necessary to stress that in order to avoid risks of "closed societies" (such 
as those to which Putnam has most recently referred) emerging or being perpetuated, it is especially 
important to bridge social capital between diverse social groups rather than bonding social capital, 
which only serves to bind the most closed of homogeneous groups, and may act as an obstacle to 
achieving all of the joint potential of a territory. This is a message that must be kept in mind, 
especially in societies that are fragmented by diverse criteria.  

The tentative conclusion that one can draw from these analyses would be that among the 
explanatory factors of the potentialization or dissipation of the efficacy of the actions of EU 
structural funds, the presence or absence of social capital, in close connection with the institutional 
quality that we comment on in the following section, would figure greatly. 

b) Institutions 
Institutions are increasingly achieving an explicit and prominent degree of recognition in economic 
analysis. There is an overwhelming volume of literature regarding the role of institutions in 
economic progress with contributions ranging from those of Acemoglu and co-authors, to those of 
Rodrik. And as part of the EU perspective, and the cited strategic directives of the 2007-2013 
cohesion policy (European Commission, 2005), they mention improved governance including a 
dimension of institutional capabilities and competitions as one of the chosen means for influencing 
matters.  

Keep in mind that for the purposes of the subject matter of this text, institutions fulfil 
basically two functions: to generate adequate incentives and to both efficiently and adequately 
resolve conflicts. A significant portion of the search regarding institutions examines how they 
affect the provisioning of incentives and how societies that have prospered tend to be those in 
which there tend to exist frameworks that are more conducive to creativity and dynamism, while in 
other countries we see a perpetuation of the status quo, whether feudal, colonial, oligarchic, or 
other forms of privilege for the elites that make more difficult the job of social and economic 
modernization. Is it necessary to list the extensive list of such examples? There is a related 
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distinction that Anne Krueger (1974) formulated decades ago between profit seeking and rent 
seeking. Profit seeking refers to the classic argument of the defenders of market economies: how 
the search for the legitimate benefits related to satisfying the demands and needs of consumer-citizens 
in a cost efficient manner —in a competitive and competent fashion— is a potent driver of 
innovation, the enterprising dynamic. In contrast, rent seeking activities and attitudes refer to the 
search for "rents" derived from scarcities and/or privileges ranging from taking advantage of 
monopolistic positions or scarcities that are artificially induced through protectionism, or control 
over specific resources that has been obtained through political means and which are managed in a 
clientelist manner. There is a protracted history of creating and maintaining through inertias and 
interests status quo positions that are transformed into closed reserves of power that delay 
modernization and progress.  

Getting back to the subject of structural funds, criticisms have been raised of instances in 
which it may be perceived that the availability and distribution of resources assigned by such funds 
has become an important rent-seeking mechanism. In fact it is possible to conclude that some 
responses to the eventual loss of resources that have occurred in recent decades either from 
European funds, or other fiscal distribution mechanisms have come more in response to this loss of 
rent-seeking power than the genuine efficacy of such measures on the climate and dynamism of the 
affected regions. Once again we must return to the importance of institutional quality and the 
recommendation Rodrik (2005) made during a speech before an ECLAC conference on the 
importance of not succumbing to the arguments of acquired rights when dealing with promotion 
policies.  

5. Final considerations 

It is no easy task to conduct a global evaluation of European cohesion policies. We will draw some 
final considerations from what we have related in this section. 

1) Results related to convergence between states show that among members of the EU-15, 
the four countries that were most backward at the middle of the eighties have approached the EU 
average. Ireland has considerably surpassed that average although EU regional policy can not take 
all the credit and probably not even be viewed as the principal factor in that achievement. The 
contribution of EU regional policy is unquestionable in the case of Spain.  

2) But there are at least two other relativization lessons that are worth retaining: a) the 
differences between EU countries are so significant as to leave room for national policies or 
behaviours that act on or take advantage of divergences within the same rules of the game definited 
by the framework of integration, including regional policies; b) convergence between states cannot 
hide the diverse evolution of indicators from region to region and that on average there has been no 
narrowing of differences, at least not at the pace that had been expected. 

3) We should verify that in the face of evidence of centripedal forces associated with 
agglomeration economies that are strengthened by the gradual creation of an integrated economic 
space that erodes the economic rorle of national borders with regard to activity localisation, it is 
possible that regional policies and other forms of cohesion policies have had a certain re-balancing 
effect.  

4) The dominant critical issues refer to possible distorsions in the efficient assignment of 
resources as well as those related to the way resources that are theoretically placed at the service of 
cohesion may wind up in the hands of specific interests. There is a debate as to whether their 
endurance might not be a problem of inadequacy, inefficiency and/or reception by specific interests 
and/or attitudes rather than a symptom of the existence of irresolvable structural problems. In other 
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words, regional policies are no substitute for broader and thoroughgoing reforms that introduce 
cataclytic and salutary elements as well as cultural change that may recognizedly prove to be 
politically complicated so that any alternative mechanism that serves to abate such effects might 
quickly be detained or used as an alibi, possibly resulting in compensatory mechanisms becoming 
excuses for blocking urgently needed reforms of great depth. Transparency and improveed 
governance in the solidarity and cohesion mechanisms must make it possible to determine their 
realities, efficiency and justificación.  

5) In line with the recent emphasis on the EU, an important aspect of these final 
considerations is the importance of never relegating concern for cohesion to one or a few scant 
policies designed exclusively for that purpose. Cohesion or equity between people, groups or 
territories occupies the space that political processes play in determing social preferences, and that 
is the reason why cohesion policies must be formulated in may areas beyond the strictly regional 
sphere. They must also extend to policies in the areas of promoting employment, training, research 
and innovation and also include industrials, environmental and fiscal policies as well as matters of 
macroeconomic stability. Perhaps this lesson, which has been made explicit by the EU only after 
decades, is one othe most useful potential implications for Latin America.  
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III. Possible implications of the 
European experience for Latin 
America and the Caribbean 

1. Introduction 

For a number of reasons, the experience of the EU has played a 
significant role in the adoption of regional integration mechanisms. 
Various studies on both sides of the Atlantic have analyzed and 
evaluated their margin of applicability to integration in the Americas, 
especially from the perspective of Latin America. These studies have 
confirmed significant differences between the two realities both in 
economic structure and in the conception and articulation of 
integration processes that hamper a mechanical extrapolation of 
prescribed practices.  

In one of the most outstanding evaluations, Machinea-Rozenwurcel 
(2005) explicitly describes how "the successful experience of the 
countries [which are now part] of the European Union has made 
regional integration an increasingly attractive option for the 
developing world”. In the following section they examine structural 
and conceptual difficulties that Latin America has had in developing 
the kind of macroeconomic coordination mechanisms that have 
complemented trade integration in the EU. In another study, 
Venables-Winters (2004) state that "European integration has been 
successful because it has been a continuing process of steps to achieve 
deeper integration, going far beyond the removal of tariffs….The EU  
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experience …points to the importance of deep integration in achieving the full potential of a 
regional agreement”. They refer to the "deep political commitment of its members and in the 
creation of a political and institutional framework that can pursue regional integration and regional 
reform, independently of national governments” and go on to summarize their comparison of this 
experience with projects in the Americas. They emphasize that "the size and heterogeneity of the 
Americas can offer large potential gains from integration, but there will be undoubted stresses 
arising from tensions over particular policies and perceived unevenness in the distribution of 
benefits”, in view of the absence of a "deep political commitment" and the "political and 
institutional framework" previously mentioned as aspects of the European process. Bustillo and 
Ocampo (2003) emphasize the role of the EU in “strengthening economic integration in the last 
decade of the twentieth century with explicit cohesion policies that are symptomatic of the political 
philosophy on which the European integration process is based”. These are especially important 
since "it is possible that free trade alone is insufficient for producing income convergence between 
countries". Alberola and others (2002) insist that "social support" for economic policies fostering 
macroeconomic stability, "the cornerstone of economic growth", is even more relevant in Latin 
American than in Europe given the “absence of a supranational institutional framework”. The 
volume compiled by Machinea and Uthoff (2005) offers several valuable analyses of the European 
experience and the problems involved in eventually transplanting it in Latin America and the 
Caribbean.  

