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 F O R E W O R D   
 

 
 

Once again, the spectre of protectionism has been 
summoned in an economic context of high uncertainty 
given the possible contraction of economic activities in 
the main industrialized nations. October 2011 marks the 
10th anniversary of the trade negotiations known as the 
Doha Round with no indications of a successful 
conclusion. Many fear that the credibility of the 
multilateral trade system is at stake. 
 
This document of the Permanent Secretariat of SELA 
analyzes the main international trade trends, the situation 
of the Doha Round Negotiations, and its implications for 
the multilateral trade system, as well as the most relevant 
elements to design a trade agenda for development with 
social inclusion in Latin America and the Caribbean.   
 
The document is divided into three substantial sections. 
Section II reviews the short and long term trends of 
international trade, highlighting the increasing importance 
of global value chains.  Section III presents the issues that 
the multilateral trade system faces, given the impossibility 
of finishing the Doha Round. Section IV discusses the trade 
agenda for a sustainable development with inclusion in 
Latin America and the Caribbean; the focus of this 
agenda is on regional productive integration. Finally, 
Section V presents some conclusions and 
recommendations, highlighting the role that SELA may 
play in the process of inserting the region in the more 
dynamic international trade chains. 
 
The Permanent Secretariat of SELA acknowledges the 
dedicated work of Dr. Vivianne Ventura Días, in drafting 
this study. 
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EXECUTIVE SUMMARY  
 

The spectre of protectionism is once again summoned, in an economic context of 
high uncertainty due to the possible contraction of economic activity in the main 
industrialized nations. In October 2011, the trade negotiations known as the Doha Round 
completed ten years with no glimpses of a successful conclusion. Many fear that the 
credibility of the multilateral trade system is at stake. According to the defenders of free 
trade, if the bicycle of trade liberalization is not pedalled any more, it may fall. That is, if 
we not move forward with more ambitious goals to open up trade, we may fall 
backwards. There are no indications of significant changes in the tariff policies of WTO 
(World Trade Organization) member states. Yet, there are more direct interventions on 
countries to prevent the appreciation of their currencies, which make their exports less 
competitive, and to reduce the effects of imports on employment. 
 
The global economy continues to grow, driven mainly by an increase in economy activity 
in the most advanced developing countries, widening the gap between the growth rates 
of rich and poor countries. According to IMF data (International Monetary Fund), 
between 2001 and 2007, China’s growth accounted for more than 25% of global growth, 
while India’s accounted for approximately 5%. 
 
Thus, the tensions of a two-speed recovery, as it is called by the IMF, persist. Two speeds 
between two groups: the developing countries and the industrialized countries; and two 
speeds within developing countries. Among developing countries, those in Asia have had 
the strongest upturn. It is also a recovery marked by high uncertainty, mainly because the 
continued expansion of the most advanced developing countries depends on the 
stability of international capital flows, threatened by the exchange rate effects of the 
immense international liquidity, given the poor resolution of the financial crisis. The markets 
of the largest and more dynamic developing countries like Brazil, China, India, Indonesia, 
Mexico, and Peru, among others, attract advanced capital flows due to the relatively 
high returns of these markets. Bank flows and portfolio investments head the list of capitals 
that enter those economies, while there is a decrease in foreign investment inputs.  
 
Large capital inflows promote the valorization of local currencies, making imports 
cheaper and exports more expensive, mainly for manufactured products, thus breaking 
the internal productive chains. High levels of idle capacity and lax monetary policies in 
the richest economies maintain the financing cheap worldwide and foster problems of 
overheating in developing economies, particularly Latin American and Caribbean. The 
challenge for governments is to manage favourable financial conditions with prudence, 
controlling short term capital flows, and balance of payment imbalances to try and 
prevent the creation of bubbles in local financial and non-financial assets. 
 
The economies of Latin America and part of the Caribbean resisted the effects of the 
crisis, with expansive macroeconomic policies that buffered the effects of the trade and 
credit crunch, and prevented a catastrophic effect from external shocks. However, the 
economic activity of the countries in the region had an average drop of almost 2%, due 
to the collapse of the economies of Mexico, Venezuela, and the Caribbean. All the 
economies experienced a contraction, but varied between the extremes of Mexico and 
Venezuela (10%) and Brazil, Chile and Colombia (5%). However, at present there aren’t 
enough evidences of the sustainability of the region’s growth, if the external conditions 
continue to deteriorate. The increase in domestic demand of large countries is still 
conditioned by external factors, among them China’s emerging demand for 
commodities. 
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The effects of production and trade integration, through the creation of international 
supplier chains disseminated in many countries, controlled by a smaller number of goods 
and services companies, became evident in the immediate contraction and expansion 
of demand that was added to trade flows between the third quarter of 2008 and the 
fourth quarter of 2009. Driven by large multinationals and governments, which created 
the conditions to eliminate trade and investment barriers in most countries, and 
encouraged by innovations in information, communications and transportation 
technologies, which drastically reduced the costs of transactions and des-localization of 
production, the creation of global value chains has been a long term process whose traits 
are only now being studies by trade economists, and became known to the public at 
large under the vague idea of globalization. 
 
On the one hand, the international fragmentation of production creates an opportunity 
for developing countries to participate in the trade of manufactured products or services, 
which diversify their exports and generate jobs, in line with the abundant jobs rating. On 
the other hand, there is evidence that the process to standardize the activities of a 
complex production process has consequences in the employment rate of industrialized 
and developing countries. Basically, the standardization of “tasks” regardless of their 
technological sophistication level contains the inherent possibility of replacement for 
cheaper labour. 
 
According to estimates by the Economic Commission for Latin America and the 
Caribbean (ECLAC), in 2011, trade in the region will increase 27% in nominal terms, higher 
than imports (23%), thus reducing the region’s trade deficit. The region returned to a path 
of growth three months before the rest of the world. The exports of Latin America and the 
Caribbean needed 29 months to have positive rates, while world exports required 32 
months. The role of the demand from China and the rest of Asia was a determining factor 
for this, as well as the demand from the region itself. 
 
Two trends observed during the second half of last decade are still present, which 
impacted Latin American and Caribbean countries in different ways: on the one hand, 
the strong rise in the prices of commodities, including foods, and on the other, the 
increasing role of China as destination for exports and origin of imports in the region. The 
future of the region’s economies will depend on the way they position themselves 
strategically with respect to these two large issues: the use of income derived from the 
increase in commodity prices, including oil; and the trade and investment relations with 
China. 
 
Between 1990 and 2000, the United States increased its participation in Latin American 
and Caribbean exports, for a maximum of almost 60% in 1999, year in which there was a 
great increase in the participation of Mexico in Latin American and Caribbean exports. 
China and the rest of Asia, which altogether represented a little more than 4%, in 2000, 
reached close to 16% of the region’s exports in 2010. Between 2000 and 2010, US 
participation dropped to around 40% of the region’s exports, returning to the levels of the 
early 1990s, before the creation of NAFTA, while the markets in the region returned to the 
levels of the middle of the previous decade, of around 20%; and the European Union 
remained at an average of 13%. 
 
The drop in the relative position of the United States is even more evident when we 
analyze the composition of the region’s imports, although oil imports distort the 
participation of the different groups of countries. The relative position of China as a 
supplier of manufactured products increased a little more than 1% in 1995-1996 to reach 
14% in 2010. Excluding oil, the participation of China would even be more outstanding. 
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That is, although the United States and Europe are the main markets of the region, 
consuming more than half of the exported products, there have been significant changes 
in their relative participation. 
 
However, as ECLAC has stated in several published documents throughout the last 
decades, there is a very strong correlation between the composition by products of Latin 
American and Caribbean exports, and the export destination. Only the United States and 
Latin America and the Caribbean are destinations where manufactured products 
predominate, while in other areas processed and non-processed natural resources 
predominate. For example, it is estimated that during 2008-2010, manufactured products 
represented close to 60% of Latin American and Caribbean exports towards the United 
States, and 53% of those destined to the region. However, manufactured products 
represented only 24% of the region’s exports towards the European Union; 13% of those for 
Asia and the Pacific; and 16% of exports to the rest of the world. 
 
The presence of manufactured products in the trade with the United States is mainly the 
result of intensive imports from the maquiladoras of Mexico, Central America, and part of 
the Caribbean, which benefit from their proximity to the United States to enter some 
supplier chains, mainly in textiles, clothing, and some electronics. On the other hand, the 
manufactured products that represented 53% of the region’s exports towards the region 
are formed by goods produced in the region, mostly by multinationals. According to WTO 
data, the proportion of manufactured products exported by Latin American countries 
(excluding Mexico) to the region itself increased from 34 to more than 44% between 2008 
and 2009. 
 
The region’s weak point to create regional supplier chains or to participate in global 
chains is the issues in its transportation infrastructure, safety and logistics. While most of the 
countries that are more integrated to global chains have created multi-mode 
transportation systems, trying to maximize their relative efficiencies and diversify risks, Latin 
American and Caribbean countries are characterized for having a single mode: 
domestic trade and trade between neighbouring countries uses mostly trucks for ground 
transportation, while intra-regional and extra-regional trade occurs mainly through 
maritime channels. 
 
Historically, the governments of industrialized countries used trade policy instruments and 
shared production programs to help their companies reduce costs, using the cheaper 
labour force of other countries for the most labour intensive “tasks” of their products. The 
unilateral, bilateral, and multilateral liberalization of trade of goods, services and capitals, 
played a significant role in the changes in production and trade structures. Beginning with 
tariff reductions and the elimination of quantitative measures at GATT (General 
Agreement on Trade and Tariffs), and continuing with the agreements of the Uruguay 
Round, multilateral liberalization extended to investments, services, and the establishment 
rights for companies, while reducing the actions of governments to adopt industrial 
policies and requiring more protection to property rights, lato sensu. These measures 
created an environment of greater legal security for companies which, together with the 
benefits brought by information and communication technologies and transportation, 
allowed them to expand the fragmentation of production into blocks of goods and 
services, and spread those blocks between countries with relatively lower labour costs. 
 
All 153 WTO member states (31 of which are Least Developed Countries, LDCs), and 
particularly those in Latin America and the Caribbean, are very interested in defending a 
system of rules that prevents arbitrary actions by the strongest against the weakest. For the 
region’s countries, and to develop a fairer trade, it is essential to have a legitimate system 
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of rules that defends the rights of all, and is effective in the implementation of rules and 
procedures. It must also guarantee a trade that favours the dissemination of 
technological innovation, the exchange of ideas, disseminates knowledge, and expands 
the horizons of travellers and business persons. However, the commitments derived from 
the Uruguay Round still reveal a great imbalance in the concessions granted by 
developing countries and those that industrialized countries receive, which the Doha 
Round intended to rectify. 
 
For many observers, an increase in the number of participants in WTO’s decision making 
process, and the diversity of individual interests and priorities in a complex negotiation 
agenda reduces the efficiency of the multilateral approach of liberalization, favouring 
bilateral and plurilateral schemes. 
 
In Latin America and the Caribbean, “open regionalism”, a term adopted from Asia, has 
been proposed as a strategy to integrate the region in a more open international 
economy, but in which the markets are re-defined as a function of the plans of the large 
companies. Open regionalism can become a mechanism to defend against the effects 
of possible protectionist pressures in extra-regional markets. In an economic space subject 
to both globalization and regionalization, and burdened with the uncertainties derived 
from the financial and economic crisis, regional integration works as a mechanism to 
diversify risks and improve the region’s productive capacity, starting from the regional 
markets.  
 
In the ten years of the Doha Round, the region took advantage of the high process of 
commodities to grow at high rates, and with the implementation of active social policies, 
most countries could enter a stage of growth with more social inclusion. Nevertheless, 
despite evidences of reductions in inequality, the social debt is still pending. Inequality in 
Latin America and the Caribbean has three main characteristics: it is high, persistent, and 
tends to reproduce itself in a context of low social-economic mobility. 
 
