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Trade among the ALADI countries has grown with exceptional
vigour so far in the 1990s, especially in the branches of metal
products, machinery and equipment, chemical products, and
foodstuffs, beverages and tobacco. In order for this dynamic
growth to be sustainable in the long term, these countries must
develop their intra-industry trade by promoting reciprocal supply
in those branches. The bulk of transnational productive capital
in Latin America is concentrated in those branches, and it is in
the metal products, machinery and equipment sector that the
swiftest increase in intra-industry trade takes place and the link
between the growth of intra-regional trade and a strong presence of
transnational capital is most marked. In‘the motor industry ~which
is a textbook example of these features— the existence of systems
and agreements which include elements of preference, and in
whose formulation the companies themselves have played a
leading role, has been essential for their survival and growth.
Examples of this are the rules governing trade in this field between
Argentina and Brazil and the areas subject to the regulations
governing assembly-type (“maquila”) activities in Mexico.
When shaping future strategies for open regionalism and the
most suitable arrangements for attracting foreign direct invest-
ment without giving rise to an improductive struggle among the
prospective recipient countries, what has been 6bserved in the
motor industry suggests that it is not only through economic
liberalization but also through special conditions agreed between
the firms involved and the members of a given integration scheme

that transnational productive capital can be attracted and retained.
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I

Introduction

Mutual imports among the ALADI countries,
measured as a percentage of their total imports, rose
from 10% to 17% between 1990 and 1993. Why did
this increase take place, and how sustainable can it be
in the long term?

There are increasingly clear indications that
these tendencies derive from a more than propor-
tional impact of the elimination of trade barriers
among countries which, because of their relative
proximity in geographical terms and their greater
physical integration, are registering lower and lower
transport costs. We could speak of the enhanced
overall result of two individual phenomena: the
“liberalization effect” and the “economic proximity
effect” (Garriga and Sanguinetti, 1994). The impact
on mutual trade has been all the stronger because the
recent free trade agreements have further accelerated
the intra-regional liberalization of the Latin American
countries.

Side by side with the free trade agreements,
however, systems of exceptions have continued to
operate, notably in the case of the motor industry. At
the subregional level, mention may be made of
Protocol 21 between Argentina and Brazil, while at
the hemispheric level there are the export processing
zones and the regulations governing assembly-type
operations between Mexico and the United States,
which continue to apply, at least temporarily, even
after the entry into force of MERCOSUR and the North
American Free Trade Agreement (NAFTA). The
transnational corporations are leading actors in this
growth of trade and are reorganizing their intra-
regional and intra-hemispheric forms of pruduction
specialization in order to take advantage of the econ-
omies of scale and of specialization offered by these
expanded markets. Although this process does
benefit from the general liberalization of markets, its
main boost comes from the forms of managed and
compensated trade established under the systems of
exceptions mentioned earlier.

O This article is based on Di Filippo, 1994.

The influence of the strictly economic elements
referred to above is accompanied by that of others
which are harder to.- quantify, such as cultural or
language affinity, or the easing of political tensions
between neighbouring countries which has been
observed with the return to democratic regimes in
Latin America.

With regard to the long-term sustainability of the
relative expansion of mutual trade, this will depend
to a large extent —at least in the strictly Latin Ameri-
can area— on the capacity of regional supply to satis-
fy the increased Latin American demand for imports
inherent in a process of sustained growth. In other
words, it will depend on the ability of that supply to
evolve towards manufactures or services with a high
income-elasticity of demand.

The growth potential of the regional market eas-
ily exceeds that of the external markets to which
most of the regional supply is directed. The long-
term growth capacity of the Latin American econ-
omies is a good deal higher than that of the
developed countries. In the present conditions of
liberalization, however, a definite pattern of intra-
industry trade is needed if all the countries participat-
ing in a mutual trade scheme are to satisfy their needs
with mutual exports and thus stimulate this type of
development. Unlike inter-industry trade —which is
the typical form of trade between central and periph-
eral countries— intra-industry trade makes possible
the sustained growth of trade among countries with
more or less similar levels of development and
relative factor endowments, through the proper use
of economies of scale and specialization.

This role of intra-industry trade in Latin Ameri-
can integration and in the encouragement of econ-
omies of scale and specialization is not something
new for ECLAC. Fully thirty years ago, it noted in this
respect that: “Economies of production scale which
cannot be enjoyed because of market limitations are
of significant importance in major industrial acti-
vities connected with the production of consumer
durables, capital goods, and basic intermediate pro-
ducts. These economies depend on various factors,
such as indivisibility of investments, lack of propor-
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tionality between increased production capacity of
plant and the cost of the necessary equipment, and
the possibility of incorporating modern technology
and some degree of specialization when working at
high scales of production”. “Regional integration will
directly help to solve all these development problems
due to market size. In proportion as this process ad-
vances, the types of production located in each of the
individual member countries will be able to enjoy the
potential demand of the entire integrated area. They
will consequently be able to set up modem plants
with optimum dimensions and suitable levels of spe-
cialization, and it will be possible to proceed with
industrialization in other branches where this is cur-
rently not possible within national markets alone”
(ECLAC, 1965).

This view set forth by ECLAC in the mid-1960s
has now been modified in two respects. Firstly, econ-
omic integration is no longer taking place as part of a
process of import substitution industrialization: the
aim now is to be compatible with a broad process of
opening up to the world economy and to contribute
to this. Secondly, intra-industry trade is no longer
promoted through sectoral economic complementa-
tion agreements, with strong intervention by govern-
ment bureaucracies in the distribution of production
tasks among countries, but now takes place through

II

the increasingly prominent role of private enterprise
(ECLAC, 1994 a and b). Even in those days, however,
ECLAC’s message was that, in order to be sustainable,
the process of trade integration in Latin America
needed a more than proportional growth rate of mu-
tual intra-industry trade. Today, this same basic pro-
posal ~which came into conflict with the principle of
static comparative advantages in vogue at that time—
is increasingly confirmed by the most recent aca-
demic lines of thought (for example, Krugman and
Obstfeld, 1994, chap. 6).