This section presents possible implications of the European experience for Latin America 
that will be reviewed below in greater detail; differences will be described and an attempt made to 
discern the principles that can be applied generally, as well as the aspects affected or altered by 
specific idiosyncrasies. In the next section various sources of divergence between European and 
American processes will be presented, such as major asymmetries in size and economic structure, 
socio-political conditions and different conceptions of the integration processes. The following 
section consists of a summary and a simplified “integrated” plan detailing possible alternative 
mechanisms for confronting potential divergences. The last section contains a summary of final 
considerations, concluding that from the perspective of both efficiency and equity the integration in 
which Latin America and the Caribbean are participating gives rise to even more arguments for 
complementary public policies than in the European experience. At the same time, however, the 
economic and political articulation of these measures is more complex and difficult, all of which 
poses a major challenge.  

2. Differential elements and their implications: Size and 
structure 

The differences between integration processes in Europe and America are well known. In the case 
of the Americas, these differences are derived from major asymmetries or heterogeneity involving 
partner size, development level and economic structure. Even though this situation allows for a 
priori opportunities involving exchanges in which it is possible to take advantage of the differences 
between countries, Bustillo and Ocampo (2003) explain that the asymmetries feed arguments for 
utilizing manoeuvring room to overcome fragility or asymmetries in the distribution of the eventual 
benefits of integration.  

The integration mechanisms in which the United States is involved suggest another clear 
asymmetry between the economic power and its partners/members. In Europe there are differences, 
but they are minor in comparison. Bustillo and Ocampo (2003) provide explicit data regarding the 
high level of heterogeneity between the Free Trade Area of the Americas (FTAA) and the reality of 
the European Union, including the countries that were candidates at the time, many of which were 
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incorporated into the EU in 2004. Venables and Winters (2004) recall that at the time the United 
Kingdom was incorporated into the EU, in 1973, Germany, France and the United Kingdom had a 
GDP of around 26%, 19% and 14%, respectively, of the total members of the EU-9, in a dramatic 
contrast to the 78% that the United States had in the FTAA project in 2000; the other major 
participants, Mexico and Brazil, showed a GDP percentage of 4.5% and 5%, respectively. 
Although heterogeneity in the EU has increased due to its expansion in 2004, asymmetries are 
increasingly notable, especially with reference to accords in the Americas that include the 
United States, from NAFTA to DR-CAFTA. But in other cases, such as that of MERCOSUR, the 
differences between large and small countries have given rise to difficulties.  

Tables A-1, A-2 and A-3 of the Appendix provide data for the GDP and per capita GDP of 
American countries, EU-27 countries and other non-member European countries in keeping with 
the World Bank’s World Development Indicator methodologies. Clear differences in level and 
heterogeneity emerge as well as the higher degree of heterogeneity for the EU resulting from the 
expansion from the EU-15 to the EU-25 and the proposal for EU-27, which would produce the sort 
of heightened heterogeneity that we can expect from an eventual FTAA. The indicators in Tables 
A-4 and A-5 incorporate more qualitative aspects that tend to highlight the partition in Europe 
between the EU-15, with Norway, Switzerland and Iceland as voluntary outsiders, those of the 
countries incorporated in the expansion in 2004 and those whose incorporation is still pending. In 
the Americas, it is important to observe how certain countries systematically rank either first or last 
while the relative positions of the rest vary depending on the specific indicator. These 
inconsistencies reflect differences in national structural problems that deserve attention and 
constitute an additional argument for structural policies that combine national dimensions and 
international comparisons.6 

These major divergences are therefore not limited to size and level of development, but 
rather extend to productive structures with differentiated specialization guidelines. The positive 
aspect of this higher degree of heterogeneity is that they imply greater trade creation potential in 
accordance with traditional explanations of international trade based precisely on taking advantage 
of the differences between countries, especially in productivity and natural resource endowment. 
But it is important to retain the cautiousness displayed by Neven (1990) regarding socio-political 
effects and conflicts associated with the increase in inter-industrial trade, given that the magnitude 
and scope of the restructuring of the productive fabric tend to be greater. For this reason, 
heterogeneity requires more complementary policies.  

Likewise, it is important to remember that one of the multiple, and even purely theoretical 
conditions for applicability of the reassuring message of convergence/equalization in the prices of 
factors associated with classic explanations of international trade is for there to be only limited 
disparities initial factor endowments of participating countries; for example, see Feenstra, 2004. 
Although the limited amount of empirical evidence that exists in favour of this ‘reassuring’ 
message has already been mentioned, its very basis would be undermined in integration processes 
involving highly disparate economic structures.  

For all of these reasons, caution is necessary in any effort to bring about parallelism. For 
example, on some lists certain Central American and Caribbean economies, including that of the 
Dominican Republic, rank close to those of the countries listed for incorporation into the EU such 
as Rumania and Bulgaria. It is important to mention that according to the terms of the 2007-2013 
                                                      
6  In order to be considered in continental comparisons, it is necessary to state how an eventual continental integration in Europe 

which would include not only more rich countries like Norway, Switzerland, and Iceland, but also those who rank lower on all 
indicators, such the Balkan states, Ukraine, Belarus, Moldova, and Russia (a special case), would increase heterogeneity in Europe, 
bringing it closer to the ALCA project. It would continue to be true, however, that in Europe a relatively broad group of countries 
exists with a higher-than-average ranking with regards to all criteria, and for this reason polarization in Europe would remain below 
that of the Americas despite the latter region’s greater heterogeneity.  
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financial perspectives of the EU Bulgaria is to receive 6 billion euros of cohesion policy resources 
and Rumania another 17 billion euros. Machinea-Uthoff (2005 b) conduct an interesting simulation 
regarding the redistribution of resources that would imply transplanting the EU regional policy in 
effect during 2000-2006 to the FTAA, referring, of course, to its practical political impossibility at 
least in the short term. Along the same lines, if United States alone allocated to regional policies in 
the Americas the same percentage projected annually in the EU cohesion policy for the new 
2007-2013 period, which is to say 0.37% of its gross income, this would presuppose annual 
transferences of 46 billion dollars.  

It is important to detail some of the implications for these pronounced disparities in the 
Americas, which involve difficulties, needs for manoeuvring room and public policy opportunities.  

First, there is the strategic role of access to wider markets, of special importance for the 
United States in its various agreements. Differences in size and level of development are explicitly 
recognized, at least in the preamble to the DR-CAFTA document, and/or are translated into 
different transition periods and particular safeguard clauses. 

Another important aspect of the integration accords that assume the form of free trade areas 
(FTA) instead of joint customs unions is the necessity to maintain certain rules of origin in order to 
limit the products claiming preferential treatment in the regional integration agreement. But these 
rules of origin are often a battlefield for special interest groups trying to avoid the competitive 
pressure derived from new foreign providers in countries that are now partners in the agreement. 
An analysis of the restrictive character of the rules of origin by Estevadeordal-Suominen (2004) 
concludes precisely that North-South agreements between countries with different development 
levels are the ones that frequently incorporate such restrictions, which may reduce expectations 
regarding benefits for the competitive sectors in developing economies. As previously indicated, 
the restrictive character of the rules of origin and of other specifications with protectionist results 
makes it obligatory for partners to try even harder to discover new lines of activity with 
comparative or competitive advantages. This characteristic could be one of the factors underlying 
the relevance of the wide margin discussed by Kehoe-Ruhl (2003), particularly with reference to 
ways of incorporating new products or sectors into exports in the context of integration accords.  

At the same time it is necessary to reiterate the function of economies of scale, especially 
relevant for overcoming limitations derived from narrow national markets in Latin American 
countries, as well as to stress the pro-competitive effects associated with the potential elimination 
of monopoly or market control positions in many of these countries. Even so, there is resistance to 
this aspect from special interest groups wielding political and/or economic power, as will be 
discussed further on.  