The reduction of inequalities in recent times has been the result of poverty reduction 
policies, as well as policies to increase minimum wages in some countries. Conditional 
Cash Transfer Programs (CCTs) like “Bolsa-Familia” in Brazil, “Progresa/Oportunidades” in 
Mexico, “Familias en Acción” in Colombia, “Bono de Desarrollo Humano” in Ecuador, 
“Red de Protección Social” in Nicaragua, “Plan Familias” in Argentina, among others, had 
a positive effect in the income and consumption capacity of the poorest populations, 
reducing poverty and allowing greater access to goods and services to previously 
excluded segments of the population. However, the permanent reduction of inequalities 
in Latin America and the Caribbean must be achieved through policies to transform 
production, that promote an increase in productivity by introducing technological 
innovations in sectors and companies of different sizes. The sustained creation of quality 
jobs with proper remuneration is part of the tasks pending in the region. 
 
The reflection about the development of a trade agenda in Latin America and the 
Caribbean must start from specialization patterns and commercial insertion of the 
different countries, to have a long term strategy that allows each country to move 
towards a development that is economically and socially sustainable. Economic 
sustainability also includes a responsible management of the natural heritage, since the 
destruction of the most important assets is incompatible with economies based on the 
exploitation of natural resources. Although there are contradictions between individual 
and social rationales to exploit a scarce resource, protecting the natural heritage of the 
countries is necessary to preserve the productive activities of Latin American and 
Caribbean in goods and services. 
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Although integration into the world economy is a source of opportunities, it is also a 
source of strong competition, price instability and financial volatility. The region’s trade 
agenda must try to maximize the benefits of inserting the countries’ companies and 
economies in the international arena, while reducing risks, diversifying the export basket, 
and looking for more permanent competitive advantages. The region’s trade agenda 
must strive to maximize the benefits of international insertion for companies and the 
country’s economy, while reducing risks by diversifying the export basket and looking for 
more permanent competitive advantages. The term competitive advantage is different 
from comparative advantage, because the latter refer to general advantages, based on 
the wider availability of factors, that is, based on the availability of natural resources; 
competitive advantages on the other hand, are created by the company with specific 
skills, for example a technological innovation, brand definition, team work, etc. 
 
The efforts made by the governments of Latin America and the Caribbean must focus on 
creating networks between governments, institutions, companies and private 
development organizations, to create regional conditions for the sustained production of 
goods and services, with more competitiveness. This implies the creation of an 
environment that supports regional goods and services suppliers, with the conditions to 
compete in international markets. 
 
As stated in prior SELA documents, in the present scenario of low growth in industrialized 
economies, the sources of growth outside the region must be replaced by sources within 
the region. For example, using the purchasing power of the large Latin American and 
Caribbean companies may lead to efficient productive integration practices that search 
for production complementarity among countries, by taking advantage of existing 
capacities, transferring knowledge and experiences, and reducing asymmetries. 
 
Regional productive integration and the creation of regional value chains is a long term 
process. Besides creating institutions and incentives, it requires strong private and public 
investment to create the transport and communication infrastructure. The Initiative for the 
Integration of Regional South American Infrastructure (IIRSA) and the Mesoamerica 
Project are excellent frameworks for regional and subregional cooperation in 
infrastructure, which must be backed by concrete actions. The above mentioned axes of 
integration and development contain the potential for integration and creation of 
productive chains by establishing connections between the production of raw materials, 
processing, industrialization and supply of support services. 
 
It must be stressed that despite its imperfections, all Latin American and Caribbean 
societies are democratic in which citizens have their voices heard and can convey their 
demands. Although there are great variations between the countries regarding the 
institutional mechanisms for citizen’s participation, government agendas must increasingly 
be negotiated and agreed with the citizens, before becoming political platforms. The 
democratic debate marks a strong difference between Latin America and the 
Caribbean, and the successful economies of Asia. 
 
The present scenario of high uncertainty – with the virtual stalemate of the Doha Round 
negotiations, and strong apprehensions against the actions of national governments to 
defend themselves against the impacts of exchange rates on the competitiveness of 
companies and employment – calls for new demands for international cooperation for 
development. Specifically, it requires the support of SELA and its systematic work of 
consultation and coordination to agree on common Latin America and Caribbean 
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negotiation strategies vis-à-vis forums such as the WTO, and to promote regional and 
subregional integration. 
 
For some issues that deserve immediate attention, the vast experience that SELA has 
accumulated throughout its history can be useful, namely: 
 

1. Carry out systematic studies regarding initiatives in the region, in order to create 
financing mechanisms for long-term joint projects at the regional and subregional 
levels.  

2. Move forward in the establishment of a support network information system for the 
region’s supplier chains and contribute to the exchange of cooperation 
opportunities for systemic competitiveness in specific industries of the region. 
Specifically, analyze the role of China and other countries as barriers or facilitators 
for regional productive integration.  

3. Promote a systematic analysis of regional coordination policies and initiatives for 
innovation, and strengthen innovation systems in the different countries. Also, 
identify coordination and complementary harmonization mechanisms to create 
synergies between participating countries.  

4. Systematize and disseminate information about successful cases in the region. 

5. Deepen and disseminate studies about the physical infrastructure and instruments 
to facilitate trade for the integration of Latin America and the Caribbean. Analyze 
the role of regional and sub-regional integration mechanisms in initiatives such as 
the Mesoamerica Project and IIRSA. 

6. Define regional and subregional actions to strengthen the productivity of SMEs, 
mainly in the production of support services to regional supplier networks. 

7. Continue with studies to promote the economic relations of Latin America and the 
Caribbean with countries and regions, in order to diversify foreign trade and 
economic relations of the region. 
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I. INTRODUCTION 

 

The international economy is once again facing the risk of a recession that tests the 
cooperation between industrialized and developing nations.  
 
After an erratic solution to the banking crisis of 2007-2008 which socialized losses and 
privatized benefits, without punishing the behaviour of the large investment banks 
responsible for the worst financial crisis since 1930, flabbergasted citizens go to the same 
banks and bankers now transformed into supporters of the macroeconomic policies of 
European governments and the U.S. The public wonders, what was the lesson learned 
from the crisis caused by failures in financial markets? Why do governments consider that 
the same institutions that failed to prevent investors about bank securities with 
questionable loans can be relied on to evaluate the macroeconomic performance of 
governments and the soundness of public finances? Restrictive fiscal policies are 
demanded from governments that became indebted because of making the wrong 
decision to save their banks, but that have high unemployment, and a drop in real 
salaries, while companies with liquidity are reluctant to invest and create jobs. The 
governments of industrialized countries either don’t have the instruments, or don’t want to 
use them, to force companies to place their financial assets in productive investments. 
 
The governments of developing countries, particularly those in Latin America and the 
Caribbean, could bypass the worst effects of the 2008-2009 crisis, but like the rest, they 
need more time to contain the negative impacts of the countercyclical policies that were 
implemented. 
 
Also, the spectre of protectionism has been summoned in an economic context of high 
uncertainty given the possible contraction of economic activities in the main industrialized 
nations. October 2011 marks the 10th anniversary of the trade negotiations known as the 
Doha Round with no indications of a successful conclusion, and many fear that the 
credibility of the multilateral trade system is at stake. According to the defenders of free 
trade, if the bicycle of trade liberalization isn’t pedalled, it may fall. That is, if the most 
ambitious goals of trade opening don’t continue, we may fall backwards.1 There is no 
evidence of significant changes in the tariff policies of WTO (World Trade Organization) 
member states. However, there are more direct interventions in the countries to prevent 
the appreciation of their currencies, making their exports less competitive, and to reduce 
the effects of imports on employment.2 
 
It is evident that reducing trade and investment barriers favoured the expansion of global 
supplier chains. Some specialists believe that, compared to basically inter-industrial trade 
that predominated in other negotiation rounds, the present trade structure tends to 
generate national interests that favour the status quo of open economies. The fact is that 
the trade structure based on fragmenting production is characterized by opacity. There 
are no complete data on the new structure of trade, in which some of the markets are 

                                                 
1 The so-called “bicycle theory” is attributed to Fred Bergsten from the Peterson Institute for International 
Economics.  
2 To stop a massive currency depreciation, in September 2011 the government and the National Bank of 
Switzerland established a minimum exchange rate of 1.20 Swiss Francs per Euro in currency markets (Switzerland 
implemented a radical measure: it weakened its currency and tied it to the Euro”, El Clarin, 7 September 2011 
available at http://www.ieco.clarin.com/economia/Suiza-medida-radical-debilito-moneda_0_550145054.html). 
Also, in mid-September, the government of Brazil raised Taxes over Industrial Products (IPI) for several domestic or 
imported products, with a minimum of 65% of domestic parts and services (“Governo eleva IPI para proteger 
carro nacional”, Valor Económico, September 16 2011 available at: 
 http://www.valor.com.br/empresas/1008704/governo-eleva-ipi-para-proteger-carro-nacional). 

http://www.ieco.clarin.com/economia/Suiza-medida-radical-debilito-moneda_0_550145054.html
http://www.valor.com.br/empresas/1008704/governo-eleva-ipi-para-proteger-carro-nacional
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within the large manufacturing or services companies. Trade proved that “what is in plain 
sight is not the reality”. Data indicate that China produces Apple’s iPhones, but only 3% of 
the value of the device is produced there; Mexico apparently exports high technology 
products, but only “labour intensive tasks” are performed in the country. How big is this 
trade? There are ways to estimate it: the concept “parts and components” could be 
used; the input product matrix could be used coupled with trade data; anecdotal 
information of the companies could be used to try and build a more general perspective. 
But as shown by the WTO initiative “Made in the World”, the fact is that it is impossible to 
know how much of the trade value attributed to the last country of origin is true or false, 
at least in the above mentioned cases of countries in which the trade of export 
processing is significant. 
 
WTO’s acceptance of the radical transformation of the nature of trade has profound 
implications for the interpretation of trade rules. In a context of exchanges driven by a 
fragmentation of production coordinated by the large multinationals, trade is still 
important, but its consequences cannot be predicted for production, the price of factors, 
and employment. The theoretical framework created for the trade of finished products 
does not work for trade based on economies of scale, scope, and agglomeration, 
absolute advantages, and strategic movements by companies and governments. 
 
Between October 2001, when the Doha Round started, and October 2011 there were 
significant changes in the relative position of international actors, with an increasing 
importance of the role of China, India and Brazil in the world scene. The relevance of the 
G-20 in solving the 2008-2009 crisis, pointed to the significant changes in the power 
structure. Established in September of 1999 by Ministers of Finance and Presidents of the 
Central Banks of countries in the Group of Seven, G-20 includes the 20 more significant 
economies from the “systemic” point of view. Nevertheless, they couldn’t move beyond 
the differences between the more and less industrialized in important issues like financial 
regulations, and the reform of the international financial system. 
 
Trade is an important sector of the economies of Latin America and the Caribbean, 
which with few exceptions, such as Argentina and Brazil, have chosen a growth model 
that to a certain extent is based on exports. With exports that are still highly dependent on 
natural resources, whether as products or as services, the integration of some countries in 
global value chains is still limited to activities that are intensive in non-qualified work, 
relatively cheap and abundant in all the region’s countries. The recovery of the prices of 
commodities has allowed an increase in the region’s exports, but there is still a strong 
speculative component in price increases, so their implicit volatility remains. Serious issues 
with physical, human, and institutional infrastructures prevent the creation of regional 
value chains. 
 
Beyond short term problems, Latin America and the Caribbean must create development 
projects to pay the social debt that the region has accumulated throughout two 
centuries of independence, rooted in the colonial history. The region is marked by having 
the highest levels of inequality in opportunities and results of all developing regions. In the 
last few years, effective social policies helped reduce inequality, but slower than in other 
regions. Latin American and Caribbean governments and societies must face long term 
challenges and define a trade agenda with greater social inclusion, through policies that 
promote the dissemination of technology to SMEs (Small and Medium-sized Enterprises) 
which are the ones that generate employment, so that they have quality jobs with better 
salaries. To create and implement these long term plans, governments must be firm in 
containing the effects of the crisis of industrialized countries in the development of Latin 
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American and Caribbean economies. Short-term policies cannot avoid the process of 
inclusive development as a strategic objective, for which long term policies are required. 
 