We will give the title “production integration
of Latin America” to the establishment of an intra-
regional division of labour which makes possible
the development of an increasingly diversified sup-
ply of industrial products by all the participants. The
empirically verifiable expression of the advance of
this process of production integration will be the
growth of intra-industry trade, not only among the
Latin American countries but with the rest of the
world as well.

This article provides background information on
the leading role played by transnational corporations
in the production of the goods -basically metal
products, machinery and equipment and chemical
products— which currently form the bulk of the
intra-industry trade of the Latin American countries.

Forms of production integration

In a previous paragraph, we described production in-
tegration as the establishment of an intra-regional di-
vision of labour which makes possible the
development of an increasingly diversified supply of
industrial products by all the participating countries.

A first form of production integration is the
intra-firm variety, which takes place among subsi-
diaries of the same transnational corporation. This
form is often called “international production” in
studies on transnational corporations (UNCTAD,
1993), and gives rise to intra-firm trade in the strict
sense.

A second form of production integration is prac-
ticed between transnational corporations of de-
veloped countries (or their subsidiaries) and local
firms to which they subcontract certain production

operations, subject to very precise technical specifi-
cations. Here, different types of alliances and agree-
ments are entered into which involve close technical
and production links between the transnational subsi-
diaries and the local subcontractors, and these rela-
tionships are known as “new forms of international
investment” (Kuwayama, 1992). In the motor indus-
try, the interrelations deriving from these alliances
are extremely complex.

Both of the forms considered so far have two
features in common: they involve intra-industry
trade, and they usually give rise to special trade ar-
rangements with full exemption from customs duties
(as in the free zones) or with tariffs calculated only
on the basis of the value added to the part or compo-
nent to be reimported by the original exporter (as in
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the case of assembly or “maquila” operations). These
special forms of tariff treatment are, on the one hand,
a recognition of the fact that what is involved is not
trade in the classical (“Ricardian”) sense, while on
the other hand they imply mutual preferences which
are typical of integration agreements or can promote
them. In addition, some of the sectoral agreements
currently in force include clear elements of managed
or regulated trade. These forms of trade are very fre-
quent between developed and developing countries,
and may be de facto forerunners of integration agree-
ments, as in the inclusion of Mexico in NAFTA. They
also occur between Latin American countries, invol-
ving transnational subsidiaries and local manufac-
turers of motor parts, as in the case of the agreement
on the motor industry between Argentina and Brazil.

The third form of production integration to be
examined here was actually the first to be observed
in the region, namely, the process of complementa-
tion of supply in specific branches of final products,
which gives rise to trade in products that belong to
the same branch or activity but have different specifi-
cations. This type of intra-industry trade was strongly
developed, for example, when the countries of the
present European Union specialized in very specific

II1

ranges or niches of production within broader bran-
ches of manufacturing. All these countries produced
machinery, household appliances and transport equip-
ment, for example, but all of different types and
quality levels. In this way, they were able to expand
their trade in manufactures in a more balanced and
dynamic manner, taking advantages of economies of
scale and specialization. They were also able to com-
pete in the rest of the world with their products and
managed to secure complementary market niches.

This balanced growth did not occur in other im-
portant lines of trade in the period since the war.
In its early studies, ECLAC clearly highlighted the un-
balanced nature of the trade between the central
countries and the countries of the periphery, which
exchanged primary commodities for manufactures:
unbalanced because of the long-term disparities in
the growth rates of demand for these two types of
products. Nor was it structurally viable to hope to
maintain a balance in the mutual trade of countries
which were traditional commodity producers, be-
cause the lack of diversity —and of diversification— of
the exportable supply rapidly sapped the dynamism
of such trade.

Foreign direct investment

and the recipient markets

When an effort is made to identify the links between
integration and the behaviour of foreign direct invest-
ment (FDI), the inflow corresponding to the transna-
tional corporations already installed in the region
immediately stands out. In this respect, estimates
corresponding to the early 1990s indicate that the
accumulated FDI in the member countries of the Latin
American Integration Association (ALADI), at book
value, amounted in 1990 to US$92 billion at current
prices, while the inflow in the same year was ap-
proximately US$7.5 billion at current prices (about
8% of the accumulated FDI). Of this total stock of
foreign capital, 73% corresponded to Brazil and
Mexico (87% if Argentina and Chile are added).

In this section, an attempt will be made to
answer a number of questions regarding the links be-

tween the presence of transnational corporations in
Latin America and the regional integration process.
The generalizations made are based on the analysis
of five countries —Argentina, Brazil, Chile, Colombia
and Venezuela- which are considered to be fairly
representative of the tendencies observed in ALADI.
The situation of Mexico —which was left out of this
analysis for lack of information— has special features
which will be analysed later on, in section VL

At this point, some of the main questions may be
raised. Which are the production sectors that account
for the bulk of FDI in Latin America? In which of
these sectors does the ALADI market account for a
major share of total exports? For which of these
sectors has the ALADI market grown faster than
markets outside the region?

TRANSNATIONALIZATION AND INTEGRATION OF PRODUCTION IN LATIN AMERICA ¢ ARMANDO DI FILIPPO
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The answer to these questions is that in the coun-
tries in question (except for Chile) half or more of the
total FDI is located in the manufacturing sectors, and,
within these, mainly in the metal products, ma-
chinery and equipment sector (ISIC division 38) ! and
in chemical products (ISIC division 35). The more
rapid growth of the ALADI market for these product
branches has increased the interest of the transna-
tional corporations in expanding their supply in this
direction. For decades past, both branches have re-
ceived transnational investments in connection with
the domestic markets of a number of these countries,
and now the transnationals are restructuring their
operations to take advantage of the supra-national
scale of the markets emerging under the terms of the
integration agreements signed in the 1990s.