The role of guidelines for participation in vertical specialization or the partition of the value 
chain is increasingly important. The growing influence of trade in semi-finished goods or 
intermediate inputs has already been discussed, along with that of corresponding investment flows. 
One contribution of the regional accords is to clarify and consolidate the ability to attract and 
capture these positions and flows, which is important for achieving a beneficial insertion in the new 
international division of labour. It is important to advance not only in the traditional line of new 
specialization guidelines for relatively finished goods (thereby widening both the extensive and the 
intensive margin), but also to incorporate international insertion in the “trading tasks” discussed by 
Grossman and Rossi-Hansberg (2006), as well as the services with growth potential for the 
economies, especially the insular economies. The broad range of services includes those provided 
in tourism and those that are susceptible to offshoring in the more advanced economies, beginning 
with the United States, but not exclusive to it. For the most part, these services have to do with 
adequate positioning in the knowledge industry, as well as task trade positioning. In these spheres, 
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the possibility of combining efficiency and competition policies with cohesion polices and the 
mobilization of potential corporate resources is especially important.7 

Lastly, the kind of trading partners outside of regional accords can also be a factor in 
determining winners and losers, as Venables (2003) suggests, noting the influence of trade 
deflection (the substitution of flows between integrated and external countries for flows between 
countries included in integration accords, due to a lower degree of commercial dealings among 
partners). Venables argues that in North-North integration of the type common to the EU, the 
initially less advanced countries benefit from trade deflection because they can become the new 
suppliers of the more prosperous countries of the region as they replace outside countries. For 
example, the favourable conditions granted to Spain, to the detriment of non-EU producers with 
analogous comparative advantages regarding access to French or German markets could have been 
one of the convergence elements noted in Section 2. On the other hand, adds Venables, in 
South-South integration schemes, it would be the relatively more advanced countries in the 
regional accords that could benefit from trade deflection because they could replace imports from 
industrialized third countries. The result would be that the South-South regional accord would tend 
to exacerbate the divergences between regional members given that the new specialization 
guidelines would be slanted in favour of the relatively more prosperous countries. Although this 
line of thinking becomes weaker in the case of Latin America and especially in Central America 
and the Caribbean given that the structure of foreign trade is radically polarized from each country 
towards the United States, it is interesting to compare the initial relative positions and, moreover, 
the relative capacity for reaction and dynamic, creative adaptation of the various co-partners of the 
United States in regional accords like DR-CAFTA in order to explain the benefits to be reaped, as 
well as the sectorial and distributive impact, of such integration schemes. 

3. Differential elements and their implications: Inequality, 
poverty and institutions 

A higher degree of inequality and poverty 
Inequality and poverty are more widespread in Latin America than in Europe. This underscores the 
importance of processes with a capacity for generating growth and wealth, but also makes it 
necessary to supervise the eventual impact, albeit short-term, on specific segments and sectors. 
This is true, in part, because an unequal impact is likely to give rise to instances of resistance that 
call the integration process itself into question, as has been detected in certain countries and 
societies.8 

In any case, the extensive nature of the problems of poverty and inequality, in which there 
are differences in the EU and America, highlights the importance of certain aspects of the new EU 
cohesion policy. Consequently, it is necessary to proactively mobilize the potential for the creation 
of wealth in a way that relies on the “activation principle”, which consists of increasing the 
population that actively participates in the productive processes. International comparative data 
shows notable divergence in participation rates (the percentage of the effectively active population 
                                                      
7  The World Bank Study on the Caribbean (World Bank, 2005) mentions some of the same imperatives.  
8  For example, the World Bank (2005 b, p. 39) graphically presents comparative inequality data as measured by the Gini coefficient, 

revealing how it is higher in Latin America than in industrialized or Asian countries. The report entitled "Millennium Development 
Goals: a view from Latin America and the Caribbean” (ECLACL, 2005) confirms "insufficient progress" in reference to Indicator 1 
of Goal 1 (in other words, applying the goal of "halving the percentage of personas with income of less than 1 US dollar a day 
between 1990 and 1015” to the "population in extreme poverty according to national standards”.) This is aggravated by the fact that 
this lack of progress is concentrated in Latin American and Caribbean countries with a low to medium level of human development. 
In a study using the Sala-i-Martin (2006) calculation method, Latin America went from being home to 1.5% of the world’s people in 
extreme poverty in 1980 to 5.3% duirng 2000. 
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with respect to the potentially active population) and in employment rates, one of whose 
particularities is obviously the higher level of informal employment in lesser developed countries. 
At the same time, this data lends itself to interpretations and implications of the process of wealth 
creation and allows for the identification of contributions of relative effectiveness to this process. 
In Section 2 we noted the goal of the new EU cohesion policy of arriving at a 70% employment rate 
in all its regions, with requirements for training, creation of job opportunities, and educational 
reforms that incorporate the notion of employability. This goal involves making an evaluation of 
the implications of the requirements of a society that values knowledge as the basis of value 
creation and personal realization. The role of public policy is as notable as the need for an 
appropriate joint proposal that includes both formative and occupational aspects, as well as 
adjustments according to the potential productive activities of each society.  

Although it is outside the scope of this study to compare the degree to which success in these 
dimensions of development strategies is an important ingredient in the results of Asian economies, 
which for decades were behind several of their Latin American counterparts, it is important to 
comment on how the implications of a high level of inequality go beyond considerations of moral 
standards or equity. Distributive considerations are inseparable from efficiency concerns; they are 
linked together by mechanisms that have rated increasing attention and concern. For example, 
Rodrik (1995), in his analysis of some of the keys to success in the Asian countries, includes a 
counterpoint of the evolution of other Latin American countries, which were ahead of East Asian 
countries in the 1950s but had been clearly surpassed by the 1990s. In addition to discussing 
well-designed industrial policies and the level of human capital, the author also stresses 
inequalities in the distribution of resources (including land) and income. In particular, he argues 
that an excessively unequal distribution of income could be a fetter on development in at least two 
ways: a) on one hand, if a high percentage of the population is on the threshold of poverty and 
living at a subsistence level, it is more likely that measures involving modernization and efficiency 
gains would have unwarranted short term social costs; b) on the other hand, an excessive 
concentration of wealth and power generates elite groups that jealously guard their privileges; these 
groups are able to block modernization and reform that would be valuable for the whole country 
but that would affect certain privileged positions. Along similar lines, one of the arguments 
proffered by the World Bank (2005 b) in insisting on the role of equity in development is the 
inefficient institutional design that is biased in favour of these minorities, which is likely to 
generate an excessive concentration of power and wealth.  

As noted in Section One, the increased and renewed emphasis on the role of institutions in 
economic growth also has consequences for the issues presented here that are especially applicable 
to the problems of Latin America in many cases. They are not only relevant because of the role of 
institutions in general, as summarized by Acemoglu-Johnson-Robinson (2005), with examples of 
cases that are highly relevant to the Americas, but also because the main functions of these 
institutions ––generating adequate incentives and resolving conflicts–– are in the midst of 
processes of opening and integration that present a sphere of special application. The authors have 
insisted on ways of taking advantage of the new rules of a more open, integrated economy, which 
require adequate answers that should be forthcoming in corresponding incentives. They have also 
repeatedly warned of the emergency of potential distributive and social conflicts demanding a 
response that will avoid explosions and intolerable developments.  

In spite of the existing polemic regarding the relative weight of institutions as a cause of 
growth —in a debate that is sometimes dialectically exaggerated with other alternatives like trade 
integration itself or geographic factors in a broad sense—, it seems clear that inadequate, inefficient 
institutions can hinder the exploitation of potential integration advantages. Acemoglu (2006) has 
studied these aspects carefully, including the persistence of inefficient institutions and linking it to 
the interests of those who benefit from the status quo in maintaining positions of privilege and 
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control (in the form of entry barriers to particular activities, artificially inflated prices of certain 
strategic goods and other aspects). As formerly mentioned, even the World Bank (2005 b) explains 
how the lack of equity can become a fetter on development in different countries. This is due not 
only to the fact that excessive inequality marginalizes many people from fully utilizing their 
potential, such as people who don’t have sufficient education, health, or credit for fructification, 
but also to another powerful factor. In some countries, a high level of inequality is often 
perpetuated by institutions that display bias in awarding benefits to particular minorities, thereby 
blocking or slowing down the adoption of modernizing reforms that would be beneficial to the 
country as a whole but that would involve the elimination or reduction of some of these minority 
privileges. It is not very difficult to find empirical counter arguments to such reasoning, and this 
same text from the World Bank draws on cases that are unlikely to contradict a heterodox 
approach. All in all, it seems that this problem makes it more difficult to implement adequate 
public efficiency and equity policies in the Americas than in Europe. 

Furthermore, the institutions and their level of quality increasingly appear in a number of 
different analyses connected with the issues of opening, integration or internationalization. Thus, Do 
and Levchenko (2005) —economists affiliated with the World Bank and the IMF, respectively— put 
forth a political economy argument potentially applicable to certain realities with low institutional 
development that is an exception to traditional arguments in favour of trade liberalization. They 
pose the case of a trade opening only exploited by a reduced number of big national businesses that 
would see their own weight and power in the national economy increase, companies that at times 
may prefer less than optimal institutions that make it propitious for these powerful groups to take 
control of them, resulting in negative results in terms of both efficiency and equity. The results 
arrived at by Kehoe-Ruhl (2003) refer to the central role of the extensive margin, understood as the 
incorporation of the exportation of new products and sectors in the wake of regional integration 
agreements. This margin may be interpreted as indicative of the importance of its catalytical 
character, regardless of distortions and privileges propitiated by changes in the game rules 
associated with regional integration schemes by those who wish to benefit from them. In any case, 
it is important to note the profound implications of the kind of training, abilities and qualifications 
that should be potentiated in the educational system in order to take advantage of this dynamization 
propitiated by a trade opening framework.  