This document is divided into three substantial sections. Section II reviews the short and 
long term trends of international trade, highlighting the increasing importance of global 
value chains, the opportunities and challenges that these changes pose for the region’s 
countries. Section III presents the issues that the multilateral trade system faces, given the 
impossibility of finishing the Doha Round. Section IV discusses the trade agenda for a 
sustainable development with inclusion in Latin America and the Caribbean; the focus of 
this agenda is on regional productive integration. The creation of value chains in the 
region depends on an increase in public investment to improve the region’s road, ports 
and communications infrastructure. Finally, Section V presents some conclusions and 
recommendations, highlighting the role that SELA may play in the process of inserting the 
region in the more dynamic international trade chains. 
 
II. TRADE IN GOODS AND SERVICES 
 

There is a general consensus that the pace of the global recovery which started in 
the third quarter of 2009 started to slow down in the second quarter of 2011 due to the 
aftershocks of the 2008-2009 crisis in the wealthiest economies (IMF 2011a; UNCTAD 
2011a). However, there is no consensus about the implications that such slowdown in the 
growth of wealthy countries will have for the world economy. There are no glimpses of an 
imminent relapse into recession in the United States, although the confidence indicators 
of consumers and companies in the country have reached historical lows.3 Data indicate 
that the aggregate product of the United States has not reached before-crisis levels yet.4 
By the end of September, the annualized growth of the U.S. economy for 2011 was 
estimated at around 1.3%. Problems with the sovereign debt and the aftershocks of the 
crisis in the European Union resulted in a weak growth of 0.7% and 0.2% respectively, in the 
first and second quarters of 2011.5 Natural disasters such as the tragic earthquake of 
Japan added to the chronic difficulties that the country is facing since the beginning of 
the 1990s, causing a contraction in the Japanese economy of 0.9% and 0.2% in the first 
two quarters of 2011. Also, the magnitude of the tsunami that followed the earthquake 
affected global value chains and international manufacturing production, thus 
contributing to the deterioration in the recovery of the global economy.  
 
Specifically, the weakening of the economy of European countries and the U.S. is 
reflected in a low job creation capacity. Unemployment in that country remains at 14.5 
million since August 2009. This is compounded by the number of underemployed people 
(involuntary part time jobs) of more than 8.8 million, and 2.6 million people that aren’t part 
of the number of unemployed because they didn’t look for jobs in the four weeks before 
                                                 
3 Between March and August 2011, the indicator that measures U.S. consumer’s confidence fell by 25%, the 
sharpest drop in three months in the records that the University of Michigan collects on U.S. consumers since 1946 
(See the web page of consumer surveys by Reuters/University of Michigan: 
 http://thomsonreuters.com/products_services/financial/financial_products/a-
z/umichigan_surveys_of_consumers/#tab1). 
Also, the national activity index of the Federal Reserve of Chicago for August 2011 suggested an increase in 
activity in the United States that is below the historical trend. Forty-four of the 85 individual indicators had a 
negative contribution to the index (“Index shows economic activity weakened in August”, Chicago Fed 
National Activity Index, available at: 
http://www.chicagofed.org/digital_assets/publications/cfnai/2011/cfnai_september2011.pdf). 
 
4 Bern S. Bernanke, “The U.S. Economic Outlook”, 8 September 2011, (available at: 
http://www.bis.org/review/r110909b.pdf?frames=0). 
 
5 Eurostat news release. Euroindicators 127/2011, September 6, 2011 (available at 
 http://epp.eurostat.ec.europa.eu/portal/page/portal/eurostat/home). 

http://thomsonreuters.com/products_services/financial/financial_products/a-z/umichigan_surveys_of_consumers/#tab1
http://thomsonreuters.com/products_services/financial/financial_products/a-z/umichigan_surveys_of_consumers/#tab1
http://www.chicagofed.org/digital_assets/publications/cfnai/2011/cfnai_september2011.pdf
http://www.bis.org/review/r110909b.pdf?frames=0
http://epp.eurostat.ec.europa.eu/portal/page/portal/eurostat/home
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the survey, according to data from the U.S. Labour Department.6 That is, an average 
unemployment rate of 9.1% (8.9% for males and 8.0% for females) does not reflect the real 
unemployment of the country. In the United States, there is a worsening of real average 
income, an increase in poverty, and a brutal concentration of income and wealth.7 
 
The average unemployment rate in the European Union is a little higher than in the United 
States (9.5%), but several countries such as Bulgaria (11.4%); Croatia (14.7%); Spain 
(21.2%); Estonia (12.8%); Slovakia (13.4%); Greece (15%); Ireland (14.5%); Latvia (16.2%); 
Lithuania (15.6%); Portugal (12.5%) have two digit rates. In July 2011, Eurostat estimated 
that 22.7 million men and women in Europe were unemployed.8 

Economists are divided with respect to the priorities for macroeconomic policies in the 
United States and Europe, and about the instruments that should be used. Keynesian 
economists consider excessive the concern of U.S. and European governments with fiscal 
balance, forgetting that fiscal problems are largely the consequence of State actions to 
prevent the catastrophic effects of the 2008-2009 financial crisis.9 Monetary and fiscal 
policies adopted by the governments to stabilize the financial system of rich countries 
made private debt into public, saved the Banks, the bankers and the investors, but the 
timid stimulus measures (tax reductions) were not effective to create productive jobs, 
improve access to credit for small and medium enterprises, help real estate owners pay 
their debts, and promote a sustainable recovery of the economy in those countries. 

On the other hand, fiscal austerity programs proposed by U.S. and European governments 
as a solution for the fiscal crisis bring bitter memories together with Schadenfreude in Latin 
America and Asia, which economic interdependence prevents us from forgetting. For 
those who believe that the recent financial crisis had educated academics, politicians 
and the society in general about the need for a greater balance between markets and 
governments, and for stricter regulations for the operation of financial markets, it is very 
upsetting to see that governments accept that markets, which failed repeatedly and at a 
large scale in 2007-2008, establish the best macroeconomic policies for their economies.10 
It is the workers, the pensioners, farmers, students, that did not participate in the financial 
party, the ones that have to pay the bill, through a reduction in public services, salaries 
and unemployment. In the United States there is no evidence that the private sector is 
willing to replace the public sector in the federal, state and municipal arenas, to boost 
aggregate demand. The weakening in public spending results in less jobs, less private 
consumption, and thus a low and slow economic recovery in industrialized countries.11 
                                                 
6 See the Summary of the Employment Situation in August 2011:  
http://www.bls.gov/news.release/empsit.nr0.htm. 
7 2010 Census data indicate that more than 50% of U.S. homes had a real annual income of less than US$ 50,000, 
a drop of 2.3% with respect to 2009, and of 6.4% compared to 2007, the year before the Great Recession. 
Poverty rate for 2010 was 14.3% (46.2 million people), an increase of 0.8% points compared to 2009 and of 2.6% 
points with respect to 2007. Poverty level is defined according to family composition: from an income of 
US$ 11.100 for a single person home, to US$ 45.200 for a home with nine persons or more. The average family 
income for a four person home is US$ 22.300. See DeNavas-Walt et allia 2011). Studies by economists Thomas 
Piketty and Emmanuel Saez show that the richest one percent in the United States accounted for more than 80% 
of the growth between 1980 and 2005 (available at http://elsa.berkeley.edu/~saez/ and 
http://piketty.pse.ens.fr/index.php).  
8 Data from Eurostat (Statistics Department of the European Commission) (available at: 
 http://epp.eurostat.ec.europa.eu/portal/page/portal/eurostat/home/).  
9 See Krugman, Paul “An impeccable disaster”, in The New York Times. 11 September 2011; “The Fatal 
Distraction”, The New York Times, 5 September 2011. 
10 Stiglitz, Joseph E. “The ideological crisis of Western Capitalism”, Project Syndicate. A World of Ideas, 6 July 2011 
(available at http://www.project-syndicate.org/commentary/stiglitz140/English). 
11 U.S. employment data show that unemployment is the result of a low generation of jobs, and not the type of 
jobs (David Greenlaw and Ted Wieseman, “U.S. forecast update: more fiscal gridlock ahead?” 9 September 
2011 (available at http://www.morganstanley.com/views/gef/#anchorbba69eee-dacb-11e0-ae21-
476a1cd0f3d7). 
 

http://www.bls.gov/news.release/empsit.nr0.htm
http://elsa.berkeley.edu/%7Esaez/
http://piketty.pse.ens.fr/index.php
http://epp.eurostat.ec.europa.eu/portal/page/portal/eurostat/home/
http://www.project-syndicate.org/commentary/stiglitz140/English
http://www.morganstanley.com/views/gef/#anchorbba69eee-dacb-11e0-ae21-476a1cd0f3d7
http://www.morganstanley.com/views/gef/#anchorbba69eee-dacb-11e0-ae21-476a1cd0f3d7
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The global economy continues to expand, moved mainly by the growth of the most 
advanced developing countries, which widens the gap between the growth rates of rich 
and poor countries. According to IMF data, between 2001 and 2007, China’s growth 
accounts for more than 25% of global growth, while that of India accounts for 
approximately 5%. 
 
In 2010, the global product increased by 5% – 3% for OECD countries and 7.3% for the rest. 
By 2011, the IMF initially estimated world growth at 4.4%, with 2.4% for industrialized 
economies and 6.5 for the rest. However, a growth of 2.8% was estimated for the United 
States, which was lowered to 2.5% in June, and in to 1.6% in September. Growth in the 
Euro zone, estimated at 1.8%, was lowered to 1.6% (IMF 2011b). 
 
Thus, the tensions of a two speed recovery persist, as the IMF has called it (IMF 2011c). Two 
speeds for two groups, one formed by the developing countries and the other by 
industrialized countries; as well as two speeds within developing countries and within 
industrialized countries. Among developing countries, those in Asia have had the 
strongest upturn. It is also a recovery fenced by a high uncertainty, mainly because the 
continued growth of the most advanced developing economies depends on the stability 
of international capital flows, which is threatened by the exchange effects of the 
immense international liquidity, a result of the poor resolution given to the financial crisis. 
The markets of the largest and most dynamic developing economies like Brazil, China, 
India, Indonesia, Mexico, Peru, among others, attract capital flows encouraged by the 
relatively high yields of these markets. Banking and investment portfolio flows are the main 
capital flows towards these economies, while there is a reduction in foreign investment 
(IMF 2001c: 4). 
 
Exchange imbalances are some of the risks and challenges of the most dynamic 
developing economies, in a world economy that is divided into groups that grow at 
different paces (IMF 2011c). The risks are even higher in a context in which the economy 
of only one group expands, while the in the other, companies and investors (physical and 
institutional) with high levels of liquidity are not interested in creating productive 
investments in their countries of origin, but rather look for global opportunities of short term 
high earnings. The revaluation of global risk in favour of the market assets of the most 
advanced developing economies with sounder foundations and higher yields attracts 
both physical and institutional investors. 
 
The inflow of large amounts of capital promotes the valorization of local currencies, 
making imports cheaper and exports more expensive, mainly for manufactured products, 
disarticulating the internal productive chains. High levels of idle capacity and lax 
monetary policies in the richest economies keep the financing cheap worldwide, and 
foster the overheating of the developing economies, mainly in Latin America and the 
Caribbean. The challenge for the governments is to be prudent in managing favourable 
financial conditions, controlling short term capital flows, and balance of payment issues, 
and trying to prevent the formation of bubbles in local financial and non-financial assets. 
 
Among the tools that governments have to manage desirable and undesirable financial 
flows are administrative capital controls. These are added to the traditional instruments of 
monetary policy, fiscal policy, exchange intervention, and prudential instruments. The 
human and social costs of the crisis, in terms of unemployment and drop in real salaries, 
encourage the use of non-traditional instruments to prevent external shocks from 
disturbing the economies of developing countries. 
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Specifically, non-traditional instruments to manage capital flows became legitimate with 
the adoption of the G-20 Declaration of Seoul in November 2010, which highlighted the 
need to “strengthen global financial safety networks to help countries manage the 
financial volatility, giving them practical instruments to overcome sudden changes in 
international capital flows”.12 It was also stressed that “if countries face severe undue 
adjustments, the policy responses of emerging markets with adequate reserves and 
flexible exchange rates that are increasingly over-valuated may also include carefully 
formulated macro-prudential measures.”13 By initiative of developing countries, the 
technical discussion of the costs and benefits of capital flows, and a structured approach 
to manage systemic shocks were included in the IMF’s work agenda.14 
 
On the other hand, there also seems to be consensus on the role of international trade for 
economic recovery in 2010. According to the WTO (World Trade Organization), the 14.5% 
increase in world exports in 2010 more than compensated the sharp 12% drop of 2009, 
although the two opposite movements are still not fully understood by trade economists 
(See Chart 1). Changes in the structure and nature of trade are increasingly been invoked 
to explain the disproportionate intensity of the ups and downs of trade, as will be 
discussed later on. 
 