Another branch of manufacturing which is
worthy of mention is foodstuffs, beverages and
tobacco (ISIC division 31). Although to a lesser
extent, this branch also absorbs a by no means in-
significant percentage of manufacturing FDI. More-
over, recent press reports indicate an increase in
the presence of big transnationals in this field. The
proportion of total exports in this branch absorbed
by ALADI is not more than 20% (except in the case
of Colombia), but the share accounted for by the re-
gional market is growing faster than total exports in
this category.

The weight of these three branches (ISIC divi-
sions 31, 35 and 38) in total exports of manufactures
varies considerably from one country to another.

Thus, in Venezuela these branches account for
78% of total exports of manufactures, because of the
weight of the petrochemicals industry. In Argentina,
they form 70.3% of total manufactured exports, with
foodstuffs, beverages and tobacco predominating. In
Brazil, they represent 73.1% of such exports, mainly
due to exports of metal products, machinery and
equipment. In Colombia they account for 42.6% of
total exports of manufactures, with chemical pro-
ducts predominating, and finally, in Chile, they form
only 21.8% of manufactured exports because that
country’s main manufactured export line is basic
metal industries, where the contribution of FDI is very
small and most exports are to countries outside the
region (see table 2 below).

! United Nations International Standard Industrial Classification
(ISIC), Statistical Papers, Series M, No.4, Rev.2.

The priority attention warranted by these three
branches is due to their great capacity for supplying
the domestic markets of the countries where such in-
dustries are installed. Their present and future com-
petitiveness is supported first of all by the domestic
markets themselves and subsequently by the supra-
national markets emerging from the present integra-
tion agreements, on the basis of which they can
launch themselves into the hemispheric or world
markets. Consequently, their rate of growth is closely
linked with the rate of development of the countries
of the region. Although the income-elasticity of de-
mand for foodstuffs with some degree of processing
is lower than that of the other two branches, if the
region registers sustained growth of the product,
together with an improvement in income distribution,
the prospects for growth of the foodstuffs, beverages
and tobacco branch would nevertheless be quite
promising. It is in these three branches that the clo-
sest links are to be observed between FDI and Latin
American economic integration.

The data presented in tables 1 and 2 below (com-
piled at the national level) show that, even before the
wave of agreements signed in the 1990s, there was a
substantial recovery of intra-regional trade as from
1985, when the relative slump in that trade reached
its lowest point.

This change in direction of exports was par-
ticularly marked in the case of metal products, ma-
chinery and equipment and chemical products,
where transnational corporations predominate. In
the 1990s, the formal entry into effect of integra-
tion agreements gave further strength and stimulus
to a process which had begun in the second half of
the 1980s. The cases of intra-industry trade ana-
lysed below confirm that the transnational corpora-
tions to some extent anticipated the signing of
those bilateral or subregional free trade agreements
and began their own process of de facto integration
either before or at about the same time. Conse-
quently, if there was a growing process of absorp-
tion of these products in the ALADI market even
before liberalization became a general phenomenon,
it is easy to understand the rapid growth of this trade
as a result of the implementation of the policies
which are being applied in the 1990s.

TRANSNATIONALIZATION AND INTEGRATION OF PRODUCTION IN LATIN AMERICA * ARMANDO DI FILIPPO
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IV

Analysis of national case studies

In this section, we will look at five Latin American
countries —~Argentina, Brazil, Chile, Colombia and
Venezuela- in order to determine the branches which
have received most FDI (table 1), the main destina-
tions of the exports of those branches, and the bran-
ches which have grown most rapidly in the ALADI
market (table 2).

This analysis was carried out as follows. An ana-
lysis was made of the branches corresponding to ISIC
divisions that absorbed more than 5% of the FDI in
the production of goods, and within them two major
groups were distinguished. On the one hand, there
were the branches which accounted for the bulk of
the manufacturing FDI, much of whose production
goes to the ALADI market. These branches were
chemical products and metal products, machinery
and equipment (ISIC divisions 35 and 38). On the
other hand were the other primary or manufacturing
branches, with proportions of foreign capital which
varied according to the countries and with exports
directed mainly to markets outside the region. Within
this second group, in which natural-resource- intens-
ive activities predominate, there are some branches
(such as foodstuffs, beverages and tobacco) which
receive a growing share of FDI and are increasing
their penetration of the ALADI market.

1.  Argentina (1985-1989)

Up to the end of 1993, there were no more recent
estimates for this country, broken down by branches
of economic activity, which could be compared with
the export data. In 1989, 18.8% of total FDI in the
production of goods was concentrated in the primary
sector. If other natural-resource-intensive manufac-
turing activities are added to this figure, this gives a
total of 35%, and 70.3% of all exports came from
these branches. Moreover, some 70% of the exports
in question went to destinations outside the region.

The branches corresponding to ISIC divisions 35
and 38 received 49.6% of total FDI and produced
19% of all exports of goods, while 42% of the total
exports of division 35 and 55% of those of division
38 went to the ALADI market.

Total exports of the chemical products and metal
products, machinery and equipment branches in-
creased by US$260 million, while exports to ALADI
rose by US$376 million. Of the overall increase in
Argentina’s total exports of manufactures, 32% was
due to exports by these two branches to ALADI.

2. Brazil (1985-1991)

Of the total FDI in the production of goods accumu-
lated by the end of this period, only a meagre 4.3%
corresponded to the primary sector, thus highlighting
the fact that in that country export agriculture is fun-
damentally in Brazilian hands. If FDI in some natural-
resource-intensive manufactures is added to this
figure, this gives a total of 23.3%. The percentage of
total exports corresponding to these branches was
55.3%, while exports to destinations outside the re-
gion came to between 79% and 94% of the total,
depending on the branch in question.

