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Regional integration
and the international insertion
of Latin American firms

Economic openness and a greater participation of firms in international trade flows promote higher
levels of productivity and welfare. Moreover, the possibility of expanding production beyond the limits
of domestic markets enables economies of scale and a greater specialization or diversification into
new products. This process is strengthened by the opportunities for firms to take part in global value
chains, which also promote technology and knowledge spillovers and facilitate access to critical inputs
to support productive diversification and specialization.

Most countries in the region have unilaterally and multilaterally adopted and implemented trade
liberalization policies over the last 30 years, in the context of trade agreements reached within the
region and with extra-regional partners. Although on average these policies have generated increases
in trade and investment for the region, their results have been rather modest. In fact, the region’s
participation in global exports has not changed substantially and the impact on growth does not match
countries’ expectations when implementing them.

One reason for this is that these liberalization policies did not generate significant and sustained
increases in intraregional trade, which has remained at around 15% of total exports since the mid-
1990s, with little variation over time. In contrast, when looking at the high levels of participation in
global trade in other regions, like East and Southeast Asia, Europe, or North America, the regional
component of these flows is a critical aspect. For example, intraregional trade accounts for almost
60% of total trade in Europe, while in North America it reaches 45%, and in East and Southeast Asia,
35%.

Even taking into account structural differences like the smaller size of their economies, which would
explain Latin America’s lower levels of intraregional exchange of goods and services, the countries of
the region trade little with each other. In the region, geographic proximity does not seem to have had a
significant impact in terms of lower trade costs, as is seen in other regions and blocs that boost trade
between neighboring economies.

What have been the causes of this poor performance? What aspects of international trade costs have
not been duly addressed by the negotiations carried out in recent years? To what extent is this low
level of trade also related to the region’s low participation in global value chains? What regulatory
policies could be applied to promote greater integration of the different productive sectors in the
region? What are the institutional conditioning factors that affect the progress of a policy agenda for
greater regional and global integration?
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This report attempts to answer these questions by exploring the hypothesis that the low participation
of Latin American firms in international trade flows is due in part to the limited use of the regional
space as a complement to a strategy of global export (and import) expansion. This hypothesis focuses
on the feedback effects and benefits between regional and global openness, or what has been called
«open regionalism». These feedback effects are determined by the fact that when generalized tariff
reduction processes are undertaken, as seen in several countries in the region in the late 1980s and
early 1990s, lower transportation and logistics costs induced by geographical proximity become
more relevant. This naturally boosts trade between neighboring economies, which, in turn, creates
incentives to further reduce tariffs and other barriers to regional trade, like non-tariff barriers (e.g.,
the standardization of phytosanitary requirements), and promotes trade facilitation measures, like the
simplification of border procedures. It also encourages investment in infrastructure that enhances
the benefits of geographical proximity. These measures encourage productive linkages between
neighboring countries and, to an even greater extent, foster the trade of regional goods, as in the
case of energy.

Many of these trade liberalization initiatives are established in the context of free trade agreements
(FTAs) that ensure reciprocity (and stability) in market access. Physical proximity and better identification
of the benefits that these actions can produce in the participating economies and territories facilitate
the coordination of these policies between States and the signing of these agreements. This reciprocal
exchange of liberalization measures, in turn, is reinforced by pressure from exporting sectors that
benefit from these actions. In this way, regional integration spaces or «natural blocs» are created,
where the different measures to reduce trade cost, both unilateral and preferential, reinforce each
other, maximizing the gains from trade creation and minimizing the losses from trade diversion (Ethier,
1998; Frankel, 1997; Garriga and Sanguinetti, 1995a, 1995b; Krugman, 1991).!

The evolution of global and regional trade

Latin America has not made significant progress in its involvement in international trade flows in recent
decades. As a result, its share in global exports has not changed, remaining at values of between
4% and 5%, although this performance is partly explained by Mexico’s integration with its northern
neighbors. If Mexico is not included in the region, Latin America’s export share falls by 1 percentage
point, from approximately 4% to 3%, as shown in Graph 1. This stagnation contrasts with significant
increases in the share of other developing regions, like East and Southeast Asia,? which, driven by
China, increased its share in global exports from 12% to 25%.