Two trends observed in the second half of the last decade, which impacted Latin 
America and the Caribbean differently, are still present: on the one hand the sharp 
increase in commodity prices, including foods, and on the other, the increasing role of 
China as the region’s destination of exports, and origin of imports. The future of the 
region’s economies will depend mostly on how they position themselves strategically with 
respect to these two great issues: the use of rents derived from the price increases of 
commodities, including oil, and the trade and investment relations with China. 
 
 

                                                 
12 “The G-20 Seoul Summit Leader’s Declaration”, 11-12 November 2010 (available at: 
http://www.g20.org/Documents2010/11/seoulsummit_declaration.pdf). 
 
13 Same document mentioned above. It must be noted that the Republic of Korea, which fostered the meeting 
of G-20 leaders, had adopted capital control mechanisms (exchange derivatives) a few months before the G-
20 Summit (“Capital controls in South Korea”, The Economist, June 17, 2010, (available at: 
http://www.economist.com/node/16381310). 
 
14 In July 2011, the government of Brazil defined several measures to reduce the flow of speculative capitals, 
among them a tax on exchange derivatives operations (“Derivativos de câmbio são alvo de pesado pacote de 
medidas”, Valor Econômico, 28 July 2011). 
 

http://www.g20.org/Documents2010/11/seoulsummit_declaration.pdf
http://www.economist.com/node/16381310


The multilateral trade system: Can the bicycle be stopped?             SP/CLXXXXVII.O/Di No. 26-11 
Trade challenges for development in Latin America and the Caribbean 
 15 

 
Chart 1 

Volume of world exports and Gross Domestic Product 
(Percentages) 

 
Sources: WTO (2010), International Trade Statistics 2010, Chart 1 (available at: 
http://www.wto.org/english/res_e/statis_e/its2010_e/its10_toc_e.htm). 
WTO (2011), “World Trade in 2010 and Prospects for 2011”, PRESS/628, 7 April (available at: 
http://www.wto.org/spanish/news_s/pres11_s/pr628_s.pdf). 
 
1. Short-term trends: From the great collapse to recovery at two speeds  
 
The effects of the “great trade collapse”, which occurred between the third quarter of 
2008 and the second quarter of 2009, can still be felt in 2011. The exports fall was sudden, 
intense and highly synchronized: No region or country managed escaping the strong 
contraction in world demand, which led to the bankruptcy of Lehmann Brothers 
investment bank three years ago, on 5 September 2008.15 Chart 2 neatly shows the speed 
with which the contraction in global demand was transferred to markets of final, primary 
and intermediate goods in the aforementioned period. Asia was the region with the 
lowest drop in exports values and with a faster recovery. (See Chart 3) 
 
According to the WTO (2010:20), world trade volume has contracted on three occasions 
since 1965, being the strongest one in 1975, when the real value of exports decreased 7%. 
In 1982, after the moratorium decreed by Mexico, exports volume diminished 2% and in 
2001, when the Internet start-ups bubble burst, there was a drop of 0.2%. However, those 
three trade contractions resulting from economic crises of different nature cannot be 
compared with the fall of more than 12% in trade volume and 22% in value experienced 
in 2009.16 Such data indicate that trade was more heavily affected by the reduction in 

                                                 
15 For further information, see SELA 2009, 2010. 
 
16 Global trade of manufactures decreased 15.5% in 2009, almost three times more than the drop in mining and 
oil products exports volume. Agricultural exports decreased by 3% in volume (WTO 2010:36). 

 
 

http://www.wto.org/english/res_e/statis_e/its2010_e/its10_toc_e.htm
http://www.wto.org/spanish/news_s/pres11_s/pr628_s.pdf
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economic activity during the 2008-2009 crisis than in previous crises. In the United States, 
exports volume decreased by 24% between the third quarter of 2007 and the second 
quarter of 2009, resulting in a GDP fall of 3.8%, similar to the one recorded in the 1973-1975 
recession. On that occasion, the real fall in the value of imports was 15.2%. (Bridgman 
2010). 
 

Chart 2 
Evolution of the value of exports: World and regions  

Growth rates, 2006-2011 (quarterly percentage values) 
(Percentages) 
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Source: Based on IMF data (Directions of Trade); Eurostat, Comext Database, national statistics; Global Trade 
Atlas, available at the WTO web site: (http://www.wto.org/english/res_e/statis_e/quarterly_world_exp_e.htm). 
 
Recent studies reveal that fall in added demand was associated to factors on the supply 
side, such as restrictions to credit for trade and imbalances in global suppliers chains. 
Trade contraction resulted from a decrease in exported quantities as well as in prices, with 
the reduction being more evident in manufactured goods and in raw materials prices. 
While those average effects hide enormous differences among groups of products, there 
are strong evidences that the collapse in trade was the result of postponing synchronized 
purchases, especially as regards durable goods machinery and equipment (Haddad, 
Harrison & Hausman 2010). 
 
As discussed further on, specialists wonder whether the growing international 
subcontracting (outsourcing) could explain the apparent increase in trade volatility in the 
economic cycles.17 
                                                 
17 According to U.S. data, the response of imports to economic activity shocks has increased in the last forty 
years. Between 1967 and 2009, a one percent of GDP deviation in the historical trend of the GDP (potential 
GDP) resulted in an average deviation of 2.4% in imports. Between 1990 and 2009, such rate increased to 3.2% 
(Bridgman 2010). 

http://www.wto.org/english/res_e/statis_e/quarterly_world_exp_e.htm


The multilateral trade system: Can the bicycle be stopped?             SP/CLXXXXVII.O/Di No. 26-11 
Trade challenges for development in Latin America and the Caribbean 
 17 

Chart 3 
 Evolution of the value of exports by region 

current US$ billion, 2005-2011  
(quarterly percentage values) 
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Source: Based on WTO data, 2011, Short-Term Merchandise Trade Statistics (available at: 
http://www.wto.org/english/res_e/statis_e/quarterly_world_exp_e.htm). 
 
In 2010, trade grew again, mainly due to South-South trade expansion, with a strong role 
of China imports, which increased more than 22% and were crucial for the performance 
of raw material exporting countries, including Latin American and Caribbean countries. 
As shown in Chart 4, in 2010. China was outstanding from others as a country which 
presented real growth in its imports, besides its larger exports expansion, among the major 
world trade performers. To a large extent, thanks to trade among Asian developing 
countries, South-South trade was equivalent to more than 20% of world trade in 2010 
(ECLAC 2011). 
 
The volume growth seen in exports (real value) to almost 14.5% and 22% in value (current 
dollars) was exceptional, and the highest recorded in the WTO processed data since 1950 
(See Chart 1). Prospects for 2011 point to a growth rate in the real value of exports of up 
to 5.8%.18 In current dollars, exports of goods totalled US$ 15.2 billion in 2010, practically 
returning to the values registered during the 2008 boom (US$ 15.5 billion) (WTO 2011).19 

                                                                                                                                                
 
18 On 22 April 2011, the WTO estimated a 6.5% growth in exports volume for that month, but forecasted it down to 
5.8% for September (“WTO scales back its trade forecast to 5.8% as downside risks build”. Press/641, 23 
September 2011 (available at: http://www.wto.org/spanish/news_s/pres11_s/pr641_s.htm). 
 
19 Trade services exports amounted to scarcely more than US$ 3.6 billion in 2010. In other words, the total value of 
trade in goods and services reached US$ 18.9 billion. 

 
 

http://www.wto.org/english/res_e/statis_e/quarterly_world_exp_e.htm
http://www.wto.org/spanish/news_s/pres11_s/pr641_s.htm
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Chart 4 

Growth in volume of exports and imports (real value), 2009-2010 
(Percentages) 

 
 
Source: Based on WTO data, 2011, PRESS/628, Geneva, WTO, Chart 1, page 5 (available at: 
http://www.wto.org). 
 
In 2009, China became the first merchandise world exporter (and the fifth larger exporter 
of trade services), accounting for 9.6% of the total and increasing the proportion more 
than 10% of world exports in 2010. Latin America and the Caribbean (including Mexico) 
reached scarcely over 5.5% of world exports with the increase of the individual 
participation of Brazil, compensating a drop by Mexico. Moreover, it should be noted that 
the data processed by the WTO shows that Latin America and the Caribbean (excluding 
Mexico) reflected the lowest growth in its exports volume and one of the highest imports 
rates in 2010 (see Chart 4). Exports growth in the region in nominal value has largely been 
a consequence of the increase in the prices of exported goods. 

http://www.wto.org/
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Chart 5 
Evolution of commodity prices  

2006-2011 (June) 
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Note: *APSP (average three-month spot price). 
 
Source: Based on IMF data, June 2011, World Economic Outlook. Update of key projections, Chart 6 
(available at: http://www.imf.org/external/spanish/pubs/ft/weo/2011/update/02/pdf/0611s.pdf). 
 
After reaching minimum levels between October 2008 and March 2009, prices of raw 
materials increased again, mainly since 2010 European Summer, presenting, however, 
high volatility (See Charts 5 and 6). In fact, before the global crisis appeared, the prices of 
those products already showed a reduction as compared to the mid-July 2008 boom. 
According to the IMF, food prices stabilized after the first months of 2011, resulting in a less 
critical situation in terms of food security, when compared to the price increase 
experienced between 2007 and 2008, and even the famine in East Africa (IMF, 2011a). 
 
Notwithstanding, the index used by FAO (UN Food and Agriculture Organization) for food 
prices registered 232 points for May 2011, only six (6) points less than the record-high figure 
for February. The main cause was unfavourable atmospheric conditions, but other factors 
also had an influence, such as the catastrophe in Japan, the political movements in 
Northern Africa and the Middle East, a strong increase in oil prices and the prolonged 
uncertainty in the world economy and financial markets.20 ECLAC data (2011) show that 
Central American and Caribbean economies are more vulnerable to volatility in 
international commodity prices. 

                                                 
20 FAO, June 2011, Food Outlook. Global Market Analysis, (available at 
http://www.fao.org/docrep/014/al978s/al978s00.pdf) 

 
 

http://www.imf.org/external/spanish/pubs/ft/weo/2011/update/02/pdf/0611s.pdf
http://www.fao.org/docrep/014/al978s/al978s00.pdf
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Chart 6 

Evolution of selected commodity prices  
July 2010 – August 2011 

(July 2010 = 100) 

 
 
Source: WTO based on IMF data (available at: 
http://www.wto.org/spanish/res_s/statis_s/quarterly_world_exp_s.htm). 

 
 
The United Nations Conference on Trade and Development (UNCTAD 2011a) draws 
attention on the impact of recent participation of determining markets and financial 
actors in the raw materials markets operation – a phenomenon called “raw materials 
transactions financing”. In other words, behind the strong increase and volatility in raw 
materials prices there are financial speculative activities in future markets, which in turn, 
gravitate in other financial markets. 
 
If raw materials markets were actually subject to the action of financial investors in recent 
years, a set of factors conferred to raw materials characteristics of an asset which can be 
used as protection to defend positions in other asset markets (UNCTAD 2011a:115). 
Likewise, though prices volatility may be a trait of raw materials markets, active 
participation of investors in the context of global financial integration poses questionings 
on its action in the level and broadness of recent volatility. For instance, the fall of prices 
of various raw materials in May 2011 was attributed by IMF (2011:4) to the behaviour of 
investors, who got rid of non-commercial by-products in a scope of a general larger 
financial volatility and in reaction to recent data on a slower world economy. UNCTAD 
(2011a:113-114) found empirical evidence of the influence of the activities of financial 

http://www.wto.org/spanish/res_s/statis_s/quarterly_world_exp_s.htm
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investors on raw materials pricing, identifying a high correlation between prices of these 
products and prices in other markets, such as stock and foreign exchange markets. 
 