The chemical products and metal products, ma-
chinery and equipment branches accounted for 65%
of total FDI in the production of goods. The exports of
these two branches represented 32% of total exports
of goods, went to more diversified destinations, but the
proportion of sales to ALADI was not particularly high.

In terms of export growth, however, the ALADI
market has been vital for the expansion of these bran-
ches. The net increase in total exports for the two
branches in question was US$1 155 million, while
the increase in sales to ALADI came to US$1 690 mil-
lion and made up for the decline in exports to mar-
kets outside the region (Di Filippo, 1994). The increase
in exports to ALADI in the case of these two branches
was not only US$535 million more than the growth of
exports to the world as a whole but also generated 54%
of the overall increase in Brazil’s total exports of manu-
factures to the world as whole during the period.

3.  Chile (1985-1990)

In Chile, 78% of total FDI in the production of goods
was concentrated in the primary sector. There is
little presence of transnationals in natural-resource-
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intensive manufactures, while the foodstuffs, bever-
ages and tobacco branch received some 5% of FDL
These two branches (primary commodities + food-
stuffs) accounted for 37.4% of total exports of goods.
In neither case did exports to ALADI represent more
than 15% of the total.

The most important branch in terms of exports of
manufactures was basic metal industries, which re-
ceived only an insignificant percentage of FDI but
accounted for over 60% of exports of manufactures.
The total exports of this branch increased by
US$3 230 million, but those directed to the ALADI
market went down by US$21 million; the Latin
American region absorbed less than 5% of the total
and showed little dynamism.

The ALADI market grew a little more in the case
of foodstuffs, beverages and tobacco, where total ex-
ports increased by US$418 million (82%) and ex-
ports to ALADI grew by US$82 million (216%).

The chemical products and metal products,
machinery and equipment branches behaved quite
atypically compared with the other countries ana-
lysed. The first-named branch absorbed less than
6% of total FDI and the last-named one less than 3%.
Although they did not reach the threshold level of
5% adopted in this article, they have been included
in the analysis because of their strategic role in all
industrialization processes. Their respective shares
in total exports were also small (4.2% and 1.5%).
However, the ALADI market was the most important
one for these branches, absorbing over 40% of their
exports.

We thus see that these two branches had little
weight (less than 4%) in the increase in Chile’s ex-
ports of manufactures (this meagre figure may be
compared with 54% for Brazil, 32% for Argentina, or
even 16% for Colombia). Nevertheless, in the course
of the period the chemical products branch increased
its total exports by US$224 million (159%), while its
exports to ALADI grew by US$108 million (256%).

4. Colombia (1985-1991)

In this country, total FDI in the production of goods
has been strongly concentrated in the primary sector
(50%). If natural-resource-intensive activities which
receive more than 5% of the total FDI in goods pro-
duction are added to this, the figure rises to 62.4%.
Exports from these branches represented 64% of total
exports of goods.

The ALADI market absorbed only a very small
proportion of the exports of the primary sector
proper, but it received a substantial share of natural-
resource-intensive manufactures.

The branches corresponding to ISIC divisions 35
and 38 absorbed 31.6% of FDI, and their exports
represented 13.3% of total exports. ALADI is a very
important market for these exports, of which it
absorbs some 40%.

The most important export manufacturing bran-
ches were leather products and textiles, which ac-
counted for 33.4% of total manufactured exports, but
as they only received 2% of total FDI they were not
included in the figures referred to in the previous
paragraph. The main market for these branches was
not Latin America but the European Union, followed
by the United States.

The Colombian chemical products branch be-
haved like the corresponding branches in Argentina
and Brazil in terms of the destination of its exports.
Total sales to the world as a whole increased by
US$115 million (19.3%), while those to the ALADI
market grew by US$201 million (269.2%). In the
case of the metal products, machinery and equipment
sector, total exports rose by 287%, while those to the
ALADI market grew by 218%.

5. Venezuela (1985-1991)

In 1991, the Venezuelan primary sector only received
5.5% of total FDI. If the share of natural-resource-
intensive branches of manufacturing is added to this,
the figure rises to 37%. Altogether, these areas of
activity generated 64% of total exports of goods, but
in none of them was the share of the ALADI market
greater than 20% of total exports.

In the branches of manufacturing corresponding
to ISIC divisions 35 and 38, chemical products ab-
sorbed 34.9% of total FDI, while metal products, ma-
chinery and equipment accounted for 21.7%, making
a total of 56.6% of FDI in the production of goods.
In contrast with the branches referred to earlier, the
main destination of these two branches was the
United States, which absorbed 50.3% of total exports
of chemical products and 42.2% of total exports of
metal products, machinery and equipment.

The growth trends of the ALADI market for these
branches were similar to those observed in the case
of Argentina and Brazil, however. Total exports of
manufactured chemical products went' down by
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US$823 million, which was only partly offset by the
increase of US$209 million in exports to ALADI. Ex-
ports of metal products, machinery and equipment,
for their part, grew by US$88 million (55%), while
exports of these goods to ALADI grew by US$44 mil-
lion (187%), thus accounting for 50% of the growth
in exports in this branch. '

Vv

Thus, although their absolute and percentage
weight is only quite small, these two branches found
a more dynamic market in ALADI than in the rest of
the world. Indeed, even at a more general level, the
exports of the branches accounting for most of total
FDI grew more in the case of the ALADI market than
in other world markets.