1. Welfare gains from «trade creation» occur when increased imports from countries that are members of a trade agreement replace higher-cost
domestic production. On the other hand, welfare losses from «trade diversion» occur when preferential tariff reductions encourage imports from
within the region to replace more efficient imports (at lower costs, excluding tariffs) from third-party countries.

2. East and Southeast Asia corresponds to the member countries of the Association of Southeast Asian Nations (Asean), which are Burma, Brunei,
Cambodia, Indonesia, Laos, Malaysia, the Philippines, Singapore, Thailand and Vietnam, plus China, South Korea, and Japan (Asean+3).
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Graph 1
Participation in global exports of goods and services,
by region or trade bloc, 1980-2019
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Notes: The graps show the share of world exports of goods and services over the total in Latin America (panel A) and the different regions or trade
blocs. (panel B).

Source: Authors using the WTO and UNCTAD database (2020).

This assessment of the relative stagnation of Latin America’s participation in world markets does
not change significantly when evaluated in terms of the ratio of exports to gross domestic product
(GDP). On average, this ratio in the region rose moderately over the 30+ years between 1980-1984
and 2015-2018, although the results show great heterogeneity among countries. Table 1 presents
this information, along with the import and total trade indicators. In South America, Paraguay stands
out. It almost tripled its level of exports relative to GDP (from 13% to 37% of GDP). Other countries
that were initially more open, like Chile and Uruguay, also increased their external shipping of goods
and services (relative to the overall economic activity), although much more moderately. Like Brazil,
Argentina raised its exports to GDP ratio, but its levels still remained very low at the end of the period.
Among the Andean countries, Ecuador shows an outstanding performance, almost doubling its exports
to GDP ratio, while Peru and Colombia display more modest increases. In the latter case, the relatively
low level of the indicator is noteworthy (only slightly higher than that of Argentina and Brazil). Central
American economies are much more open, which in part is expected for smaller economies but the
strong increase in trade to GDP in the case of Honduras, Nicaragua, and El Salvador is striking. Finally,
an exceptional case is undoubtedly Mexico, which recorded a remarkable increase (almost tripling) in
the level of internationalization of its economy.
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Table 1
Trade openness in Latin America by country (as a percentage of GDP)

Country 1980-1984 2015-2019
Exports Imports Total trade Exports Imports Total trade

Argentina 8 6 14 13 14 28
Barbados 57 58 116 42 4 83
Bolivia 26 25 51 26 33 59
Brazil 10 9 19 13 13 27
Chile 20 24 44 28 28 57
Colombia 12 14 27 15 21 37
Costa Rica 37 40 77 32 32 64
Ecuador 16 16 32 21 22 44
El Salvador 26 31 57 29 46 75
Guatemala 16 19 35 19 28 47
Honduras 27 37 64 42 60 102
Mexico 14 10 24 37 39 7
Nicaragua 20 34 54 42 54 95
Panama 55 59 115 43 47 90
Paraguay 13 19 32 37 33 70
Peru 21 21 42 24 23 47
Dominican Republic 19 28 48 24 28 51
Trinidad and Tobago 48 51 99 4 43 85
Uruguay 19 20 40 26 22 48
Venezuela 27 22 49 n.a n.a n.a
Latin America 25 27 52 29 33 62

Notes: The table shows the average trade openness from 1980-1984 and 2015-2019 for the different countries, measured as the percentage in GDP
of their exports, imports, and total trade level. The values for Latin America correspond to the simple average of the countries presented in the table
(including Barbados, Dominican Republic, and Trinidad and Tobago); n. a. indicates no data was available.

Source: Authors using data from the World Bank (2020b) and WTO and UNCTAD (2020) for Trinidad and Tobago.