Such movements demonstrated once more that economic integration is a necessary 
condition but not sufficient for economic growth in developing countries. The larger 
integration of an economy in international goods, services and capital flows exposes it to 
external shocks, so to speak, to imbalances which were created in other places, but that 
are sufficiently broad (systemic) to impact goods and services prices on the expectancies 
of economic agents and in institutions. It is relevant to understand that prices instability in 
raw materials, agricultural and mine, including oil and the concomitant volatility of 
exchange rates in Latin America and the Caribbean have their roots in the same 
components of global economic and financial instability (UNCTAD 2011a).  
 
Latin America and part of the Caribbean economies resisted the impact of the crisis with 
macroeconomic expansive policies that softened the effects of trade and credit effects 
and prevented that external shocks effects would be catastrophic. Nevertheless, 
economic activity of countries in the region suffered an average contraction of almost 
two percent, as a result of economies fall in Mexico, Venezuela and the Caribbean. All 
economies suffered contraction, although the same varied between the extremes of 
Mexico and Venezuela (10 percentage points) and Brazil, Chile and Colombia (five 
percentage points) (SELA 2009 and 2010). Besides, there are no sufficient evidences of 
growth sustainability in the region if deterioration in external conditions persists. The growth 
rate of domestic demand in extensive countries is still conditioned by external factors, 
among which is the emerging demand of China for raw materials. 
 
The effects of productive and trade integration, by means of international suppliers chains 
formation, disseminated among a large number of countries, but controlled by a more 
reduced number of goods and services enterprises. They revealed themselves in the 
instant transmission of contraction and expansion movements of added demand to trade 
flows, between the third quarter of 2008 and the fourth quarter of 2009 (See Chart 2). 
Driven by large multinational enterprises and governments, which created conditions for 
the elimination of trade barriers and by the investment in the majority of countries, as well 
as encouraged by innovations in information technologies, communications and 
transports, which drastically reduced transaction and coordination costs of delocalization 
of production, global value chains construction has been a long term process, which 
most added traits just now begin to be studied by trade economists and made the 
concept known under the idea of globalization.21 
 
The new trade structure influences on productive activity, on employment level and 
quality in industrialized and developing countries and poses many questions on 
sustainability of resulting commercial specialization. Particularly, specialists ask themselves 
whether changes in microeconomic trade could result in a higher volatility of trade 
trends. 
 
In 2011, WTO and World Bank launched initiatives destined to better know the impacts of 
the new trade productive organization, commercial specialization and in the 
development process.22 In both international agencies, as well as in other research 
                                                 
21 Literature on enterprise management includes many studies on International supplier chains since late 1980s. 
Michael Porter was one of the first authors to use the concept of value chains and disseminated the value chain 
analysis methodology. See Porter 1985, Chapter 2, pp 33-60. 
 
22 See Lamy, Pascal, “Lamy suggests the ‘added value trade’ as new world measure”, WTO: News 2011 June 6, 
2011 (available at http://www.wto.org/spanish/news_s/news11_s/miwi_06jun11_s.htm). World Bank Workshop on 
Global Production Fragmentation and Trade on Added Value – Developing New Measures for Cross-Border 

http://www.wto.org/spanish/news_s/news11_s/miwi_06jun11_s.htm
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centres and institutions, experts acknowledge the traditional grasp of information on 
trade flows by Customs is not sufficient to identify added value generation in different 
countries, when parts and components cross their borders as imports and imports. May it 
be mentioned that in other development agencies as ECLAC and UNCTAD, this 
acknowledgement started earlier in time. Various studies of these institutions concluded 
that trade in the case of the maquila industry in Mexico, Central America, Dominican 
Republic and some Caribbean countries.23 
 
Trade economists took a long time to abandon the perception that trade is composed of 
final products, in its integrity produced in the exporter country, but a vast economic 
literature exists on the new international production and trade organization.24 There is 
much to know on the implication of the actual trade conformation on trade benefits and 
of its distribution among countries, among enterprises and among productive factors. In 
other words, how the increasing distribution of trade flows by subcontracting relations 
among enterprises influence work markets, production standards, prices and participating 
countries’ wellbeing. 
 
2. Long-term trends: Structural changes in international trade  
 
The phenomenon of fragmentation of the productive process of a good in its parts and 
components, its distribution among different countries for further assembling its parts and 
components among other regions, while originating trade flows, is not new. Rather, it has 
expanded to high rates in the last twenty years, incorporating a large quantity of 
products and countries.25 Nonetheless, it took very long for trade economists to accept 
that the international production organization, based on international subcontracting 
(offshoring) had generated deep alterations in the nature of trade (Helpman 1999)). Only 
by mid of the last decade, Grossman & Helpman (2005:1) concluded that we live in an 
era of outsourcing. 
 
Based on balance of payments, estimates indicate that nearly 20% of exports and 13% of 
imports of developing countries are originated in exporting processing zones. In 2009, 
almost half of China’s exports originated in its processing zones. Between 2000 and 2008, 
China accounted for about 67% of intensive world exports and Mexico with another 18%. 
In turn, almost two thirds of China’s processing trade is under control of foreign enterprises 
(OMC and IDE-JETRO 2011). 
 

                                                                                                                                                
Trade (available at http://go.worldbank.org/R156ABXQQ0). Matoo Wang and Wei 2011. WTO and IDE-JETRO, 
2011.  
23 See ECLAC’s issues of Latin America and the Caribbean in the Wold Economy from 1999 to 2004, and UNCTAD 
1993.  
24 See Ventura-Dias (2003) for bibliographic references until 2002. For updated references, see Baldwin and 
Robert –Nicoud 2010; Cattaneo, Gereffi and Staritz (eds.) 2010; Grossman and Rossi-Hanberg 2006 a.  
25 Anecdotic references indicate that during the industrial revolution boom Great Britain’s textile and garment 
enterprises started to transfer intensive segments in work towards other countries in mainland Europe (Pollard 
1981, quoted in Athurkorola and Menon 2010: 2). 
 

http://go.worldbank.org/R156ABXQQ0
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Chart 7 
Breakdown of the export value of an iPhone 

2009 

 
 
Source: Based on data from Xing, Yuqing and Neal Detert (2010), “How the IPhone Widens the United 
States Trade Deficit with the People's Republic of China,' (ADBI) Asian Development Bank Institute) 
Working Paper Series, No. 257, December. 
(available at: http://www.adbi.org/files/2010.12.14.wp257.iphone.widens.us.trade.deficit.prc.pdf).  
 
Xing & Detert (2010) referred to the production and assembling of an iPhone – a cell 
phone created and marketed by Apple – as an example to illustrate how misleading the 
product value assignation at its assembling installation can be (See Chart 7). The study 
reveals that a high-tech product does not necessarily increase the exports of the 
innovating country of origin. In 2009, the iPhone contributed with 1.9 billion to the U.S. 
trade deficit with China. The phone contains information indicating that it was “designed 
by Apple in California and assembled in China”. Nevertheless, when the various 
operations and component of the product are analyzed, it can be verified than only a 3% 
of the wholesale value (US$ 178.96) is actually done in China; whereas Japan holds the 
larger part: 34% (flash memories and tactile monitors). The components of the phone are 
produced by a large number of enterprises (Toshiba-Japan, Samsung-Korea, Infineon-
Germany, Broadcom-USA, Numunix-USA, Murata-Japan, Dialog Semiconductor-
Germany, Cirrius Logic-USA, among others), and later on they are sent to Foxconn-Taipei, 
a province of China, with a broad logistic domain of these operations at Shenshen, 
China, for assembling the final product, which is exported to the United States and the 
rest of the world. In China’s bilateral trade accountability with the United States, China is 
accredited with an integral value of the product and, for all effects, China is exporting a 
high technology product. 
 
In the case of Mexico, intensive exports in imports (maquilas) explain the impressive 
growth of manufactures in its trade. Between 1990 and 1999, the proportion in 
manufactures in Mexican exports increased from 42% to 85%. Besides, electronic industry 
exports increased at an annual rate of 31%, with no change in the occupational structure 
of employment in Mexico. Curiously enough, up to 1991, the country did not register the 
“maquilas” as part of the trade in goods exports and imports. The Bank of Mexico 
informed on the added value or the net export (exports minus imports) in the non-factorial 
service exports account as “services by transformation”, a category that better captures 
exports processing trade activities. Latin American and the Caribbean countries did not 
inform on the trade achieved in exports processing zones.26 

                                                 
26 See WTO Technical Notes (2010) (available at: http://www.wto.org/spanish/res_s/statis_s/technotes_s.htm) 
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Two of the empiric characteristics of global shared production derived trade are not 
compatible with the supposed traditional trade theory. One is the participation of large 
multinational enterprises, concentrated whether on production, trading or in the final 
good distribution and the consequent presence of trade flows between enterprises under 
the same corporative administration (trade and intra-firm financial flows) (Durán-Lima and 
Ventura-Dias 2003). The other trade characteristic based on international production 
subcontracting is the large enterprise strategic control by the global value chain, even 
though no direct foreign investment exists (DFI), mainly including non-related to shares of 
stocks of a company forms of international production (UNCTAD 2011b).27 
 
Since the total recovery of the monetary, financial and trade system, in early 1960, after 
World War II, economists searched to solve three big empiric paradoxes: the first one is 
that trade transactions mainly occurred among industrialized countries, as we may say, of 
similar resources end of manufacture endowment. The second one, that those 
transactions were composed of manufactured goods and the same industry were 
bartered.28 The international trade corporative advantages supposed that trade flows 
would be formed by industries products with different intensity in the use of productive 
factors; that exchanges would be inter-industrial, as for instance between manufactured 
and agricultural goods; and that such exchanges would be carried out among 
industrialized and developing countries. Notwithstanding, trade historic series of 1950-2008 
show continuous growth of products participation in total exports, equivalent to nearly a 
70% of exports total value in 2008-2009 (OMC 2010). In the same manner, although shared 
production has broadened the developing countries participation in trade flows of 
manufactured goods, transactions among industrialized countries are still dominant 
(almost 40% of the total of world exports),29 mainly due to intra-Europe trade. Finally, non 
processed products trade for manufactured products constitutes a very small segment in 
global trade. 
 
During last decades, other elements were added to trade traditional theory to interpret 
empiric evidences and rescue trade dynamic advantages, which are the ones that 
generate benefits to enterprises and countries, without abandoning the model of static 
advantages of Heckscher-Ohlin. Agglomeration and specialization scale economies, 
which occupy a relevant place in trade defence by classic economists, were 
reintroduced in the inter-industrial trade models (Rayment 1985. Feenstra 2004. Krugman 
and Obstfeld 2004). An integrated trade theory, able to explain all trade flows, does not 
exist anymore. Different frameworks are used for studies which approach some 
implications of the new international trade configuration. Since the mid-1990s, economic 
works concentrated efforts to identify and quantify the impacts of the new international 

                                                 
27 UNCTAD (2011b) considers as non-related to the shares of stock of a company of international production the 
fabrication contract, services subcontracting, agriculture by contract franchises, licenses concession, 
management contracts and other types of trade relations which allow multinational enterprises to coordinate 
activities in its world value chains and influence in the enterprises management of receptor countries with 
having no participation in their capital. 
 
28 In fact, in the 1940s the first estimations of the League of Nations already showed the dynamic role of 
manufactures and exchange of exports among industrialized countries. Using this data, Hirschman (1945) found 
empiric evidences that manufactures for manufactures exchange was equivalent to nearly half of 
manufactures trade, although up to the late 1950s manufactures only accounted for 45% of world trade 
(Rayment 1953:3). Maizels (1963) compiled information alike on trade among industrialized countries, concluding 
that growth of that trade segment was in general associated to manufactures trade growth.  
 