Integration, transnational corporations

and intra-industry trade

This section presents information which supports the
argument that intra-industry (Grubel and Lloyd,
1975) and intra-firm trade, especially in the metal
products, machinery and equipment branches, is
one of the main driving forces for the expansion of
mutual trade among the large and medium-sized
countries of South America. It also emphasizes, how-
ever, that in order to be sustainable this expansion
process needs mechanisms to promote and balance
that trade. In view of the leading role of the transna-
tional corporations in these branches, the use of sec-
toral economic complementation agreements can be
a fundamental mechanism for sustainable expansion.
In the paragraphs below, an analysis is made of
trends in intra-industry trade between pairs of coun-
tries in the branches which have received most FDI,
and special reference is made to the agreement be-
tween Argentina and Brazil on the motor industry.

1. Intra-industry trade between Argentina and
Brazil

A good example of the foregoing is the recent evol-
ution of intra-industry trade between Argentina and
Brazil (table 3). This example is very significant be-
cause the bilateral trade link between these two coun-
tries is the most important of all the ALADI trade
flows and is, of course, the basis for the expansion of
MERCOSUR. The two branches of manufacturing
which absorb most FDI are chemical products and
metal products, machinery and equipment. The share
of the first-named of these in overall mutual trade has
been going down, but the share of the second has
significantly increased.

Thus, in 1984 the share of this second branch in
bilateral trade was 15%, but in 1991 it had risen to
26%: the most rapid growth observed at this level of
disaggregation. This branch was also one of those
which most significantly increased its coefficient of
intra-industry trade: from 30.9% in 1984 to 63.2% in
1990 (Lucangeli, 1992 and 1993; Di Filippo, 1994).

A high and growing coefficient of intra-industry
trade is a necessary, but not of itself sufficient, condi-
tion for the sustainable expansion of mutual trade.
Thus, for example, in the chemical products branch
the coefficient of intra-industry trade between Argen-
tina and Brazil rose from 18.2% in 1984 to 67% in
1990, but over the same period the share of this
branch in total trade between those two countries
went down from 18.7% to 11.7%.

2. Intra-industry trade between Colombia and
Venezuela

In both Colombia and Venezuela, the two branches
of manufacturing which have received most FDI are
chemical products and metal products, machinery
and equipment. Trade in these two branches between
these countries forms the bulk of their bilateral trade
in manufactures, but the share of the first branch has
increased, whereas that of the second has declined.

Thus, the share of metal products, machinery
and equipment in mutual trade between the two
countries went down from 20.1% to 11.3% between
1981 and 1988, but its coefficient of intra-industry
trade rose from 37.9% to 94.2%.

Over the same period, the share of the chemical
products branch rose from 21.2% to 48.6%, while its
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TABLE 3
Argentina and Brazil: Mutual trade in significant product groups, 1990 2
(Thousands of current dollars)

SITC/Rev.2 groups Total trade Intra-industry trade im:i‘f:g:;;r;t t(:.;d .
511  Hydrocarbons, n.e.s. 33 358 29 048 87.1
512 Alcohols, phenols and their derivatives 34 467 23 502 68.2
513 Carboxylic acids and their derivatives 19 275 11 028 57.2
514 Nitrogen-function compounds 21 097 15914 75.4
515 Organo-inorganic compounds 20 681 18 508 89.5
522  Inorganic chemical elements 37 054 14 442 39.0
523  Other inorganic chemicals 18 119 7 956 439
531 Synthetic organic dyestuffs 5 669 3 046 53.7
582 Condensation products 11212 8792 78.4
583 Polymerization products 39 930 36 378 91.1
591  Disinfectants, insecticides, fungicides, etc. 19 464 15 364 789
598  Miscellaneous chemical products, n.e.s. 15 080 13 478 89.4
625  Rubber tyres 19 375 17 396 89.8
641  Paper and paperboard 32 159 27 508 85.5
652 Cotton fabrics 5677 1812 319
674  Universals; plates and sheets 19 720 13 302 675
684  Aluminium 9597 8 678 90.4
695  Hand tools 12 317 4176 339
713 Internal combustion engines 37 638 29 346 78.0
723 Civil engineering plant and equipment 10 222 7292 71.3
728  Other machinery and equipment, specialized 9 296 4 396 473
741  Heating and cooling equipment 7075 6950 98.2
742 Pumps for liquids 11 444 8 684 759
743 Pumps and compressors 16 553 16 066 97.1
745  Other non-electrical machinery and tools 16 774 12 292 733
749  Non-electrical parts and accessories of machinery 16 120 11 762 73.0
752 Electronic data processing equipment (computers) 10 961 8 624 78.7
772 Electrical switchgear and equipment 5161 2 516 48.8
775 Household appliances 5849 4984 85.2
778 Electrical machinery and apparatus, n.e.s. 14 467 11 468 793
784 Motor vehicle parts and accessories 96 297 90 286 93.8
882  Photographic and cinematographic supplies 16 952 6472 38.2

Source: Lucangeli, 1992.

? These “significant groups” correspond to SITC three-digit groups which registered a coefficient of intra-industry trade over 30 and total

trade worth over US$5 million.

coefficient of intra-industry trade rose from 61.1% to
90.3% (Fuentes and Jaramillo, 1993).

3. Intra-industry trade between Mexico and
Colombia

Trade between Mexico and Colombia has evolved in
a similar manner to the preceding case, but in more
extreme terms. In Mexico and Colombia, too, the two
branches of manufacturing which received most FDI
were chemical products and metal products, ma-
chinery and equipment.

The share of chemical products in total mutual
trade in manufactures was 41% in 1981 and 77% in
1988. The respective coefficients of intra-industry
trade were 11.7% and 13.4%, with a big trade imbal-
ance against Colombia.