Acemoglu-Robinson (2006) argues the lasting nature of the distortions associated with 
control by particular elites and their tendency to fetter economic development. From the 
perspective of the effects of capital mobility, studies like the one done by Alfaro et al. (2005) also 
underscore the quality of institutions as the key element, establishing important differences in 
results. Elson (2006) points to institutional factors at the same time that he explains how East Asia 
surpassed Latin America in the last half century. He uses the term “reversal of fortunes”, brought 
up to date by Acemoglu and his co-authors. 

Esteban-Ray (2006) broadens the concepts of inequality as a hindrance on development, 
discussing the habitual nature of lobbying activities with governmental agencies to obtain licenses, 
authorizations, permits and other papers in developing economies with interventionist or regulatory 
traditions, but also in developed economies. He stresses that such activities require an enormous 
amount of effort and resources that may not only depend on the productive efficiency involved in 
the use of resources, but also on wealth or power. Thus, an asymmetric distribution of these, 
especially in a context in which the applicants have more precise, available information about the 
true efficiency of their proposals than the administrations do, may lead to granting licenses or even 
public resources that are not optimal, either from the standpoint of efficiency or from a social 
perspective. For this reason, measures favouring deregulation, the reduction of rent seeking, more 
effective competition and transparency in the operation of the public sector are valuable. 
Furthermore, as the European experience shows, these measures often go hand in hand with 
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international accords. In Europe, the deregulation of various sectors with powerful lobbies that 
already existed on the national scale has generated positive results in cases where these lobbies 
have not been replaced on the regional level in Europe. Even so, the policy of defending 
competition has been important and could also be significant in Latin America if difficulties and 
pressures of the political process can be overcome.  

4. Differential elements: The concepts of the integration process 

Another significant difference, at least for now, lies in the scope of the integration process itself, a 
key issue in the debate over the scope of the public policies that arte needed. It is important to 
remember that in the EU, the concern for cohesion increased as the spectrum of spheres subject to 
integration widened. For this reason, the European experience may provide an outline of problems 
that must be confronted in the event that the decision is made to advance or deepen the integration 
process.  

As a matter of fact, integration in the Americas is based more on confidence in levelling the 
playing field through commercial rules and, in some cases, investment, as well as on efficient 
results that are more or less automatically derived from all this. Although this statement may be 
viewed as an exaggeration, it is clear that commitments to macroeconomic coordination, 
redistributive concerns, the supranational regional institutional framework, and extra-economic 
dimensions of the integration process have been much less substantial than in the EU.  

Necessity, problems of macroeconomic coordination in Latin America and a comparison of 
these aspects with those of Europe have been thoroughly analyzed by Machinea-Rozenwurcel 
(2005). Although possible reasons exist for requiring less coordination due to a lower degree of 
interdependency, the advances of global integration and the absence of exchange references such as 
those linked to the traditional Bretton Woods system, as well as the enormous increase in the 
international mobility of capital, including experiences of ‘contagion effects’, make it necessary to 
put forth a renewed proposal for the utility of macroeconmic coordination and the great difficulties 
associated with it, although it is also important to be aware of the difficulties derived from the 
absence of coordination.  

According to the documentation of the aforementioned authors, as shown in the data in 
Table 5, although the degree of commercial interdependence has tended to show light growth, as 
measured by the weight of intraregional trade, its magnitude has stayed substantially lower than 
that existing in the European Union, both before its expansion in 2004 and afterwards.  

Likewise, it is important to explicitly show the dynamic interaction between trade integration 
and coordination. As has been pointed out, insofar as integration increases, the cost of negative 
externalities also rises, although, once again, the European experience is valuable. In the EU, the 
Stability and Growth Pact associated with the initiation of the euro, whose purpose was to impede 
that a country’s excessive deficit would exert pressure leading to a rise in interest rates to the 
detriment of everyone, has experienced difficulties and noncompliance.  

It is worthwhile to emphasize the way in which indirect coordination provides a common 
focus on a higher degree of stability and macroeconomic solvency, which eliminates divergences 
associated with chronic instability. The demand for stability may provide one of these indirect 
mechanisms. A similar role could be played by the adoption of joint economic-financial projects 
and goals, such as those derived from the Financial Stability Forum or initiatives such as Basel II. 

And, from a broader perspective, the adoption of shared goals such as the Millennium 
Development Goals (MDG) provides a common reference point. The binding effect of projects 
sponsored by the United Nations, such as the MDG, are highlighted, as well as the role of 
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providing consulting and coordination that the Economic Commission for Latin America and the 
Caribbean (ECLAC) can play colaterally in the region and in regional accords. 

 
Table 5 

MERCHANDISE TRADE IN CERTAIN REGIONAL ACCORDS: INTRARREGIONAL AND INTERREGIONAL 
COMPONENT 

Value (billions of dollars) Percentages 
 

2003 2004 1990 2000 2003 2004 

European Union       
(15 members)       
Exports 2 901      
  Intraregional 1 795  64.9  61.9  
  Extra regional 1 105  35.1  38.1  
Imports 2 920      
  Intraregional 1 801  63.0  61.7  
  Extra regional 1 119  37.0  38.3  
European Union       
(25 members)       
Exports  3 714     
  Intraregional  2 510    67.6 
  Extra regional  1 204    32.4 
Imports  3 791     
  Intraregional  2 510    66.2 
Extra regional  1 281    33.8 
Mercosur 
(4 members) 

      

Exports  136     
  Intraregional  17 8.9 21.0  12.6 
  Extra regional  118 91.1 79.0  87.4 
Imports  94     
  Intraregional  18 14.5 19.8  19.1 
  Extra regional  76 85.5 80.2  80.9 
NAFTA (3 members)       
Exports  1 324     
  Intraregional  740 42.6 55.6  55.9 
  Extra regional  584 57.4 44.4  44.1 
Imports  1 997     
  Intraregional  706 34.4 39.6  35.3 
  Extra regional  1 291 65.6 60.4  64.7 
Andean Community       
(5 members)       
Exports  73     
  Intraregional  7 4.2 8.9  9.3 
  Extra regional  66 95.8 91.1  90.7 
Imports  51     
  Intraregional  8 7.7 13.8  16.1 
  Extra regional  1 086 92.3 86.2  83.9 

/Continued 
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Table 5 (Conclusion) 
       

Value (billions of dollars) Percentages 
 

2003 2004 1990 2000 2003 2004 

ASEAN (10 
members) 

      

Exports  552     
  Intraregional  128  20.1  23.1 
  Extra regional  424  79.9  76.9 
Imports  500     
  Intraregional  115  16.2  23.1 
Extra regional  385  83.8  76.9 

Source: Compiled on the basis of tables I.10 of International Trade Statistics 2004 and 2005 published by the World Trade 
Organization. 

 
In any case, the studies generated in multilateral bodies regarding the DR-CAFTA 

integration process, like those already cited by Rodlauer-Schipke (2005) and Jaramillo- Lederman 
(2005), highlight the role of coordination and, to some degree, institutionalization, but tend to elude 
aspects of supranational proposals for cohesion policies. In the best of cases, in the World Bank 
analysis Jaramillo-Lederman comment on certain aspects of redistributive and compensatory 
policies on the national level. When it comes to analyzing the effects, strategies and responses to 
trade integration processes and regional accords, there is one important difference between the 
studies based on the European concept and those of the Americas, especially those of the 
United States. In the former a quantification of possible international solidarity and transference 
arrangements emerges naturally, whatever the final evaluation of the quantity and desirability may 
be. In the latter this issue does not tend to appear, probably for a question of principle that makes it 
unthinkable. This contrasts with evaluations of monetary integration processes, especially with 
regards to ways of confronting asymmetric clashes. In these evaluations it is common to 
counterpose weighted estimates of implied resources in the fiscal federalism mechanisms of the 
United States with respect to mechanisms that have a similar function in the EU. Truly, as 
mentioned in the previous section, a preliminary estimate of the quantities required to endow 
regional trade accords with international cooperation mechanisms seems feasible in the event that 
there is the least bit of reasonable political will, and less problematic than that which is factually 
derived from its almost total absence in the debates. In addition to institutional and conceptual 
factors that we will take up later in this text, socio-political aspects like those discussed by 
Kindleberger seem to play a key role in which the essential difference between international and 
internal issues may be that the first involve relationships between “our own” and “the others,” so 
that aspects such as cohesion and solidarity only apply to “our own”. Whether or not integration 
agreements are only business between “our own and the others” or whether they imply a 
commitment to treat us reciprocally like “our own” seems to be the key distinction.  