29 ECLAC data (2011). 
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production organization on employment and entrance of industrialized countries, mainly 
in the United States.30 
 
The theory of comparative advantages is still used to disseminate trade benefits, although 
in fact what really count are the absolute or specific advantages. When enterprises 
compare work costs in different countries, they are concerned with absolute advantages 
that the country with the lowest salary has. Besides, the “task” which is intensive in work 
may belong to an industry intensive in capital. Consequently, traditional schemes do not 
allow extracting distributive conclusions on trade benefits among productive factors, such 
as the ones which were possible in the traditional frame. 
 
To increase the complexity of this subject, the interdisciplinary analysis of the global value 
chains includes an important element of power that is absent in the economists’ vision 
(Cattaneo, Gereffi and Staritz 2010). In the international vertical integration process, parts 
of the value chain are controlled by larger purchasing enterprises, such as textile and 
garment industries, or they are controlled by enterprises that have the control of the 
process and product technology of the final good, as in the case of electronic and 
automotive industries. Gereffi (1994) used the concept of value chains, driven by the 
buyer in the first case, and of chains driven by the producer in the other cases.31 
 
Global value chains comprise the series of activities, from conception to production, 
distribution and the final consumption that a good or service goes through in the different 
phases of production, distribution and trading: provision of raw materials and of inputs for 
different components, sub-assembling, services to enterprises, the assembling of final 
goods, delivery to final consumers, as well as the waste after use (Cattaneo, Gereffi and 
Staritz 2010:4). As it was mentioned, a large part of transactions involved in global value 
chains do not occur among independent entities via markets, but between enterprises 
related and non-related to the shares of stocks of a company control. 
 
From a historic perspective, the process of structural changes in the international 
economy is more evolving than revolutionary (Rayment 1985). Many of the tendencies 
which would become ostensible in the 1990s started to structure more than seventy years 
earlier. In fact, trade generated by production fragmentation constitutes a deepening of 
inter-industrial trade and of productive specialization, with a strong intra-product 
dimension and an increase in the developing countries participation in a trade which 
took place predominantly among industrialized countries. 
 
Volume, compensation and flows direction were transforming in consonance with 
technical conditions changes, institutional and organizational in consumption and 
production, the same ones that influenced on costs and risks in the international 
integration. Economy history teaches us, however, that changes are not irreversible. In the 
same way that in the last decades, international operating risks have continuously 
diminished for enterprises, the increase of uncertainties, as result of national governments 
actions to protect employments and industries, may result in an increase of costs in global 
integration with impacts on international production and trade organization.32 In this 
regard, it is appropriate to outline that large benefits for enterprises of the complex 
international division of work not necessarily extend themselves to economies and 

                                                 
30 Bibliography is too broad to be summarily mentioned. See the Web page of the National Bureau of Economic 
Research (NBER) (http://www.nber.org).  
31 Also see Gereffi, Humphrey and Sturgeon (2005) and aforementioned references.  
32 The First Globalization in 1870-1913 ended with World War I. See Estevadeordal, Frantz and Taylor (2002) for the 
impact of trade integration and contraction integration costs. 
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societies as a whole.33 The 2008-2009 crisis has provided us with a masterly conference on 
the subject, teachings that are still being elaborated. 
 
The initial theoretical studies that examined determinants and modalities of shared 
international production have attempted to hold the traditional theoretic trade 
framework, modifying some supposed (concepts), such as the relative unremovability of 
productive factors.34 Grossman and Rossi-Hansberg (2006a and 2006b) were more radical 
and argued that new reality required of a new paradigm for a correct interpretation. 
Authors acknowledged that a theory which supposed that exported goods are produced 
in a unique locality cannot be appropriate to interpret a trade, generated by global 
chains of suppliers in which many necessary “tasks” to manufacture complex industrial 
products or to supply intensive services in knowledge are achieved in a large number of 
countries. The proposed paradigm includes the concept of “tasks” to capture the 
productive fragmentation process in those “tasks” which are carried out in various 
countries, but do not include control and power relations generated in the new trade 
scheme.35 Leading enterprises “govern” global networks of affiliates and suppliers and 
their decisions affect developing countries insertion into global value chains (Cattaneo, 
Gereffi and Staritz 2010). 
 
Multinational enterprises and the governments of industrialized countries have been the 
most important actors in the formation and expansion of nationally fragmented 
production and internationally shared. Considerations on costs and/or proximity to 
consuming markets has led those corporations to segment and distribute in the 
geographic space, productive activities of a determined industry, defined in the broad 
sense, to include production and services activities (design and engineering, supplying 
sources, trading, logistic, among others). Diverse mechanisms were created by enterprises 
to coordinate productive activities, diffused in different countries, some of them internal 
to the enterprises, generating an intense trade and financial flows between the master 
enterprise and its affiliates. Similarly, evidences exist that multinational corporations left 
behind structuring themselves as autonomous subsidiary nets, scattered in a large number 
of countries and adopted integrated organizational structures, nowadays representing 
global integrated production systems (UNCTAD 1993). 
 
The fact that “tasks” trade is coordinated by multinational corporations, be it transactions 
among their affiliates or transactions realized by the market among non-affiliate 
enterprises turns its measurement very complex. Moreover, the increasing participation of 
India in services trade drew the attention on a trade realized through global suppliers 
chains, which not necessarily involves movement of physical goods across borders. Some 
examples are computation programmes, call centres operations, trade surveys, texts 
processing, translations, data digitations, accountability and payments operations, 
among others (Grossman and Rossi-Hansberg 2006a:6). On its behalf, the international 
services subcontracting industry has transformed itself in a divided into three performance 
of information technology basic services for corporations out of the country of origin, to 
include a vast quantity of activities, which are known as business subcontracting 
processing, knowledge subcontracting processing and other advanced activities in value 
global chains, such as research and development (R&D) which in the past were 

                                                 
33 See Rodrick 1997. Stiglitz 2002, 2010.  
34 For example, Jones (2000) investigated that changes in positive and normative aspects of trade theory would 
be necessary to include what he called “trade in inputs for production”. The author included factors mobility 
and concluded that with this inclusion, the concept of absolute advantages passed to be relevant to explain 
the direction of trade flows.  
35 Also see Baldwin and Robert-Nicoud 2010. Grossman 2008. 
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considered the central functions of a corporation (Gereffi and Fernández-Stark 2010: 
UNCTAD 2004). 
 
Data collected by the Bureau of Economic Analysis (BEA) in the U.S. – one of the few 
countries that gather detailed information on multinational enterprises activities in its 
territory – indicate that between 1966 and 1999, intermediate goods value sent by the U.S. 
parent company to its affiliates for assembling or processing, increased forty (40) times. In 
the same period, the proportion of those exports on U.S. total merchandises exports, 
practically doubled from nearly 8% in 1966 and 1977 to 15% in 1999. Intra-firm intermediate 
goods exports increased as proportion in total as well as in intra-firm exports of parent 
companies domiciled in the United States. Between 1977 and 1999, parent company 
intermediate goods total exports proportion more than doubled (from 10 to 25%), and 
proportion in exports of parent company to its affiliates increased twice (from 33 to 65%). 
(Borga and Zeile 2004:3). 
 
The first shared international production programmes were created by the U.S. 
government to favour its corporations facing European competition in the early 1960s. A 
programme pertaining to tariffs was created to allow that intensive operations on work in 
production of a good (basically textiles, garment and electronics) would be transferred to 
developing countries in Asia, Latin America and the Caribbean – abundant in non-
qualified work – for its processing and further re-export to the United States. Under the 
international shared production programme, U.S. enterprises did not pay taxes on 
materials and components export and further import of elaborated products. When a 
finished good was imported back to the U.S., taxes fell on abroad added value.36 Before 
the existence of the NAFTA (North American Free Trade Agreement), Mexican “maquila” 
exports were included in the programme 9802. Also in the case of the Caribbean, growth 
of assembling operations counted on U.S. financing the development of processing zones 
exports (GAO 1993). 
 
European Union Customs legislation also contained similar measures to the shared 
production program of the U.S., mainly used for trade with Central and Eastern Europe 
countries before its inclusion in the European Union. 
 
Nevertheless, while in its beginnings North-South subcontracting relations were bilateral 
between the headquarter country of corporations and receptor countries, as years went 
by, production nets have evolved to contain multiple countries in different stages of the 
assembling process. 
 
Therefore, partial programmes were replaced by some sectoral agreements, such as the 
Automotive Products Agreement between the United States and Canada in 1965, and 
subsequently by broader preferential liberalization agreements, such as the one created 
under NAFTA, or the CAFTA-DR (Free Trade Agreement with Central America and 
Dominican Republic), which comprise clauses on services, intellectual property and the 
right to establishment, thereby increasing investors and corporations security for 
international subcontracting activities. As a consequence, countries’ trade policies 
started to go hand in hand with the economic integration movement: from trade 
liberalization to investment liberalization, from movement of people to the right to 
establishment. 
 

                                                 
36 The program referred to the tariff item in the Tariff System of the United States of America (806/807) and later 
on in the Harmonized Preferences System (9802). See Feenstra and Hanson 1999, Grunwald and Flamm 1985 and 
Ventura-Dias and Durán Lima 2001 for further references. 
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On one hand, the fragmentation of international production generates the opportunity 
for developing countries to participate in trade transactions of manufactured products or 
services, which diversifies their exports and generates a great number of jobs in line with 
work skills. On the other hand, there is evidence that the process for standardizing the 
activities involved in a complex production process carries consequences for 
employment in industrialized and developing countries alike. Basically, standardization 
“tasks”, regardless of the degree of sophistication technology, hold substitution possibilities 
for cheaper labour force. In an interesting article, Autor, Levy and Murnane (2003) studied 
how the combination of technological changes in the digitalization of human tasks, both 
cognitive as manual tasks, and the outsourcing favour the banalization of activities, their 
transfer to countries with lower costs than the countries of origin, and employment 
instability. 
 
Recently, Paul Krugman concluded that in the context of employment precariousness, 
investment in education does not guarantee quality employment permanence in the 
country.37 As a matter of fact, workers who only perform tasks which require personal 
contact, with low or high skills, can feel more confident that they will preserve their jobs in 
advanced economies. 
 
Another important element and that affects workers all over the world is the capacity of 
multinational corporations (which incorporate specific, scarce and mobile factors) to 
arbitrate differences among countries in terms of the costs of productive factors, in view 
of the great mobility of capitals and the relative immobility of labour force. As Ronald 
Jones denominates it, the labour force is the “trapped” factor within the borders of every 
country, and unlike the rationale proposed by traditional trade theory it competes in the 
international market and has no alternatives of internal re-assignation among industries in 
the short term. 
 
The WTO recently found that products are "made in the world", and it has started to 
consider that the benefits resulting for a trade exchange of wine for textiles may lose their 
reach and scope when the microeconomic foundations of trade are changed. 
Particularly, the asymmetries between the unrestricted mobility of capital while the labour 
force meets growing limitation, cast doubt as regards the unrestricted benefits of the new 
organization of production and trade, as demonstrated in a recent WTO and ILO 
publication (Bacchetta and Jansen (eds.) 2011). 
 
3. Latin America and the Caribbean: changes and continuity 
 
As pointed out above, economies in Latin America and the Caribbean managed to 
dodge the catastrophic effects of the financial crisis of 2008-2009, although they could 
not prevent – through trade, remittances or financial channels – external shocks from 
having a negative impact on the region’s growth, with varying intensities depending on 
the country. After the second, or in some cases, after the third quarter of 2009, the 
economies recovered the path to high growth, with the exception of Venezuela, Haiti, 
and the English-speaking Caribbean. A mixture of proper policies that maintained the 
private consumption and the net creation of fixed capital, and the external conditions 
that favoured the increase in the prices of basic goods, as well as the expansion of trade, 
contributed to keep the long-term growth prospects of the countries.38 Although the 

                                                 
37 Paul Krugman, ¨Degrees and dollars¨. The New York Times, 6 March 2010 (available at: 
http://krugman.blogs.nytimes.com/). 
 
38 See SELA 2009 and 2010 for an analysis of the impacts of the 2008-2009 crisis on the region. 
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international scenario is one of great uncertainty, the region is looking in other developing 
countries – mainly in Asia, but also in Africa and the Middle East – for dynamic markets to 
replace part of the demand of industrialized countries. 
 