The share of the metal products, machinery and
equipment branch in mutual trade in manufactures
went down from 25.6% to 7.1% over the period in
question, and the respective coefficients of intra-
industry trade went down from 38.4% to 10.4%
(Fuentes and Jaramillo, 1993).
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4. Intra-industry trade and sectoral agreements:
the motor industry in trade between Krgentina
and Brazil

The growth of mutual trade in a given branch may be
accompanied by a decline in the coefficient of intra-
industry trade, if the bilateral balance in that trade is
upset. When this happens, the existence of sectoral
economic complementation agreements may help to
find balancing mechanisms that make possible sus-
tainable growth in the long term. This is what seems
to be happening between Brazil and Argentina in the
metal products, machinery and equipment branch
(1siIc division 38), especially in the case of the motor
industry. The presence of transnational corporations
seems to have played a key role in this process.

In the following paragraphs, we shall carry out
an analysis at the SITC three-digit level, * covering 32
groups which in 1990 registered a coefficient of
intra-industry trade over 30 and total trade over
US$5 million (table 3). Tiiese groups accounted for
two-thirds of total trade in manufactures. In the auto-
mobile parts group, where most of the capital is
transnational, the coefficient of intra-industry trade
was 93.8. Other groups with high coefficients were
internal combustion engines and tyres.

In 1991-1992 these coefficients of intra-industry
trade suffered a decline attributable to the growing
imbalance in trade in manufactures between Argenti-
na and Brazil. The biggest drop in the coefficient (by

VI

half) was in the metal products, machinery and
equipment branch. This may be because in 1990 the
motor industry had total trade of around US$150
million, of which US$120 was intra-industry trade. In
1991, trade in this branch trebled, but its index of
intra-industry trade went down to 69 because Brazil’s
exports to Argentina grew much more than those of
Argentina to Brazil.

In 1992 the motor industry trade imbalance be-
came even more marked, and the coefficient slumped
to only 40, with Brazilian exports worth US$900
million to Argentina, but only US$250 million in the
opposite direction. More recent data from the same
source —given in the Buenos Aires periodical El
Economista on 22 April 1994- indicate a substantial
trend towards a recovery in the trade balance be-
tween Argentina and Brazil, with a rise in the indexes
of intra-industry trade. Thus, in the case of trade in
manufactures in general, the coefficient stood at 50,
which was very close to the peak value in the series,
reached in 1990, while in the case of the motor in-
dustry the coefficient rose from 40 in 1992 to 76 in
1993. This recovery may be attributed to two main
factors: first, the need to fulfil the commitments
under the motor industry agreement between the two
countries (an example of the important balancing role
that sectoral economic complementation agreements
can play), and second, the expansion in Brazilian de-
mand for motor vehicles (Lucadngeli, 1992 and 1993;
El Economista, 1994).

Promotion policies aimed at the

transnational corporations

Generally speaking, it may be said that the effective
competitiveness of a firm stems both from its own
competitive advantages and from the surrounding
conditions of a local and national nature determined
by the country in which it is located (Porter, 1991;
Dunning, 1993).

2 United Nations Standard International Trade Classification,
Statistical Papers, Series M, No. 34/Rev. 2.

It is important to distinguish between these two
sources of competitiveness, because of their different
impacts on policy formulation. Thus, policies de-
signed to encourage foreign investment will tend to
concentrate on the creation of advantages of location,
while policies aimed at promoting the internationali-
zation of local firms must seek both to create advant-
ages of location and to generate specific advantages
of the firms themselves.

In short, the effective competitiveness of a firm
will depend on its specific competitive advantages or
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inherent advantages (Dunning, 1993) and on the ad-
vantages of location due to the place where it is lo-
cated. When a transnational corporation decides to
establish itself in a given host country, it brings with
it its own inherent advantages and expects to receive
the advantages of location from the host country.
Thus, countries must discover or create their own
advantages of location to make them interesting to
the countries which they selectively wish to attract.
In this case, in addition to establishing sectoral re-
strictions on the least desirable types of capital, the
selectivity mechanisms should seek to create advant-
ages of location specially designed to attract the most
desirable branches.

1. Export processing zones

The most direct way in which the governments of
developing countries have tried to create advantages
of location is through the establishment of export
processing zones. With this aim, advantages of loca-
tion for export-oriented manufacturing or assembly
firms are created in a geographically limited area
which is given extraterritorial status with respect to
the rest of the country. These areas usually include
installations and buildings which are offered for sale
or lease to the firms in question. The set of special
incentives offered for such firms includes tax and
tariff exemptions; freedom from foreign exchange
controls; exemption, automatic delivery or rapid pro-
cessing of all types of government permits or for-
malities, including the granting of visas to foreign
executives and managers; flexibility —or different
rules— in respect of the application of labour laws;
authorization to establish 100% foreign-owned firms;
provision of physical, energy and communications
infrastructure of higher quality than the national
average or specially designed for certain production
requirements, etc.

Around 75% of the export processing zones
which exist in the world are devoted to the produc-
tion of textiles, clothing or electronic goods, which
are among the most dynamic activities in world
trade.

The branches of production thus installed grad-
ually increase their technological content as the ex-
port processing zones become more firmly
established. Ultimately, some of these zones have
been improving their telecommunications infrastruc-
ture in order to create advantages of location for data

processing or computer-based activities (Jamaica,
Dominican Republic and Costa Rica) or have even
set up research and development installations
(Taiwan, Singapore and South Korea).

Although these zones have not been developed
to a very great extent in the ALADI countries, they
have grown spectacularly in Mexico, Central Ameri-
ca and the Caribbean, where they are an increasingly
important element in the economy. In Mexico, which
is the ALADI country where export processing zones
have acquired the greatest importance, the assembly-
type (maquila) activities which have grown up
thanks to the preferential tariff arrangements
granted by the United States now generate 41% of
total exports, the corresponding figures being 30%
in the case of Jamaica and 68% in the case of the
Dominican Republic.

Strictly speaking, the installation of such zones
means the creation of an extraterritorial enclave
which, in principle, can benefit the host country
through the generation of foreign exchange, the di-
rect creation of jobs, the incorporation of foreign
capital and advanced technology, or the training of
local labour. The creation of linkages between the
export processing zone and the rest of the national
economy is often frustrated, however, by the fact that
there is little or no capacity to spread these activities
to the rest of the country.