a) Less institutionalization 
In a different sense, it is also obvious that regional agreements in the Americas are endowed with 
much less of an institutional framework than in the EU. There are even some Europeans who 
consider the communitary bureaucracy excessive, as when they refer to “eurocrats” or “Brussels”. 
There is a Council, a Commission, a Parliament and a multiplicity of bodies that are well-supplied 
with administrative and financial support, with a notable degree of normative and documentary 
activity (the EU website, www.europa.eu.int, is sometimes cited as being the most extensive in the 
world), which poses risks of interventionism or excessive regulation. But it presupposes initiative 
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and safeguards for the proposals and commitments to integration accords, without ignoring periodic 
conflicts between member states. On the other hand, the regional accords in the Americas are 
practically devoid of a comparable institutional presence; they are limited to an office and 
mechanisms for exchanging information and maintaining a minimum level of coordination. Even 
without attaining the organization level that exists in Europe, which is based on a different concept 
of integration mechanisms than that held beyond continental borders, the consolidation of more 
solid and stable institutional mechanisms, capable of acquiring the respect and credibility of 
member nations, would be desirable for reinforcing and supervising the problems associated with 
integration accords.  

It must be reiterated that the European experience (not only that of the EU, but also other 
initiatives like the European Council or the European Economic Area) incorporates a plurality of 
institutional levels, with different degrees of commitment and different spheres, some of which are 
relevant to this point, as is the case with socio-labour integration. This multiplicity of institutional 
levels certainly articulates a “multi-speed Europe,” which may at times seem complex and limited 
in its effectiveness, but which, in other cases involving delicate, complex issues, has often been a 
way of keeping lines of advance open. 

In summary, institutions committed to integration goals and less vulnerable to local and 
national pressures can play a valuable role, especially in the spheres in which national economic 
and political processes are frequently and easily blocked. Acquiring credibility and political 
backing from governments, social agencies and the general public is an important requisite for 
operating effectively. In any case, coordination and communication with regional institutions that 
are not associated with regional accords is not only necessary, but can also be a way of achieving 
credibility and qualifications in the short term.  

b) Less commitment to cohesion, equity, convergence? 
In addition to casuistically evaluating the applicability of the European experience, the key 
question has to do with deeper underlying issues: What kind of integration is desirable and why? Is 
it only a matter of creating wider spaces for trade and investment or is a "deeper integration" 
sought, based on a conviction of its potential value with regards to improvement and 
modernization, in order to achieve the utmost progress and well-being for societies and citizens? 
Problems involving economic, social and political articulation are an object of growing concern. 
Does the integration process simply aspire to create a larger market or does it also aim to form a 
“club” based on values and institutions that are shared, to one degree or another, as they are in 
Europe (at least in principle)?  

The regional accords in which the United States participates are oriented, at least 
theoretically, towards “levelling the playing field,” without assuming more serious commitments 
with regards to possible social or distributive derivative effects; such agreements reflect confidence 
in some form of laissez faire. There are few, if any, provisions to this effect in other continental 
accords. This may seem contradictory to arguments stemming from what has been said up to now 
regarding a higher risk, even a higher probability, of notable asymmetries in processes of opening 
and integration in the Americas than in Europe. But the concepts, like the interests, weigh heavy.  

Recently, different analyses, including those of Bénabou-Tirole (2006) and Alesina-Angeletos 
(2005), have formalized the ways in which different concepts, differences in “beliefs,” can have an 
explanatory power and impact on the social and economic configuration, especially at the level 
perceived as adequate in redistributive policies. Concretely, Alesina-Angeletos refer to the role that 
beliefs or perceptions of equity or social justice play in choosing the redistributive policy of a 
society. This is also true of beliefs regarding social competition and factors that influence the 
determination of income, the fiscal system being part cause and part consequence. Thus, in 
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societies that place high importance on individual effort, the economic-political-social equilibrium 
will lead to low taxes and a low degree of redistribution. On the other hand, societies that prioritize 
factors like “luck” and “good relationships” (including corruption), will tend to prefer more 
redistributive systems, whose interventionist mechanisms will end up in “self-justification” for 
superstitions and beliefs, given that they offer a wider margin for corrupt practices or rent seeking. 
Survey analyses conducted by these authors identify a greater acceptance of inequality in people 
who believe in effort than in those who believe in luck and “connections”. These perceptions play 
an important role; equity is not only a matter of security, but also of justifying inequality. Evidence 
supporting this interpretation includes the fact that there is a higher demand for redistribution in 
Europe despite the fact that the distribution of income is less unequal there, even before taxes, than 
in the United States.9 

5. A formulation of alternative mechanisms 

At the risk of oversimplification, this section presents a simple way of formulating the plurality of 
alternative mechanisms for confronting the appearance of divergences. It gives a succinct 
description of an analysis based on the work of Tugores (2005, Ch. 13) concerning the interaction 
of market factors (with a focus on labour) and goods, the latter being affected by the higher degree 
of competition derived from the integration process. 

 
Figure 2 

DIVERGENCE AND SETTLEMENT MECHANISMS  

 
 

In each of its two parts, Figure 2 shows the labour markets of two countries, A and B, each 
with a short term, vertical labour supply and a labour demand that depends on the productivity 
value of labour. In the Figure, the differences in productivity ––starting out from the hypothesis 
that most frequently accounts for persistent divergences–– are those that lead to different real 
                                                      
9  Although analysts frequently speak of the “European model” as being more balanced in terms of efficiency/competitiveness and 

equity/social cohesion than the Anglo-Saxon models, more rigorous analyses, including that of Sapir (2005), confirm a plurality of 
social models (Nordic, Continental, Mediterranean, European Anglo-Saxon) in Europe that are affected in different ways by 
globalization and integration.  

Wage 
 

Wage 
 

Country A Country B Employment Employment 
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wages, in this case initially higher in Country A than in Country B: wa > wb. The other component 
in this formulation is a condition of “competition in the integrated market,” in which analogous 
products manufactured in both countries must have the same price when expressed by the same 
currency.  

One of the possible interpretations is that the productivity differences are pre-existent to 
integration, and in absence of trade flows and other factors (including migrations of people), each 
country has its own equilibrium, unrelated to the other.10 

Another useful interpretation is that, even starting out from similar situations, integration sets 
in motion some kind of cumulative causation mechanism, like those commented on in Section 1, 
leading to the emergence or amplification of divergences in post-integration equilibrium.  

This simple formulation allows for a unitary representation of several of the potential 
alternative mechanisms that may function between countries participating in opening and 
integration processes: 

a) First, the classic “expectation” that a tendency towards the equalization of factor prices 
would be associated, after integration, with the ability of the country with the lowest initial real 
wages (Country B) to attract greater capital investment flow that could boost productivity once 
more, pushing labour demand upward and to the right.  

b) Another classic option is that variations in the exchange rate would be reflected in 
productivity divergences, so that the countries that had suffered losses in productivity could try to 
recover it by altering the exchange rate. But it is a well-known fact, especially in Latin America, 
that abuse of this mechanism can set a vicious inflation/depreciation circle in motion with nefarious 
results in terms of instability and both economic and financial fragility.  

c) Another mechanism involves the mobility of people ––technically a labour factor––, 
which is to say migratory movements. Contractions in the labour supply of the country with the 
lowest real wages (pushing the labour supply line to the left in Country B) and additional demand 
(pushing the demand line to the right in country A) in the country with the highest salaries would 
be the counterpart of these migration flows. Some of the political and economic reticence factors 
have already been commented on in Chapter 1, but their importance ––and that of the remittances 
they generate–– is undeniable, as verified by World Bank data (2006). 

d) Structural policies, whether regional or cohesion, can be reflected in at least two ways. 
On one hand, the measures that effectively boost productivity in the territories with the most 
problems (Country B) —investment in education, infrastructure investment with multiplier effects 
and others— would be translated into an upward movement in labour demand Db, contributing to 
convergence. (Critics in Europe would add: if and when the diverted resources do not restrain the 
productivity of another territory, like Country A, and the efficacy and dragging effect of the 
resources transferred to Country B is assured.) On the other hand, regional measures with a 
dimension of mere transference presuppose a rise in income perception in Country B, with effects 
that would depend on a concrete instance. For example, an employment subsidy in Country B 
might represent an upward artificial demand movement Db, which means that the subsidy covers 
the differential between the perceived wage and productivity of labour (unchanged in the worst of 
cases).  