One explanation for the relative stagnation of Latin American exports is that the opening of the region’s
economies did not generate significant increases in intraregional trade. However, before evaluating
this hypothesis, it is worth recalling the map of the main regional trade agreements that connect
the different countries in the region, shown in Figure 1.° Throughout the report, reference will be

3. In addition to these agreements, defined by their own rules and with a certain geographical affiliation, there are many other bilateral treaties
between countries (approximately 33); some cover a wide range of products, while others have a partial scope. For example, the Dominican
Republic is not a founding member of any of these agreements but has signed bilateral treaties with many of these blocs and individual countries.
See Mesquita Moreira (2018) for more information.
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made mainly to the North American Free Trade Agreement (NAFTA),* the Southern Common Market
(Mercosur), the Central American Common Market (CACM), the Andean Community of Nations (CAN),
and the Pacific Alliance (PA). In addition, the Caribbean nations are integrated into the Caribbean
Community (Caricom). Not all these agreements share the same characteristics and depth in terms of
liberalization policies. Mercosur, CAN, CACM, and Caricom are formally constituted as customs unions,
in which, in addition to the internal liberalization of tariffs and non-tariff barriers (NTBs), a common
external tariff is established. On the other hand, the PA and NAFTA are free trade agreements, whereby
the signatory countries have reduced tariff and non-tariff barriers to internal trade and coordinated a
series of other policies (e.g., government procurement, services, etc.) but maintain their independence
in terms of external tariffs.

Figure 1
Main regional trade agreements
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Notes: The figure uses a Venn diagram to illustrate the different regional trade agreements countries of the Americas have signed.
Source: Authors.

4. NAFTA was in effect until its successor, the United States-Mexico-Canada Agreement (USMCA) came into force on July 1, 2020.
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As Table 2 shows for the Latin American region, the share of intraregional exports in total exports
has fluctuated around 15% since the mid-1990s, with little change over the years. This compares
with levels close to 60% for the European Union (EU), 45% for NAFTA, and 35% for the Association
of Southeast Asian Nations (Asean) member countries, together with China, South Korea, and Japan
(known as Asean+3). However, there is heterogeneity among the different sub-regions within the
region. Central America has some of the highest levels of intraregional trade (between 15% and 17%
in recent years),° followed by Mercosur, where there has been a significant decrease in internal trade
flows, from 20% in the mid-1990s to 12% in 2015-2018. On the other hand, the Andean Community
(CAN), the Caribbean Community (Caricom), and the more recently created Pacific Alliance (PA) show
much lower and relatively stable levels of regional trade in relation to global trade (7% for the first two
and 3% for the latter).

Table 2
Evolution of intraregional exports in total exports of goods and services,
by region or trade bloc (in percentage)

1995-1999 2000-2004 2005-2009 2010-2014 2015-2018

Latin America and subregions

Latin America 18 15 17 18 15
Mercosur 21 13 13 13 12
Pacific Alliance 3 2 3 4 3
CAN 8 8 8 7 7
CACM+DR 12 13 13 13 14
Caricom 8 8 9 8 7

Benchmark groups

European Union 58 57 58 55 55
NAFTA 39 46 42 40 38
Asean+3 32 32 32 34 34

Notes: The table contains information on intraregional exports as a percentage of total exports of goods and services by region (average by sub-
period). For the periods in which the different trade blocs were not formally constituted, trade between member countries is reported based on the
current conformation of each bloc.

Source: Authors using data from BACI (CEPII, 2020), BaTIS (OECD and WTO, 2020), WTO and UNCTAD (2020).

Another way of analyzing the evolution of overall trade openness and its regional and extra-regional
components is through the construction of so-called proximity indicators, which reflect the ratio
between bilateral international trade flows and domestic trade (Moncarz et al., 2021). By incorporating
domestic trade, these indicators better capture the efforts made by countries to open their economies
and reduce international trade costs, given that such policies substitute internal trade with international
trade.® Graph 2 shows estimates of the evolution of proximity indicators between the beginning and

5. If only exports of goods are taken into account, the proportion reaches 20-22%.

6. These proximity indicators are inversely related to international trade costs versus domestic trade costs. (Novy, 2013).
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the end of the 1995-2015 period, distinguishing intraregional from extra-regional exchange of goods
using manufacturing exports of each country or region. This distinction illustrates how the integration
of each trade bloc with the world economy has been determined by the evolution of trade costs within
or outside the region.” The distance of the segments describes the magnitude of this expansion, while
their slope, in comparison with the 45-degree line, shows the bias in terms of trade within the regions
vis-a-vis the rest of the world.