Clearly, although this form of promoting FDI
contributes to globalization, liberalization or even the
development of hemispheric preferences (as in the
relationship between Mexico and the United States),
it is hard for it to spread its benefits to the rest of the
national territory, and still less to promote regional
integration among the other ALADI economies.

Transnational corporations prefer to set up oper-
ations in export processing zones when these offer
them two types of advantages of location: first, lower
costs of labour, energy or other factors or inputs, and
second, proximity to a major centre of consumption,
which reduces transport costs for reaching it and thus
increases competitiveness. When firms located in an
export processing zone enjoy tariff preferences for
entering such a major market —as in the case of the
special maquila arrangements granted to Mexico by
the United States— the advantages of location in-
crease enormously for the firms installed there. How-
ever, the aim of these firms is not to integrate
themselves systemically into the production structure
of the host country, because they prefer their special
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extraterritorial status. They are only interested in tak-
ing advantage of very specific advantages of location
as part of strategies designed to maximize their profi-
tability within their own value-added chains.

In Latin America and the Caribbean, the import-
ance of export processing zones is to be seen at the
hemispheric level in the case of NAFTA, of which
Mexico is already a member, or the preferential trade
regimes that the United States has set up with Central
American and Caribbean countries. These preferen-
tial trade arrangements call for two comments. First,
they involve a significant component of managed
trade, previously negotiated with the transnational
corporations and designed to foster intra-industry
trade, and second, they raise some queries regarding
the benefits these agreements bring for the local
firms participating in them. These two comments
may be illustrated by examples taken from the func-
tioning of maquila activities in the Mexican motor
industry.

Since the end of 1989, the Mexican authorities
have done away with all restrictions on imports for
the automobile parts industry, but in order for auto-
mobile manufacturers to import finished vehicles
they must export vehicles or components of equival-
ent value. As we can see, this rule directly favours
the growth of intra-industry trade and, within this
branch, intra-firm trade in particular. In 1991 motor
assembly firms were allowed to import new vehicles
provided they could show that they had a surplus in
their international trade, thus introducing a mechan-
ism which is hardly compatible with the provisions
of the Uruguay Round on trade-related investments.
However, the position of the transnational corpora-
tions was strengthened by the decision to permit
100% foreign ownership of automobile part firms.

These are some examples of the managed nature
of the motor industry agreements between Mexico
and the United States. Thanks to these direct regula-
tions, however, the index of intra-industry trade in
the motor vehicle and motor vehicle parts industries,
taken as a single sector, has reached extremely high
levels. The signing of NAFTA has not brought about
the liberalization of this sector; instead, the validity
of these agreements has been extended for almost a
decade.

The Mexican automobile parts firms involved in
this process are showing some concern. To begin
with, they are impeded in their search for new export
markets, because the agreements which have been

signed oblige them to export through their transna-
tional partners who provide the technology. Second-
ly, as NAFTA enters fully into operation this opens
up the possibility that the owners of the technology
will prefer to produce in the United States —due to
domestic trade union pressures or other reasons, for
example— and to export directly to Mexico, thus
liquidating the Mexican motor parts firms which are
totally dependent on that technology. Thirdly, they
fear the competition of the United States transnation-
als themselves: General Motors has 26 assembly
plants in Mexico and plans to open others (Mattar
and Schatan, 1993, p. 111 et seq.).

In the other ALADI countries —that is to say, the
South American countries— the existence of export
processing zones could have a negative effect on the
progress of subregional integration schemes. Even
assuming that the products of such zones are con-
sidered as coming from outside MERCOSUR or the An-
dean Group, their geographical proximity to those
groups will increase their competitiveness because of
the lower transport costs of the firms located there,
which “export” within those areas. The fundamental
aim of schemes like MERCOSUR or the Andean Group
should be to harmonize and coordinate their mem-
bers’ rules on foreign investment, so that firms will
set up operations and establish commitments within
the expanded markets. In this way, the host countries
will be able to take full advantage of all the exter-
nalities deriving from the entry of these firms: an
objective which is partly frustrated when the firms
decide to establish their plants “on the margin” of
those areas in order to increase the trading competi-
tiveness of their exports to markets which, thanks to
the integration processes, are increasing in size and
dynamism.

In order to prevent the establishment of export
processing zones from becoming too much of a
temptation for the least industrially developed coun-
tries in certain subregional schemes, the most highly
developed members must formulate and adopt
measures to support the participation of all members
in an integrated form of industrial development based
on intra-industry trade (Paes Saboia, 1993). Such
support could be provided through cooperation in the
establishment of infrastructure or industrial parks
which would permit the creation of some advantages
of location, together with sectoral economic com-
plementation agreements to promote, among other
objectives, technical training and financial backing.
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2. Special arrangements. The motor industry in
Argentina

In contrast with the examples given above, which
present a hemispheric projection, in the Southern
Cone of Latin America transnational corporations are
making a decisive contribution to the expansion of
intra-regional trade.

Within MERCOSUR, among the activities where
there is heavy participation by transnational corpora-
tions, the motor industry of Argentina and Brazil is
also subject to an agreement set forth in Protocol 21.
Before we consider this matter, mention should be
made of the regulations in force in Argentina for the
motor industry, which are directly connected with
that agreement.

As from 1991, and with a period of validity ex-
tending up to 1994, a set of regulations on the motor
industry was adopted in Argentina which also applies
to the transnational corporations operating in this
sector, some of them in association with local capital.
These regulations stipulate, among other things, the
following: i) given maximum proportions of im-
ported content for products manufactured in the
country; ii) compensated trade commitments subject
to annual or multi-annual programmes; and iii) mini-
mum obligatory levels of content of products of the
automobile parts sector, regardless of the annual ex-
ports of the terminal firms.