e) Likewise, this formulation makes it possible to reflect on the effect of the absence of 
specific acts —due to lack of will or commitment, or to political or economic problems–– or to 

                                                      
10  Generally speaking, differences in real wages can be associated with different positions according to labour demand (at the same 

time, a reflection of differences in productivity, as in the Ricardiano model or à la Melitz) or differences in position according to 
labour supply (a relative abundance of factors, as in arguments stressing factor endowment, à la Heckscher-Ohlin). 
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their inefficacy. Divergences would simply emerge in real wages, and, ceteris paribus, in income 
levels and quality of life. In certain ways, as previously mentioned, these divergences would be 
efficient responses of the economic system to different kinds of productivity and/or just differences 
in rewards for various factors according to their contribution to the wealth. In other ways, these 
divergences (at least those that go beyond determined thresholds or limits) could jeopardize 
cohesion; be perceived as inequitable insofar as the responsibility for their appearance or 
amplification does not fall on persons or factors affected by them, but is associated with other 
complementary factors (or the absence of these factors, such as a lack of adequate investments); or 
even generate resistance to the process itself, which is perceived as contributing to or amplifying 
such disparities.  
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IV. Conclusions 

The configuration of regional integration spaces and schemes is one of 
the features of today’s economy. There are many different factors 
involved, ranging from the search for favourable conditions providing 
access to wider markets to the search for alternatives and guarantees in 
view of the vicissitudes of multilateral trade negotiations. The former 
is especially true for countries that are the most important potential 
markets and that are in conditions at least equal to that of their 
competitors. In fact, problems associated with the proliferation and 
superimposition of regional areas have appeared, which require a 
"convergence of regional accords" (to use the terminology of ECLAC, 
2006) that makes the rules clear. 

These regional integration processes often have an explicit or 
implicit dimension that goes beyond strictly commercial issues. 
Aspects like investments; macroeconomic, monetary and exchange 
rate stability; and social, labour and environmental implications are 
increasingly important. Likewise, concerns over the impact of the new 
rules on economic dynamism are parallel to concerns over their effect 
on poverty reduction (or the failure to reduce it) and their impact on 
equity and social cohesion in terms of inequalities as well as access to 
development possibilities for individuals, groups, territories and 
regions.  

International trade analyses point up this duality between the 
positive aggregate effects of opening and integration processes, on one 
hand, and potential distribution and equity problems that must be 
confronted, on the other. This is valid both in traditional trade 
arguments based on comparative advantages and differences in factor  
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endowments —which continue to have explanatory potential for Latin America— and also in more 
recent developments that incorporate the idea of the "fragmentation of productive processes" and 
subsequent "specializations and exchanges in tasks and intermediate inputs,” as well as different 
forms of heterogeneity among the productive units participating in the international division of 
labour. The mobilization of productive forces that propitiate mechanisms of opening and 
liberalization (multilateral, regional or unilateral) are powerful, but their performance can generate 
or aggravate asymmetries that may not be resolved —at least, at an adequate socio-political 
rhythm— without complementary public policies. Likewise, public policies can contain a 
dimension that contemplates the mobilization of a country’s productive potential, as well as the 
generation or improvement of environmental conditions that are sufficient for making better use of 
the new realities and game rules, in such a way that efficiency (or competitiveness) and equity (or 
social cohesion) emerge as complementary forces, going beyond their habitually contradictory 
positions. In order to deal with globalization it is necessary to combine efficiency and equity, 
enterprising dynamism and social cohesion, so that the ECLAC notion of "productive 
transformation with equity" is gradually incorporated, whatever the terminology used, into the 
efforts of multilateral bodies and those of analysts of different persuasions. This is probably even 
truer in a world in which overall globalization mechanisms are superimposed on the operation of 
diverse regional integration processes.  

In the European integration process, the dimension of social cohesion has taken on more 
importance as a way of modulating the economic consequences of market unification. Insofar as the 
scope of those spheres affected by the integration process expanded, at the same time that the 
number and heterogeneity of the countries and territories participating in the integration process 
increased, it became more and more convenient and necessary to complement the results and 
effects of market mechanisms with cohesion policies in order to try to guarantee not only a higher 
degree of equity, but also a greater commitment to the involvement of different participants in the 
integration process. The regional policies, as well as regional dimensions and the cohesion 
dimensions of other policies, have gradually come to the fore, with notable success in the 
convergence between countries and with other results which, although controversial, are largely 
seen as positive at the regional level. The expansion of the European Union in 2004 (and the future 
configuration of the EU-27), considered along with a critical evaluation of the cumulative 
experience, have given rise, after intense debate, to the new cohesion policy for 2007-2013.  

Light and shadows from the past, along with future prospects for these policies in the EU, 
offer potential lessons for Latin America and the Caribbean. Due to the increasing heterogeneity 
that the EU must deal with, as well as to mechanisms better designed to guarantee efficacy 
regarding cohesion resources and policies, it may be possible to avoid eventual distortions, 
inefficiency, and, if it should arise, “capture” by special interest groups in institutional 
environments that require improvement. Complementary aspects appear in improvements in 
dynamism and progress, on one hand, and appropriate cohesion policies that accompany, but do not 
block or eliminate incentives for in depth reforms and modernization, on the other, thus providing 
opportunities for all individuals, groups and territories. Another important conclusion drawn from 
the experience of the EU is that the concern for cohesion, like the concern for efficiency, should 
not be merely the object of a few specific policies aimed exclusively at promoting it, thereby 
converting cohesion into a compensatory, or even a charitable mechanism. Instead, it makes sense 
to conceive of “the cohesion dimension” in the same way that “the efficiency dimension” is 
presented, as being present in multiple spheres, ranging from specific geographical regions to areas 
focused on training, industrial policy, infrastructure, environment, and even fiscal and 
macroeconomic affairs.  

There are important structural differences between the EU and the regional processes in 
America, in both the partial endeavours now underway and the continental FTAA project. The 
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heterogeneity introduced by the presence of the United States (and Canada) as a partner of one, 
several or, eventually, all of the Latin American and Caribbean countries is obvious, as is the 
higher degree of poverty and inequality in Latin America and the Caribbean.  But the lower level of 
commitment in America, at least up to now, with regards to issues like macroeconomic 
coordination and monetary, fiscal and/or exchange rate stability, marks significant differences. 
And, needless to say, the different conception of the integration processes, especially with the 
presence of the United States, discards or minimizes the role of explicit cohesion policies, as well 
as that of institutional support mechanisms for regional integration.  These differences may be 
more important than the relatively modest volume of reallocated resources that would supposedly 
be transplanted to the Americas by the adoption of the cohesion policies of the EU, which represent 
“only” 0.37% of the gross annual income of the EU on the horizon for 2007-2013. Most probably, 
the difficulties and reticence involved in extrapolating this volume of resources to eventual 
transfers between the United States and its Latin American and Caribbean partners in the 
framework of a continental integration process have more to do with principle than with quantity. 
In any case, there are critical economic and social reasons for a rigorous implementation of 
regional accords with cohesion mechanisms and policies in the Americas. The experience of the 
EU and its own historic evolution provides a point of departure that can be modulated and adapted 
to the specifics, necessities, priorities and restrictions of each particular environment.  

The situation in the Americas is complex. First, it is essential to clarify the meaning of 
“convergence”. Next, due to a greater structural imbalance and a higher degree of heterogeneity, 
the integration processes themselves superimpose more objective needs for public cohesion 
policies than in the EU. At the same time, however, due to previously mentioned factors, there are 
more politico-ideological difficulties in implementing such policies in America, at least in 
reproducing the current EU model. In view of this situation, of “greater need but more difficulties” 
the challenges are enormous. It is essential to be realistic in analyzing the alternatives, without 
abjectly considering restrictions as exogenous and/or putting the “a priori” label on proposals 
derived from the EU experience or from other original conceptions. Policies should be 
contemplated that can be adequately implemented in the context of each country, without failing to 
propose timely goals and actions in the framework of supranational integration processes, 
especially insofar as the scope of these processes can be amplified, as was the case in the European 
experience. The experiences of regional cooperation in solvent, credible supranational bodies and 
institutions can be highly useful in focusing debates and proposals.  