Graph 2
Proximity indicators by region and destination, 1995 and 2015
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Notes: The graph shows the estimates of the proximity indicators (inverse of trade costs) comparing the years 1995 and 2015, for various regions of
the world and distinguishing intraregional trade (X-axis) from extra-regional trade (Y-axis). The distance of the segments describes the integration
trend of each trade bloc and the extent to which this is determined by the evolution of trade costs within and outside the region, while its slope
compared to the 45-degree line shows the bias it has had in terms of trade within the regions vis-a-vis the rest of the world.

Source: Authors based on data from Moncarz et. al (2021).

At one end, North America and the European Union stand out. There was a significant increase in
trade, both overall and within the regions, but which was clearly more intensive at the regional margin,
reflecting reductions in the relative costs of trade between neighboring countries to a greater extent
than with extra-regional partners. Asean, which is made up of developing countries with smaller
economies, also shows a marked reduction in trade costs, with a greater bias in favor of trade within
the region. The same effect occurs when the larger economies of Asia (Asean+3) are added, although
to a lesser degree. The information for Latin America shows that, in the case of Central America and
the Caribbean, there has also been a significant expansion of international trade (and the implied
trade cost reduction) with greater weight within the subregion. At the other extreme, South America
stands out, where international trade is increasing at a lower rate. At the same time, the slope of the

7. Corresponds to items included in sections 5-8 of SITC 3, excluding 68.
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line suggests that trade costs fell toward extra-regional destinations, while they increased toward
those located within the region. This evidence reaffirms in part the weak increase in intraregional
trade in Latin America (much more significant in the case of South America) seen above.

Evolution of tariffs and non-tariff barriers

As expected, unilateral openness measures and regional integration processes implemented across
Latin America over the years have reduced tariffs. For example, since 2000, tariffs dropped from
values close to 12% to approximately 6% in 2018 on average. This is a significant reduction, but these
levels are still quite higher than those observed in developed (OECD) countries, with values of around
2% in recent years, suggesting there is still large room for further reduction.

The situation, however, is heterogeneous among the blocs as aresult of the plurilateral trade agreements
signed across the region (Table 3). On one hand, Caricom and Mercosur countries maintain high levels of
trade protection compared with other Latin American subregions or external trade blocs. For example,
external tariffs reach 12% in the Caribbean, although internal tariffs are much lower (2.7%). Mercosur,
in turn, applies tariffs that reach almost 8% on average to NAFTA, the EU, and the Asean+3, and
charges similar tariffs within the region for Central American countries. On the other hand, negotiations
between Mercosur and the Pacific Alliance countries have largely reduced trade protection (with tariffs
of 1.6%), although the agreements between Mexico and the largest Mercosur economies continue to
be limited and significant tariff barriers persist (Mesquita Moreira, 2018; Mesquita Moreira et al., 2019).
In addition, the internal liberalization within Mercosur has been completed for the most part, with
average tariffs close to zero. This is also observed in the internal tariffs of the other trade blocs, which
are very low (zero for the EU and NAFTA, and 2% for Asean+3).

Table 3
Internal and external tariffs per trade bloc (as a percentage), 2017

Importing Exporting region
region
Mercosur  Pacific CAN CACM+DR Caricom European NAFTA Asean+3
Alliance Union

Mercosur 0.04 1.55 0.55 7.59 777 7.78 6.75 7.77
Pacific Alliance 1.23 0.34 0.62 2.31 5.03 1.09 0.55 4.50
CAN 0.69 1.04 0.26 6.15 6.70 4.29 4.30 7.09
CACM+DR 5.37 2.79 4.58 0.65 4.54 3.82 2.05 5.34
Caricom 12.24 1210 1210 11.49 2.57 6.91 12.25 12.26
European Union 3.57 0.60 0.37 0.45 0.02 0.00 1.75 2.30
NAFTA 215 0.42 0.98 1.01 2.68 1.42 0.24 2.95
Asean+3 6.87 5.86 6.28 6.83 6.91 6.17 6.46 1.98

Notes: The table shows the average tariffs applied in 2017 (as a percentage). The importing region is the trade bloc that applies the tariff, while the
exporting region receives the tariff.