In 2010, the GDP in Latin America and the Caribbean grew by almost 6% – though with 
marked differences between countries – promoted by internal and external factors. The 
biggest growth was registered by MERCOSUR (Common Market of the South) member 
countries: Argentina (9.2%), Brazil (7.5%), Paraguay (15%,) and Uruguay (8.5%), and also 
Panama (7.5%,) Peru (8.8%,) and the Dominican Republic (7.8%.) In turn, Caribbean 
countries grew 0.4%, while the plummeting of Jamaica's GDP (-1.3%,), as well as the 
stagnation of Barbados (0.3%,) and of Trinidad and Tobago (1%), stand out, because 
these three economies together add up to 70% of the subregion's GDP. (see Table 1) 
 
For 2011, ECLAC (2011a) estimates a regional GDP growth of 4.7%, while the IMF (2011b) 
reduced the expected growth to 4% (in September 2010) (see Table 1). The strong 
dynamism of domestic demand, supported by private consumption, was associated to 
the improvement in employment and salary, but also to the increase in the debt of the 
families, by the increase in credit in the big countries of the region, as part of counter-
cyclical policies. In a less uncertain scenario, the depletion of the idle productive 
capacity would give way to an increase of investments, but the short-term trend of 
companies is to wait for the international landscape to clear up, mainly due to the 
consequences of the external variables on the exchange rate, the financial flows, and 
the credit offer. 
 
However, in spite of the positive results in the exports of the region, in 2010 Latin America's 
current account registered a 1.2% deficit on the regional GDP, higher than the 0.4% 
deficit registered in 2009. The deterioration of the external accounts of Latin America was 
the result of a reduction of the remittances of emigrant workers, and of the commercial 
surplus, which went from 1.5% to 1.0% between 2009 and 2010. On the other hand, a 
better external result was observed in the Caribbean, because of an increase on Trinidad 
and Tobago's surplus, and in Suriname, or by the reduction of the deficit in Jamaica 
(ECLAC 2011a: 31). 
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Table 1 

Growth in total Gross Domestic Product 
(US$ million at constant 2000 prices) 

Variation rates 

Country  2008  2009  2010  2011a 2012b 
Argentina  6.8  0.9  9.2  8.3  4.5  
Bolivia  6.1  3.4  4.1  5.3  4.0  
Brazil  5.2   

-0.6  
7.5  4.0  4.0  

Chile  3.7   
-1.7  

5.2  6.3  4.5  

Colombia  3.5  1.5  4.3  5.3  4.5  
Costa Rica  2.7   

-1.3  
4.2  3.2  3.5  

Cuba  4.1  1.4  2.1  3.1  3.0  
Ecuador  7.2  0.4  3.6  6.4  4.0  
El Salvador  1.3   

-3.1  
1.4  2.5  2.5  

Guatemala  3.3  0.5  2.8  4.0  3.5  
Haiti  0.8  2.9   

-5.1  
8.0  8.0  

Honduras  4.2   
-2.1  

2.8  3.0  3.0  

Mexico  1.5   
-6.1  

5.4  4.0  4.0  

Nicaragua  2.8   
-1.5  

4.5  4.0  4.0  

Panama  10.1  3.2  7.5  8.5  6.0  
Paraguay  5.8   

-3.8  
15.0  5.7  4.0  

Peru 9.8  0.9  8.8  7.1  5.5  
Dominican Republic 5.3  3.5  7.8  5.0  4.5  
Uruguay  8.6  2.6  8.5  6.8  4.5  
Venezuela  4.2   

-3.3  
 
-1.4  

4.5  3.5  

Sub-total for Latin America  4.1   
-2.0  

6.0  4.7  4.1  

Antigua and Barbuda  0.7   
-11.3  

 
-5.2  

0.5  1.9  

Bahamas   
-1.3  

 
-5.4  

0.9  1.3  2.0  

Barbados   
-0.2  

 
-4.7  

0.3  2.0  2.5  

Belize  3.8   
0.0  

2.9  2.5  2.5  

Dominica  6.6   
-0.4  

0.1  3.4  3.5  

Grenada  1.4   
-8.3  

 
-0.8  

2.5  3.0  

Guyana  2.0  3.3  3.6  4.0  5.0  
Jamaica   

-0.6  
 
-3.0  

 
-1.3  

1.5  2.5  

St. Kitts and Nevis  6.1   
-6.3  

 
-5.0  

0.8  2.0  

St. Vincent and the Grenadines  1.7   
-1.2  

 
-1.3  

2.2  2.9  

St. Lucia  5.4   
-1.1  

3.1  0.7  2.0  

Suriname  4.3  2.2  4.4  5.0  5.0  
Trinidad and Tobago  2.4   

-3.5  
2.5  2.0  2.5  

Sub-total for the Caribbean  1.1   
-3.5  

1.0  1.9  2.6  

Latin America and the Caribbean 4.0   
-2.1  

5.9  4.7  4.1  

Central America (9 countries)  4.3  0.9  4.0  4.3  4.2  
South America (10 countries)  5.3   

-0.5  
6.4  5.1 4.1 

a/ Estimate; b/ Projection 
Source: ECLAC (2011), Economic Survey of Latin America and the Caribbean 2010-2011, ECLAC: Santiago, 
Chile (available at: http://www.cepal.org).  
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According to ECLAC estimations (2011b), in 2011, trade in the region will grow by 27%, in 
nominal values, a rate that is higher than that of imports (23%), thus allowing for the 
reduction of the regional commercial deficit (see Table 2.) The region managed to go 
back to a path of growth three months before the rest of the world. Exports in Latin 
America and the Caribbean needed 29 months to reach positive rates, while world 
exports needed 32 months. The role of the demand of China and the rest of Asia was 
decisive, as well as the demand of the region itself (ECLAC 2011b). 
 

Table 2 
Evolution of Foreign Trade in Latin America and the Caribbean, 2009-2011 

(annual growth rates, percentages) 
 

Exports Imports Region / Countries 

2009 2010 2011 2009 2010 2011 

Latin America and the Caribbean  
-22.6 

26.7 27.0  
-25.0 

29.5 23.0 

Latin America (19)   
-21.9 

27.0 27.0  
-24.9 

30.4 23.0 

MERCOSUR   
-21.9 

29.8 30.0  
-27.3 

42.2 27.0 

Andean countries   
-27.7 

20.7 32.0  
-20.9 

19.9 29.0 

Central American Common Market   
-11.6 

15.2 29.0  
-24.3 

19.0 24.0 

CARICOM   
-43.4 

10.8 28.0  
-25.5 

3.5 18.0 

Other countries  
-19.9 

28.9 21.0  
-25.0 

28.8 19.0 

Chile   
-18.5 

31.5 20.0  
-30.9 

38.3 24.0 

Mexico   
-21.2 

30.0 21.0  
-24.1 

28.5 17.0 

Panama 7.8 1.8 20.0  
-10.9 

20.3 28.0 

Dominican Republic  
-18.7 

20.3 25.0  
-23.1 

24.4 22.0 

 
Source: ECLAC (2011), Economic Survey of Latin America and the Caribbean 2010-2011, ECLAC: Santiago, Chile 
(available at: http://www.cepal.org). 
 
 
As mentioned before, the growth in the value of the exports of the region is the result of a 
strong increase in prices, for countries that export basic goods (South America,) and more 
balance between the prices and volumes for Mexico and Central America. However, the 
expansion in the volume of the exports of MERCOSUR member countries (12%) and the 
South American countries as a group (10%) was higher than the increase in the real value 
of the exports of manufactured goods from Mexico and Central America (8.3%) directed 
basically to the United States (ECLAC 2011a: 34-35). 
 
As shown in Chart 7, between 1990 ad 2010, the relative position of the United States and 
the European Union as markets for Latin American exports, and as the origin for the 
imports of the region was continuously reduced, starting at the end of the 1990s. The 
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reduction in the proportion of the European Union had already started at the beginning 
of the last decade of the 20th century. Symmetrically, China increased its participation 
both in the exports and in the imports of the region, although with a higher emphasis on 
the imports, resulting in the accumulation of a surplus for China with the region as a 
group. 
 
Between 1990 and 2000, the United States expanded its share in Latin American and 
Caribbean exports, reaching a top of almost 60% in 1999, when there was also an 
increase in Mexico’s participation in the exports of Latin America and the Caribbean. 
China and the rest of Asia – which added up to a little more than 4% in 2000 – reached 
almost 16% of the value of the exports of the region by 2010. Between 2000 and 2010, the 
U.S. share dropped to 40% of the regional exports, going back to the levels of the early 
1990s, before the creation of NAFTA, while the markets of the region went back to the 
levels of the previous decade, around 20%, and the European Union remained with an 
average 13% (see Chart 8). 
 
The reduction in the relative position of the United States is even more evident when we 
analyze the composition of regional imports, even though oil imports distort the 
participations of the different groups of countries. The relative position of China as supplier 
of mainly manufactured goods increased from slightly over 1% during the period 1995-
1996, to 14% in 2010. Excluding oil, the participation of China would be even more 
prominent (see Chart 8.) In other words, although the United States and Europe are the 
main markets of the region, consuming over half of the exported products, there have 
been significant changes in their relative share. 
 
However, as argued by the ECLAC on several documents published in the last decades, 
there is a very strong correlation between the composition by products of the Latin 
American and Caribbean exports, and the exporting destination.39 Only the United States 
and Latin America and the Caribbean are destinations with predominance of 
manufactured goods, while in other directions there is a predominance of processed and 
non-processed natural resources. For instance, ECLAC (2011b) estimates that in the 2008-
2010 period, manufactured goods represented nearly 60% of Latin American and 
Caribbean exports to the United States, and 53% of those bound to the region itself. 
Nevertheless, manufactured goods represented only 24% of the exports of the region to 
the European Union; 13% of those bound for Asia and the Pacific; and 16% of the exports 
to the rest of the world. 
 
In 2009, 74.5% of the imports of manufactured goods by European Union countries were 
originally from European countries, another 16.7% from Asia, and 5.9% from North 
American countries. Therefore, over 97% of the imports of the European Union come from 
these three regions. When we break it down into countries, nearly 70% of the 
manufactured goods imports of the European Union come from 27 members of the 
European communities, and another 15% from two countries: China (8.6%,) and the 
United States (5.1%) (WTO, 2010, Table II.30). 
 
 

                                                 
39 See Latin America and the Caribbean in the World Economy, 1999-2010 (available at: http://www.cepal.org). 
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Chart 8 
Destination of exports and origin of imports in Latin America and the Caribbean  

1990-2010 
(Current US dollars) 

 
Origin of exports 

 
Destination of imports 

 
 
Source: ECLAC (2011), Latin America and the Caribbean in the World Economy 2010-2011, ECLAC: Santiago, 
Chile. 
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As mentioned above, in the current organization of international production, the 
traditional trade data hides more than it reveals, because, as in the case of the iPhone, 
the loading dock might represent just the assembly site for the parts and components that 
were produced elsewhere. Apart from that, when we look at the import data of 
manufactured goods of the main countries, or group of countries, the concentration of 
suppliers in just a few countries, and in the region itself, is surprising. The three most 
characteristic cases are the European Union, China, and Japan, for which that 
participation of their region in the supply of manufactured goods is, respectively, 70%, 
69.4%, and 63.8%. For the United States, its two neighbours supply it with 21.5% of its 
manufactured goods imports, while Asia contributes 51% (see Table 3). 
 

Table 3 
Breakdown of imports from selected countries / groups of countries, 2009 

(Percentages) 

 

Importing country 
/ origin of imports  

European 
Union 

United 
States  China Japan Rest of 

Asia Mexico Brazil Central 
America Total 

European Union 70 5.1 8.6 2.2 5.9 0.3 0.3  92.4 
United States  20.4  26.6 8.3 16.1 11.3 0.8 1.3 84.8 
China 16.6 8.1 12.6 17.8 39 0.4 0.4  95.1 
Japan 16.9 13.9 38.8  25.0 0.5 0.4 0.1 95.6 

Source: Based on WTO data (2010), International Trade Statistics 2010, Table II.30. 
 