In addition to evaluating the feasibility of extrapolating European experiences, however, it is 
essential to debate the scope of the integration processes and the underlying political intention. 
This involves discerning whether or not the main goal is to merely expand trade market and 
investment spaces or whether it is to formulate an integration strategy that is both broader and 
deeper. In the first case, a “list” of asymmetries or difficulties must be resolved that are perceived 
as relatively undesirable “collateral effects” of the integration process, which, in turn, can be 
confronted with partial policies. If a commitment is made to a deeper process, however, the 
challenge of cohesion appears more clearly as a “shared concern”; it as seen as complementary, not 
accessorial or counterposed, to the challenge of efficiency and/or growth. It should be remembered 
that, in Europe, this option has required a long maturation process not exempt of difficulties, some 
of which still exist. In any case, a reading of the European experience can be fructiferous for Latin 
America and the Caribbean, especially that of Span and other countries that entered the integration 
process with relatively low income levels and inadequate socio-political structures. It provides a 
perspective on how to take advantage of the integration process itself, even in its initial phases, in 
order to generate a framework of reform and modernization of productive, institutional structures 
that propitiate modernization, not only economic and entrepreneurial, but also social and political, 
a modernization capable of galvanizing human potential, dynamism and progress.  
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In this scenario, an important step would be to insist on the advisability of reviewing these 
difficulties, while seeking appropriate solutions to American particularities in the articulation of an 
integration-convergence of regional processes, suitable institutionalization and the assumption of 
commitments regarding “governability”; such commitments should contribute to overcoming 
problems of inefficient and inequitable distortion in the operation of institutions. Interrelated 
commitments to trade integration, macroeconomic coordination, social cohesion policies, the 
provision of regional public goods, achievement of the Millennium Development Goals ––especially 
urgent in Latin America and the Caribbean–– and the experiences of contrasting regional bodies, 
especially the ECLAC, point to the most promising path.  
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APPENDIX 

Various indicators comparing European and American countries  

This appendix presents various indicator tables with separate columns for American and European 
countries, distinguishing between the members of the EU-27 (the current 25 members plus Bulgaria 
and Rumania) and some of the remaining European countries, both those classified as “high 
income,” like Switzerland, Norway and Iceland, and the Balkan and Central European countries, 
except for the microstates and Caucasian countries. Certain American countries are identified 
typographically, including those who have signed onto DR-CAFTA and full CARICOM members. 
Those EU-27 countries incorporated in 2004, when the shift was made from the EU-15 to the EU-
25, as well as Bulgaria and Rumania, are also identified.  

The selected variables are: a) the GDP with adjusted purchasing power parity as an aggregate 
indicator of the dimension of the economy; b) two GDP per capita indicators, in terms of PPP for 
the first, and the Atlas international comparison method (according to World Bank methodology) in 
both cases; c) the Human Development Index (HDI) created by the United Nations Human 
Development Programme, which measures qualitative aspects in addition to strictly economic 
aspects; and d) a competitiveness index called "Global Competitiveness" devised in the framework 
of the World Economic Forum. The countries are ordered according to the value of each indicator, 
but at the same time, the value of each is stated in order to introduce a “cardinal” dimension.  

Each indicator transmits information that is partial, yet complementary to the others, in such 
a way that a joint examination allows for a composition of place regarding the difference in the 
levels of income, development and competitiveness existent in European and American countries 
and on each continent. Instances of heterogeneity on each continent give an approximation of the 
difficulties de cohesion policies. The rise in heterogeneity derived from the expansion of the 
European Union in 2004 is portrayed visually, as is the higher level of heterogeneity in all 
processes in the Americas in which the United States is incorporated. The level of heterogeneity in 
Europe would surely be close to that of the Americas if the entire continent were included (in the 
segment with the lowest indicators, the Balkans, Belarus, Moldova, Ukraine, with an obvious set of 
politically and geographically complex problems in the case of Russia, and at the other extreme, 
Iceland, Norway and Switzerland, with the highest indicators). But the existence of an array of 
high-income, above average countries would still exist in Europe, with less polarization, as 
opposed to the Americas, where only the United States and Canada are in this category, along with, 
perhaps, a small insular country in one or another indicator.  

To be sure, the differences between intermediate levels on each continent are also clear. The 
divergences between continents regarding levels and degrees of heterogeneity make it necessary to 
be very specific and not to mechanically transfer proposals and mechanisms.  
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Table A-1 
PPP ADJUSTED GROSS DOMESTIC PRODUCT 2005 

Figures in billions of international dollars 

The Americas EU-27 The rest of Europe 

United States 12 409     
  Germany 2 417   
  United Kingdom 1 926   
  France 1 829   
  Italy 1 667   
Brazil 1 627    
   Russia 1 559 
  Spain 1 133   
Canada 1 061    
Mexico 1 052    
   Turkey 612 
Argentina 558    
  Netherlands 537   
  Poland 533   
Columbia 354    
  Belgium 337   
   Ukraine 320 
  Sweden 280   
  Austria 276   
  Greece 261   
   Switzerland 255 
  Czech R. 217   
  Portugal 212   
Chile 205    
  * Rumania 199   
   Norway 185 
  Denmark 185   
  Hungary 182   
Peru 174    
Venezuela 173    
  Ireland 169   
  Finland 163   
  Slovakia 88   
   Belarus 77 
  * Bulgaria 68   
Dominican R. 67    
   Croatia 58 
Ecuador 56    
Guatemala 56    
  Lithuania  52   
  Slovenia 44   
Costa Rica 43    

/Continued 
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Table A-1 (Conclusion) 
 

The Americas EU-27 The rest of Europe 

El Salvador 36     

Uruguay 35     
  Luxemburg 34   
  Latvia 31   

Paraguay 30     
    Bosnia H. 29 
Bolivia 26     
Panama 25     
  Estonia 21   

Nicaragua 20     

Honduras 20     

  Cyprus 18   

Trinidad T. 17     

    Albania 16 

Haiti 15     

    Macedonia 14 

Jamaica 11     

    Moldova 8 
  Malta 7   

Guyana 3     

St. Lucia 1     

Antigua B. 1     

St. Vincent and 
Grenadines 

1     

Source: World Bank, World Development Indicators database, July 1st, 2006. 

Note 1: In “the Americas” column, the DR-CAFTA member countries are in bold italics and the full-fledged CARICOM 
members in italics; in the “EU-27” column, the countries incorporated into the EU in 2004 are in italics, and those expected 
to join in 2007 are marked with an asterisk.  

Note 2: Not included are lesser economies and those for which sources lack sufficient data; in “the rest of Europe” column 
neither microstates nor Caucasian countries appear.  
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Table A-2 
PER CAPITA GROSS NATIONAL INCOME 2005 

Atlas method (figures in dollars) 

The Americas EU-27 The rest of Europe 

  Luxemburg 65 630   
    Norway 59 590 
    Switzerland 54 930 
(Bermuda)      
  Denmark 4 739   
    Iceland 46 320 

United States 43 740     

  Sweden 41 060   
  Ireland 40 150   
  United Kingdom 37 600   
  Finland 37 460   
  Austria 36 980   
  Netherlands 36 620   
  Belgium 35 700   
  France 34 810   
  Germany 34 580   
Canada 32 600     
  Italy 30 010   
  Spain 25 360   
  Greece 19 670   
  Cyprus 16 510   

  Slovenia 17 350   

  Portugal 16 170   
  Malta 13 590   

Antigua B. 10 920     

  Czech R. 10 710   

Trinidad T. 10 440     

  Hungary 10 030   

  Estonia 9 100   

St.Kitts/N. 8 210     

  Slovakia 7 950   

Mexico 7 310     
  Poland 7 110   

  Lithuania 7 050   

  Latvia 7 050   

Chile 5 870     
Venezuela 4 810     

St.Lucia 4 800     

    Turkey 4 710 
Panama 4 630     

Costa Rica 4 590     

Argentina 4 470     
    Russia 4 460 

/Continued 
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Table A-2 (Conclusion) 
 

The Americas EU-27 The rest of Europe 

Uruguay 4 360     

Grenada 3 920    

  * Rumania 3 830   

San Vicente and The 
Grenadines 

3 590     

Belize 3 500     

Brazil 3 460     
  * Bulgaria 3 450   

Jamaica 3 400     

    Serbia M. 3 280 
    Macedonia 2 830 
    Belarus 2 730 
Ecuador 2 630     
Peru 2 610     
    Albania 2 580 

Surinam 2 540     

El Salvador 2 450     

    Bosnia H. 2 440 

Guatemala 2 400     

Dominican R. 2 370     

Columbia 2 290     
    Ukraine 1 520 
Paraguay 1 280     

Honduras 1 190     

Bolivia 1 010     

Nicaragua 910     

    Moldova 880 

Haiti 450     

Source: World Bank, World Development Indicators database, July 1st, 2006. 