Source: Authors based on data from Teti (2020).
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The Pacific Alliance levies the lowest tariffs on other countries and regions (below or close to 2%, except
on Asean+3, reaching 4.5%, and Caricom, of approximately 5%) as a result of the multiple agreements
signed by its member states with other trade blocs. Within the Alliance, the tariff preference is low; the
internal tariff is close to zero. Central America is a similar case, although it applies slightly higher tariffs
(4% to 6% for external tariffs and 2.8% for internal tariffs).

Non-tariff barriers (NTBs) are classified into technical and non-technical measures. The former comprise
sanitary and phytosanitary measures, along with labeling and technical product requirements, including
certification, tests, and inspection. These technical measures should not necessarily be considered
as trade restrictions that decrease welfare because many of them aim to safeguard the quality of
products and the sanitary safety of people and farming. What is important is that these requirements
are implemented transparently and predictably.

Non-technical measures include trade restrictions that are hard to justify from a welfare perspective.
These include anti-dumping, compensatory, and safeguarding measures, along with quantitative
restrictions, like license requirements, quotas, and other measures to control quantities, in addition
to import prohibitions, that are unrelated to sanitary and phytosanitary, or technical barriers. Non-
technical barriers also include price controls on imported goods to support or stabilize the internal
price of competing products or increase tax revenues.

Given the level of restrictions that these barriers involve (as suggested by the estimation of tariff
equivalence measures) they may significantly restrict trade and, in several cases, are comparable
to tariff barriers in magnitude if not higher. For example, within Mercosur, the sum of the costs of
technical plus non-technical measures in Argentina results in an import tariff equivalent to 11%, higher
than the average external tariff (8%). In the case of the Pacific Alliance, Colombia has an equivalent
NTB of 7%, while the average tariff is 5.7%.8 The negotiation of (both regional and extra-regional) free
trade agreements gradually reduces these barriers or makes them more homogeneous, while limiting
their discretionary use.

The impact of trade costs on bilateral trade flows

The persistence of these tariff and non-tariff barriers is one of the reasons why trade has not been
fully dynamic within Latin America. The report brings new evidence on this matter by estimating a
gravity trade equation where the exchange of goods between two countries depends on the size
of their economy and the costs of trade (including trade barriers, and distance or transport costs).
The estimation used data from the period 1995-2015 for the manufacturing sector® and includes
domestic trade of these products. Using the resulting regression coefficients, Table 4 describes the
decomposition of the impact of the different drivers on trade of manufactured goods: market size and
complementarity (similarity of productive structures), preferential trade policy (the effect of free trade
agreements), non-discriminatory trade policy (Most Favored Nation [MFN] tariffs) and statistical error.

Estimates presented for the different sub-regional blocs—Mercosur, CAN, and CACM—and for
benchmark extra-regional blocs—the EU plus Europe’s non-community partners with which it signed
trade agreements (EU+FTZ), NAFTA, and Asean+3.

8. This is also the case for the EU and NAFTA, where the tariff equivalent of NTBs is quite higher (6.5% vs. 1-1.2%), given the relatively low level of
applied tariffs. The difference is much smaller in Asean+3 countries (6.3% vs. 5.2%).

9. In Chapter 2 of the report, the estimation also covers the agricultural sector.
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In terms of the magnitude and dynamics of the absolute variation (see table columns 1 and 2),
intraregional trade under Latin America’s free trade agreements is marginal compared to NAFTA,
the EU+FTZ, and Asean+3. However, this should not be surprising, given the different sizes of these
economies. On the other hand, the increase in intraregional trade in the Asean+3 countries, which
multiplied by a factor of 8+, is remarkable. This variation can be largely explained by the effect of the
market size, where China’s sudden and sharp entry has had a significant impact. Market size is also
the most relevant driver in the other integration agreements analyzed in Table 4 (columns 3 and 8).