These rules match others in the motor industry
agreement between Brazil and Argentina (Protocol
21), in which bilateral trade is regulated on the basis
of company-level integrated programmes, with mu-
tual trade quotas for vehicles and parts and exemp-
tion of this trade from customs duties. The aim is to
secure balanced mutual trade and complementation
of production in this area of activity: i.e., the expan-
sion of intra-industry trade in the sector.

As in the case of the relationship between Mexi-
co and the United States, these rules do not appear to
be compatible with the recent agreements of the Uru-
guay Round on trade-related investment measures,
which stipulate that foreign and domestic investors
must be treated in the same manner and that all quan-
titative restrictions on trade —such as the obligation to
export a given quota of production or to use domestic
inputs— must be eliminated.

With regard to the rules on the motor industry, a
recent study on this sector from the standpoint of the
Argentine economy (Chudnosky, Lépez and Porta,

1994, pp. 37-39) states that: “The export performance
of the motor industry is the result of the sectoral
regulations in force since 1991. For the terminals, the
incentive to keep on producing lies in maintaining
their leading position in the Argentine market. Thus,
it is generally agreed that if imports had been com-
pletely liberalized in this sector, local production qf
finished vehicles would have practically disappeared
(or would only have persisted in the form of assem-
bly activities). If this had happened, much of the mar-
ket now supplied by the terminals installed here
would have been taken over by other producers, es-
pecially from Asia. Although the firms concemed
have worldwide trading networks that could supply
the Argentine market with vehicles from other subsi-
diaries manufactured at lower cost, the higher cost of
local production is more than offset by a market
share much higher than they would have in a system
of supply based on imports. This appraisal of the situ-
ation is bome out by the fact that two of the terminals
are controlled by Argentine associates who are eb-
viously prevented from supplying the local market
from other locations. In fact, the sectoral regulations
in force not only secured the continued operation of
the existing terminals but also encouraged the return
of a United States terminal which had withdrawn in
the late 1970s and aroused the interest of several
Japanese motor firms which have announced plans to
set up plants in the country”.

With regard to the impact of the existence of
MERCOSUR on this system, the same study says: “It is
important to note that MERCOSUR is functional for
this industry in Argentina only as long as a special
system of managed trade persists; in other words, it is
not the general programme of tariff reductions for
intra-area trade which is the key factor, but the sectoral
scheme governing trade between Argentina and Brazil”.

What is needed, then, is to strike a reasonable
balance between respect for the most recent rules of
the Uruguay Round on trade-related investments and
the industrial policy mechanisms which have shown
themselves to be of decisive importance for promot-
ing trade among the ALADI countries. Obviously, the
idea is not to keep up hidebound forms of protection-
ism by force, but to avoid the premature adoption of
liberalization measures which would prevent the
firms already installed in the region from recovering
their competitiveness and would be fatal for such im-
portant industrial branches as those referred to in our
example.

TRANSNATIONALIZATION AND INTEGRATION OF PRODUCTION IN LATIN AMERICA ¢ ARMANDO DI FILIPPO



148 CEPAL REVIEW 57 « DECEMBER 1995

VII

Summing-up

By way of a brief summing-up of some of the basic
findings of this study, we may highlight the follow-
ing points:

Trade among the ALADI countries has grown
with exceptional vigour so far in the 1990s. This
greater vigour already began to be noted in the sec-
ond half of the 1980s, in the form of a gradual in-
crease in the share of ALADI in the exports of the
member countries of that scheme. The most dynamic
branches have been metal products, machinery and
equipment (ISIC division 38), chemical products (ISIC
division 35) and foodstuffs, beverages and tobacco
(@s1c division 31).

It is in these same branches that most of the
transnational productive capital in Latin America is
located. Of the three, however, it is in the metal pro-
ducts, machinery and equipment branch —and espe-
cially in the motor industry— that the link between the
growth of trade among the ALADI countries and the
strong presence of transnational capital is . most
marked. Something similar has occurred in the case
of Mexico, but at the level of intra-hemispheric trade,
with regard to the structure. of its exports to the
United States.

In the motor industry, which is the clearest
example of the above-mentioned features, there is a
very noticeable presence of arrangements and agree-
ments which go far beyond mere trade liberalization
and include a major element of preferential trade which
comes very close to the limits of the multilateral
trade rules accepted by GATT or even perhaps over-
steps them. Thus, these arrangements are not restricted
to the promotion of levels of mutual trade liberalization
which exceed the corresponding global levels, but

actually include explicit forms of protection-of the
activities of transnational corporations and trade
flows regulated by the agreements in question: for
example, by demanding a certain equilibrium
among the trade balances of the firms protected
by them, as a condition for the equilibrium of the
mutual flows that determine the existence of
intra-industry trade.

These features are clearly visible both in the ar-
rangements established for the motor industry be-
tween Argentina and Brazil and in the Mexican free
zones subject to maquila arrangements. In this latter
case, they have resulted in special trade, industrial
and fiscal policies for the officially extraterritorial
areas in which export processing zones are installed.

These mechanisms have shown themselves to be
suitable for promoting both intra-hemispheric and
intra-regional trade, with flows which, because of
their high income elasticity of demand and the intra-
industry nature of their production and trade, may be
sustainable in the long term.

A central issue in future open regionalism
strategies will be the identification of the most suit-
able means of attracting FDI without giving rise
among the member countries of a given integration
scheme to struggles for such capital which may end
up harming the interests of all of them. The informa-
tion collected on the motor industry suggests that the
countries concerned managed to- attract and retain
transnational productive capital not just through
economic liberalization but also through special -at-
rangements agreed between the enterprises involved
and the members of a given integration scheme.

(Original: Spanish). :
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