Note 1: In “the Americas” column, the DR-CAFTA member countries are in bold italics and the full-fledged CARICOM 
members in italics; in the “EU-27” column, the countries incorporated into the EU in 2004 are in italics, and those expected 
to join in 2007 are marked with an asterisk.  

Note 2: Not included are lesser economies and those for which sources lack sufficient data; in “the rest of Europe” column 
neither microstates nor Caucasian countries appear.  
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Table A-3 
PPP ADJUSTED GROSS NATIONAL INCOME 2005 

Figures in international dollars 

The Americas EU-27 The rest of Europe 

  Luxemburg 65 340   
(Bermuda)      

United States 41 950     

    Norway 40 420 
    Switzerland 37 080 
    Iceland 34 760 
  Ireland 34 720   
  Denmark 33 570   
  Austria 33 140   
  United Kingdom 32 690   
  Belgium 32 640   
  Netherlands 32 480   
Canada 32 220     
  Sweden 31 420   
  Finland 31 170   
  France 30 540   
  Germany 29 210   
  Italy 28 840   
  Spain 25 820   
  Cyprus 22 320   

  Greece 23 620   
  Slovenia 22 160   

  Czech Republic 20 140   

  Portugal 19 730   
  Malta 18 960   

  Hungary 16 940   

  Slovakia 15 760   

  Estonia 15 420   

  Lithuania 14 220   

Argentina 13 920     
  Poland 13 490   

  Latvia 13 480   

Trinidad T. 13 170     

    Croatia 12 750 

St.Kitts/ N. 12 500     

Antigua B. 11 700     

Chile 11 470     
    Russia 10 640 
Mexico 10 030     
Uruguay 9 810     

Costa Rica 9 680     

  * Rumania 8 940   
  * Bulgaria 8 630   

/Continued 
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Table A-3 (Conclusion) 
 

The Americas EU-27 The rest of Europe 

    Turkey 8 420 
Brazil 8 230     

    Bosnia H. 7 790 
Columbia 7 420    
Panama 7 310    

Grenada 7 260    

Dominican R. 7 150    

   Macedonia 7 080 

Belize 6 740    

   Ukraine 6 720 

St Vincent and 
Grenadines 

6 460    

Venezuela 6 440    

St. Lucia 5 980    

Peru 5 830    
   Albania 5 420 

El Salvador 5 120    

Paraguay 4 970    

Guatemala 4 410    

Guyana 4 230    

Jamaica 4 110    

Ecuador 4 070    

Nicaragua 3 650    

Honduras 2 900    

Bolivia 2 740    
   Moldova 2 150 

Haiti 1 840    

Source: World Bank, World Development Indicators database, July 1st, 2006. 

Note 1: In “the Americas” column, the DR-CAFTA member countries are in bold italics and the full-fledged CARICOM 
members in italics; in the “EU-27” column, the countries incorporated into the EU in 2004 are in italics, and those expected 
to join in 2007 are marked with an asterisk.  

Note 2: Not included are lesser economies and those for which sources lack sufficient data; in “the rest of Europe” column 
neither microstates nor Caucasian countries appear.  
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Table A-4 
GLOBAL COMPETITIVENESS INDEX 2005 

World Economic Forum 

The Americas EU-27 The rest of Europe 

United States 5.85     
  Finland 5.73   
  Denmark 5.73   
    Switzerland 5.67 
  Germany 5.56   
  Sweden 5.55   
  United Kingdom 5.51   
  Netherlands 5.39   
  France 5.39   
Canada 5.39     
  Austria 5.34   
    Iceland 5.34 
    Norway 5.31 
  Belgium 5.23   
  Ireland 5.22   
  Luxemburg 5.04   
  Estonia 5.03   

Chile 4.84     
  Spain 4.80   
  Czech R. 4.76   

  Slovenia 4.62   

  Portugal 4.60   
  Lithuania 4.51   

  Hungary 4.50   

  Slovakia 4.48   

  Italy 4.47   
  Latvia 4.46   

  Cyprus 4.40   

  Poland 4.38   

  Malta 4.34   

  Greece 4.28   
    Russia 4.10 
Argentina 4.09     
Costa Rica 4.08     
Brazil 4.08     
Columbia 4.07     
Mexico 4.07     
El Salvador 4.05     
  * Bulgaria 4.04   
Jamaica 4.03     
    Croatia 4.01 
Panama 4.00     
Trinidad T. 3.99     

/Continued 
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Table A-4 (Conclusion) 
 

The Americas EU-27 The rest of Europe 

  * Rumania 3.98   
    Ukraine 3.97 
Uruguay 3.95     
    Turkey 3.94 
    Macedonia 3.84 
Peru 3.83     
Venezuela 3.71     
    Serbia M. 3.67 
Ecuador 3.59     
    Bosnia H. 3.58 
    Moldova 3.57 

Dominican R. 3.56     

Guatemala 3.50     

Nicaragua 3.48     

Honduras 3.47     

    Albania 3.40 
Bolivia 3.39     
Paraguay 3.36     

Guyana 3.27     

Source: López-Claros, Augusto; Porter, Michel and Schwab, Klaus (dir), The Global Competitiveness Report 2005-2006 – 
Policies underpinning rising prosperity, World Economic Forum, Palgrave, 2005.  

Note 1: In “the Americas” column, the DR-CAFTA member countries are in bold italics and the full-fledged CARICOM 
members in italics; in the “EU-27” column, the countries incorporated into the EU in 2004 are in italics, and those expected 
to join in 2007 are marked with an asterisk.  

Note 2: Not included are lesser economies and those for which sources lack sufficient data; in “the rest of Europe” column 
neither microstates nor Caucasian countries appear.  
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Table A-5 
HUMAN DEVELOPMENT INDEX 

2003 data 

The Americas EU-27 The rest of Europe 

    Norway 0.963 
    Iceland 0.956 
  Luxemburg 0.949   
Canada 0.949     
  Sweden 0.949   
    Switzerland 0.947 
  Ireland 0.946   
  Belgium 0.945   

United States 0.944     

  Netherlands 0.943   
  Finland 0.941   
  Denmark 0.941   
  United Kingdom 0.939   
  France 0.938   
  Austria 0.936   
  Italy 0.934   
  Germany 0.930   
  Spain 0.928   
  Greece 0.912   
  Slovenia 0.904   

  Portugal 0.904   
  Cyprus 0.891   

Barbados 0.878     
  Czech Republic 0.874   

  Malta 0.867   

Argentina 0.863     
  Hungary 0.862   

  Poland 0.858   

Chile 0.854     
  Estonia 0.853   

  Lithuania 0.852   

  Slovakia 0.849   

    Croatia 0.841 
Uruguay 0.840     

Costa Rica 0.838     

  Latvia 0.836   

Bahamas 0.832     
Cuba 0.817     
Mexico 0.814     
  * Bulgaria 0.808   
Panama 0.804     

Trinidad T. 0.801     

/Continued 
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Table A-5 (Conclusion) 
 

The Americas EU-27 The rest of Europe 

Antigua B. 0.797   Macedonia 0.797 

    Russia 0.795 
Brazil 0.792     
  * Rumania 0.792   
Grenada 0.787     
    Belarus 0.786 
    Bosnia H. 0.786 
    Albania 0.780 
Columbia 0.785     
Venezuela 0.772     
St. Lucia 0.772     
    Ukraine 0.766 
Peru 0.762     
Ecuador 0.759     
St. Vincent and 
Grenadines 

0.755     

Paraguay 0.755     
Belize 0.753     
    Turkey 0.750 

Dominican R. 0.749     

Jamaica 0.738     

El Salvador 0.722     

Guyana 0.720     

Nicaragua 0.690     

Bolivia 0.687     
    Moldova 0.671 

Honduras 0.667     

Guatemala 0.663     

Haiti 0.475     

Source: United Nations Development Program, Human Development Report 2005 —International Cooperation at a 
Crossroads— Aid, Trade and Security in an Unequal World, Human Development Indicators UNDP, Ediciones Mundi-
Prensa, 2005. 

Note 1: In “the Americas” column, the DR-CAFTA member countries are in bold italics and the full-fledged CARICOM 
members in italics; in the “EU-27” column, the countries incorporated into the EU in 2004 are in italics, and those expected 
to join in 2007 are marked with an asterisk.  

Note 2: Not included are lesser economies and those for which sources lack sufficient data; in “the rest of Europe” column 
neither microstates nor Caucasian countries appear.  
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