Table 4
Breakdown of intraregional trade drivers for the manufacturing sector
per selected plurilateral trade agreements, 1995-2015

Trade Intraregional Changein Size FTA: MFN Residual Intraregional  Size FTA: MFN Residual
bloc trade intraregional +TC Directand tariff trade +TC Directand tariff
2015 trade indirect variation indirect
2015-1995 effects 2015-1995 (%) effects
(U] (2 () @ (5) (6) ) (8) (9) (10) (1)
Millions of USD Share in trade variation

2015-1995 (%)

Mercosur 29,153 16,512 14,065 742 -1,181 2,886 130.6 85.2 4.5 =741 17.5
CAN 6,598 5173 3,672 167 1,094 240 362.9 71.0 3.2 211 4.6
CACM 8,292 6,779 4,132 712 1,048 887 447.8 61.0 10.5 15.5 1341
NAFTA 921,462 643,677 340,514 48,171 117,089 137,903 231.7 52.9 7.5 18.2 214
Asean+3 665,581 586,676 555,014 34,249 68,904 -71,490 743.5 94.6 5.8 1.7 -12.2
EU 2,293,310 1,150,905 427,634 392132 329,023 2,215 100.7 3741 341 28.6 0.2

Notes: Trade decomposition is based on Bennet’s method. The International Standard Industrial Classification of All Economic Activities (ISIC),
revision 3, was used to form the primary (AB) and manufacturing (D) sectors.

Source: Authors based on Moncarz et al. (2021).

As mentioned, trade policy was divided into two channels: the preferential channel (FTA) (columns 4
and 9)'° and the non-discriminatory channel (MFN) (columns 5 and 10). The FTA-related effects played a
dynamic role in CACM’s manufacturing trade (accounting for over 10% of the variation) and contributed
very little to South America plurilateral trade agreements (CAN and Mercosur). Liberalization resulting
from MFN’s reduced tariffs, in turn, had a regressive role across Mercosur (because these tariffs
increased during the period under analysis) and a positive impact on the other two Latin American
agreements (CAN and CACM). Overall, all forms of trade liberalization accounted for a quarter of the
variation in manufacturing trade across CAN and CACM member countries and had a slightly negative
impact on Mercosur (the sum of the coefficients in columns 9 and 10).

10. The effect of free trade agreements (see the absolute variation in column 4 and their share in total variation in column 9) adds the direct form of
influence represented by the binary variable that indicates the existence of a free trade agreement and its interaction with the preference margins,
in addition to the interactions of these preferences with the number of agreements signed by the country of origin and the country of destination of
exports. It also includes the effect of the indicator that summarizes the aggregate accumulation of free trade agreements between both countries.
This variable is intended to capture the complementarity between preferential openness and non-discriminatory openness.
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In addition to trade liberalization, estimates under the gravity model of trade can assess the effect
of more structural variables, like geography (e.g., distance). An aspect worth analyzing is whether
the low trade observed in the region could also be due to the advantage of geographic proximity
within Latin America not being as relevant as in other blocs in terms of lower transportation and
logistics costs. In other words, the effective distance is larger than what the physical proximity among
the countries would suggest, compared with other regions of the world. Data seem to confirm this
assumption, suggesting that border requirements and formalities need to be simplified to drive trade
in Latin America, not just a lowering of tariffs and non-tariff barriers. In addition to fostering productive
integration, infrastructure for the transport and exchange of merchandise and regional goods, like
energy, must be improved. These topics will be discussed below.

Customs costs and trade facilitation

Costs incurred from customs formalities and procedures required by other agencies (for example,
animal health) must be added to the costs represented by tariffs and non-tariff barriers, both
for imports entering Latin American countries and for exports to regional and extra-regional
destinations.

Even though these measures, in principle, do not depend on the origin of imports and the destination
of exports, they may have a higher impact on regional trade. In a context of lower MFN tariffs, the
reduction of these alternate sources of trade costs could disproportionally benefit regional trade,
as it enables the advantages of geographic proximity to emerge, and this encourages new trade
agreements that further reduce tariffs. These policies will strengthen the process of open regionalism,
given that regional trade does not increase with distortions leading to trade diversions, but because of
measures that result in trade creation.

Trade facilitation comprises the simplification, standardization, digitization, and harmonization of
the different procedures, such as the required paperwork, the payment of fees, the certification of
technical requirements, and the inspection of merchandise, among other mandatory formalities for
the movement of goods, services, or productive factors among countries that impact the final cost
for consumers (Maldonado and Pérez, 2020). In line with the importance of these costs for trade
flows, the WTO Trade Facilitation Agreement was signed (in force since 2017). The agreement contains
provisions expediting the movement, release, and clearance of goods, including goods in transit, in
addition to measures for effective cooperation between customs and other incumbent authorities in
the matter of international trade flows."

11. The agreement further contains provisions for technical assistance and capacity building in this area (WTO, 2021).
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The OECD has implemented a system to collect and process data on trade facilitation indicators (TFls)
in eleven areas that are relevant to assess these policies.'?'® Panel A in Graph 3 presents information
on the different indicators for the region’s plurilateral trade agreements as of 2019 (Mercosur, Pacific
Alliance, and the CACM), as well as for Asean+5," the U.S. and Canada, and the EU. As the graph
shows, the U.S.+Canada and the EU countries record the highest indicators on average across all
areas. CACM countries feature the lowest record in most areas. Mercosur and Asean+5 countries
rank at comparable intermediate levels. The position of the Pacific Alliance countries is slightly better
than those of Mercosur but lower than the best-observed standard. Overall, the average value for
the region’s plurilateral trade agreements shows that these sub-regional blocs lag in terms of the
institutional areas associated with governance and impartiality, border agency cooperation, and
availability of information.

Within the region and each sub-region, the performance of this indicator is heterogeneous. Countries
like Bolivia, Honduras, or Venezuela perform poorly, in line with low or lower-middle-income countries.
On the other hand, the Pacific Alliance, Costa Rica, and Mercosur countries (except for Paraguay)
perform well with indicators close to the average of high-income countries, although lower than
U.S.+Canada or the EU (panel B).

As has already been described, border time and costs are a significant component of trade costs,
and trade facilitation aims to reduce them. Based on information from the World Bank’s Doing
Business report, Graph 4 shows the monetary and time costs of a standard foreign trade transaction
under the above plurilateral trade agreements. Monetary costs associated with foreign trade (panel
A) are lower in U.S.+Canada and the EU. Information for Latin America shows that the different sub-
regions are quite heterogeneous. Mercosur charges for border formalities are the highest. One step
below, the Pacific Alliance charges slightly more than CACM and Asean+5.

On the other hand, the poor performance under most plurilateral trade agreements in Latin America
compared with the U.S.+Canada and the EU stands out regarding the time required for the completion
of transactions (panel B). While border formalities in Latin American countries demand from 80 to 100
hours (similar to Asia), the U.S.+Canada and the EU require less than 10 hours.

12. Available on OECD's website: http://www.oecd.org/trade/facilitation/indicators.htm

13. According to the OECD (2018), TFls are based on a questionnaire that can be compared over time and among different jurisdictions. Data
are drawn from three sources: a) public information available on the website of customs and other border government agencies; b) data sent by
countries’ administrations; and c) information received from the private sector. The construction mechanism involves a full process of primary data
review and adjustment that is performed by OECD’s technical services.

14. Japan, China, South Korea, New Zealand, and Australia have joined the Asean group of nations to form the Asean+5 group.
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Graph 3
OECD'’s Trade Facilitation Index, 2019
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Notes: Panel A shows the simple average in each group of countries for each of the OECD’s 11 trade facilitation indicators in 2019. Each bar on
Panel B represents the average of these 11 indicators for the different Latin American countries and benchmark regions. The indicator values range
from 0 to 2, where 2 is the best performance attained.

Source: Authors based on Trade Facilitation Indicators data (OECD, 2019).
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Graph 4
Cost and time of a standard foreign trade transaction, 2019
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