The presence of manufactured goods in trade with the United States is mainly a 
consequence of the intensive imports (maquilas) from Mexico, Central America, and part 
of the Caribbean, which benefited from their proximity to the United States, to integrate 
themselves into some supplier chains, basically textile and clothing, and some electronic 
goods. 
 
On the other hand, manufactured goods that comprised 53% of exports from the region 
to the region, represent goods produced in the region, mostly by international 
companies. According to WTO data (2010: 64), the proportion of the exports of 
manufactured goods by Latin American countries (excluding Mexico) that were destined 
to the same region increased 34% or more than 44% between 2008 and 2009. 
 
The Achilles' heel of the region to create regional supplier chains or to participate in 
global chains is its transport, security, and logistics infrastructure. While the majority of the 
countries most integrated to the global chains have created multimodal transportation 
systems in order to maximize the relative efficiencies and diversify risks. Latin American 
and Caribbean countries are characterized by been mono-modals: domestic trade and 
between neighbouring countries use basically land transportation, trucks, while intra-
regional and extra-regional trade uses basically maritime channels. 
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Chart 9 
Structure of logistic costs 

 
 
Source: Guasch, José Luis (2010), Logística para la competitividad: impacto y agenda. (available at: 
http://www.economia.gob.mx/swb/work/models/economia/Resource/2034/1/images/JoseLuisGuasch_panelLo
gistica.pdf). 
 
Guasch and Kogan (2006) show that in 2004 logistics costs varied between 32% (Peru) 
and 18% (Chile) of the value of the product, while the average proportion for OECD 
countries was less than 8%. As shown in Chart 9, transportation costs account for almost 
32% of the total logistics costs. Other components of the costs are custom procedures, 
phytosanitary passports in the case of agricultural products, storage, stock maintenance 
costs, and financial costs of the merchandise in transit. For instance, in 2008, stock levels in 
Latin America and the Caribbean had an average of 20%, while the average in OECD 
countries was a little over 5%. Evidently, the structure and composition of the logistics costs 
vary depending on the product. For mining products, storage and stock costs represent 
more than 45% of the logistics costs, while for textiles, transportation represents 35%, and 
stock 24% (Guasch 2010). 
 
 
III. THE MULTILATERAL TRADE SYSTEM: CAN THE BICYCLE BE STOPPED? 

 

 

 Historically, governments of industrialized countries used commercial policy 
instruments and shared production programmes to help their companies reduce costs 
using cheaper labour from other countries for the more work-intensive "tasks" of their 
products. Commercial liberalization of goods, services, and capital, in unilateral, bilateral, 
and multilateral areas, played a significant role in the structural changes of production 
and trade. Started with tariff cuts and elimination of quantitative measures in the GATT 
(General Agreement on Tariffs and Trade,) then with the agreements of the Uruguay 
Round, the multilateral liberalization was extended to investments, services, and to the 
right of establishment for companies, while the action of governments for the adoption of 
industrial policies was reduced, and more protection for the property rights was required, 
lato sensu. Such measures created an environment of more legal security for the 
companies which, along with the benefits of the innovations in information technologies, 

http://www.economia.gob.mx/swb/work/models/economia/Resource/2034/1/images/JoseLuisGuasch_panelLogistica.pdf
http://www.economia.gob.mx/swb/work/models/economia/Resource/2034/1/images/JoseLuisGuasch_panelLogistica.pdf
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communications, and transportation, allowed them to expand the fragmentation of the 
productive process in constituent blocks of goods and services, and to spread these 
blocks among countries with relatively lower labour costs. 
 
The customs liberalization process has been gradual, and extended in four decades of 
existence of the GATT (General Agreement on Tariffs and Trade,) although restricted to 
industrialized countries until the Uruguay Round, and the creation of the WTO. The set of 
rules, regulations and procedures comprising the multilateral trade system, managed by 
the WTO, has been operating for 64 years, but only 16 years with universal membership, 
with a majority of developing countries among its members. 
 
The stagnation of the negotiations of the Doha Round brings to memory the comparison 
proposed by an economist to the pedalling of a bike and the liberalization of trade. The 
only way to keep the bicycle from falling is to keep pedalling. Likewise, the only way to 
keep liberalization is to extend the liberalization to products, sectors, and countries. The 
"theory" was used to justify the successive rounds of liberalization in GATT/WTO. In this 
sense, the already achieved opening would be threatened by the loss of momentum of 
the liberalizing effort.40 However, in the three years that followed the global financial crisis, 
and in spite of the severe surveillance of the WTO and associated research institutions, no 
evidence was found indicating that the governments of industrialized and developing 
countries were willing to go back to an unbridled protectionism.41 The pauses in the 
process of liberalization may be necessary to understand the impacts of the commitments 
assumed, the extent of the rights, and the costs of the obligations (Irwin 2000).42 
 
All 153 member countries of the WTO (out of which 31 are less developed countries, LDCs) 
and especially Latin American and Caribbean countries, are very much interested in 
defending a system of rules that prevents arbitrary actions by the stronger countries from 
been taken against the weaker ones. For the countries of the region, and for the 
development of a more fair trade, the proper operation of a system of rules that is 
legitimate for the defense of the rights of all, as well as efficient in the application of 
regulations and procedures, is essential. At the same time, guaranteeing a freer trade, 
that favours the spreading of technological innovation, the exchange of ideas, the 
spreading of knowledge and the widening of horizons of travellers and traders is also 
fundamental. However, the commitments deriving from the Uruguay Round still reflect a 
big imbalance in terms of concessions granted by developing countries and received by 
industrialized countries that the Doha Round was proposing to rectify.43 
 
There is no doubt that the existence of the WTO and the contractual commitments of the 
governments acted as a brake for possible actions aimed at the protection of the 
domestic market, Nevertheless, there are fears for the increasingly evident failure of the 
Doha negotiations, which could compromise the credibility of the WTO as the institution 
that symbolizes the strength of the multilateral system of trade. In the tenth year of 
weakening with successive extensions, the negotiations are oriented towards a solution 
that would allow the multilateral system to survive the effects of a failed round. For the 

                                                 
40 The metaphor is attributed to Fred Bergsten, from the Peterson Institute for International Economy. Dani Rodrik 
said that when economists use metaphors, in general, it is an indication that they do not know what they are 
talking about (“Trade policy as riding bicycles”, 20 July 2007, available at: 
http://rodrik.typepad.com/dani_rodriks_weblog/2007/07/trade-policy-as.html).  
41 See SELA 2009 and 2010 for references. 
42 Also, the "theory" does not stand since it does not explain what would happen to the bicycle al the end of a 
liberalizing process that achieves total liberalization.  
43 It is worth remembering that the Doha Development Agenda would not be possible if the Doha Round had 
not been held a little over a month after the attacks of 11 September 2001. 
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reputation of the WTO to be free of harm due to an eventual negative outcome of the 
Doha Round, it is necessary that the WTO, as an institution, is able to dissociate itself from 
the fate of the round, and establish itself with an agenda that articulates the numerous 
interests of its members.44 
 
1. WTO: Achievements and failures  
 
The negotiations of the Doha Round are virtually paralyzed since July 2008, when the 
main commercial actors (Brazil, China, United States, India, and the United Kingdom) 
were very close to reaching an agreement (SELA 2009). After acknowledging that the 
ambitious goals of the self-styled Doha Agenda for Development would not be fulfilled, in 
July 2011, Geneva diplomats were forced to accept that not even a less litigious set of 
measures that would favour the LDCs, and that should be approved at the ministerial 
meeting of December, would reach a consensus. The stalemate in the negotiating 
function of the WTO, whether it is in the access to markets or in the formulation of rules, in 
the words of Director-General of the Institution, Pascal Lamy, evidences how hard it is for 
the WTO to adjust to the global commercial priorities arising, which cannot be solved 
through bilateral agreements.45 
 
Obviously, the domestic situation of the United States has been a decisive factor in the 
ups and downs of the Doha Round, as observed since the creation of the GATT, and 
along the 64 years of existence of the GATT/WTO system. The creation and evolution of 
the international trade system have been conditioned to a great extent by the initiatives 
of the United States, which in turn are a consequence of the dynamic of the internal 
interests and of the changes in the foreign policy of the country.46 All eight trade 
negotiation rounds at the GATT, and the only one of the WTO era, the Doha Round, were 
initiated by the United States, with an agenda widely defined by its negotiators, and 
previously defined in its domestic legislation. In this sense, the missing of the opportunity to 
reach an agreement in July 2008 was critical because the events that led to the 
emergence of the financial crisis a few months later had wicked effects on the U.S. 
economy and politics, and changed the political landscape for the negotiations. The lack 
of interest of the U.S. negotiators in the Doha Round, or in any other form of commercial 
liberalization, was accentuated since then. 
 
Although in all recent G-20 meetings, attending presidents and Heads of State from the 
countries or group of countries included a paragraph with a strong commitment to take 
the Doha Development Round to a successful conclusion, the words did not turn into 
deeds. 
 
The studies that have tried to calculate the costs of the lack of conclusion of the Doha 
Round are pessimistic, but the higher costs would derive from an alleged explosion of 
protectionism, since the financial benefits originating directly from the reform are rather 
low (US$ 336 billion).47 In other words, the losses would not derive from not getting the 
benefits for more opening, but from a turning back to commercial liberalization. As it has 

                                                 
44 Speech by the president of the General Council at the meeting of 27 July. Ambassador Yonov Frederick Agah 
(“Status of Doha Round negotiations cause paralysis at the WTO: Lamy,” in Puentes Quincenal, vol. 8, n. 13 
August 2011, (available at: http://ictsd.org/i/news/puentesquincenal/111732/). 
45 “Status of Doha Round negotiations cause paralysis at the WTO: Lamy,” in Puentes Quincenal, vol. 8, n. 13 
August 2011, (available at: http://ictsd.org/i/news/puentesquincenal/111732/). 
46 The GATT has its origin in the legislation and practice of trade agreements of the United States, starting in 1934.  
47 Bouët and Laborde (2008) considered that in a situation in which the governments adopted the maximum 
consolidated tariff level, the value of trade would be reduced by 7.7%. In case the governments adopted the 
maximum tariff applied between 1995 and 2008, the downturn would be 3.2%. 
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been said before, there are no empirical evidences indicating that the freezing of 
negotiations has been used as a pretext for the adoption of protectionist measures by the 
governments. It would be completely unrealistic to imagine that a failure of the Doha 
Round could lead the governments to raise their tariffs indiscriminately, and of all 
products, even if changes in the protection regime by sectors and by countries are 
registered. However, there are certain risks of demands at industrialized countries for more 
limitations to employment relocation, as well as to impose higher restrictions to capital 
mobility and of companies. But such restrictions should result in tariff protectionist 
measures. 
 
For these reasons, the WTO should be conceived as a forum to negotiate and guarantee 
freer trade, which importance transcends impasses of the Doha Round. The core of the 
WTO are the rights and obligations emanating from the wide Agreements resulting from 
the Uruguay Round, including the fact that some asymmetries between the same rights 
and obligations still need to be corrected. The basic concern of the institution is the 
advancement of a freer, non-discriminating trade that cannot be an end in itself. A freer 
trade shall be an instrument to elevate the quality of life of all member countries. It is also 
worth agreeing that the Preamble of the Marrakech Agreement reiterates that "(The 
Parties in the Agreement herein) acknowledging that their relationships with the sphere of 
commercial and economical activity should tend to elevate the quality of life, achieve 
full employment, and a considerable and ever increasing volume of real income …”48 
 
In the explanatory text of the WTO page one can read that "the WTO is not solely 
dedicated to the liberalization of trade, and under certain circumstances, its regulations 
support the maintenance of obstacles to trade: for instance, to protect consumers, 
prevent the spreading of diseases, or to protect the environment.”49 
 
As a public institution, the WTO has to be evaluated based on a pragmatic logic, in other 
words, considering other feasible alternatives. According to Irwin (2000) the WTO is useful 
because it changes the economical policy of the commercial policy in a way that tends 
to facilitate the result of commercial liberalization, since it highlights the interests of the 
exporters against the interests of those who feel threatened by imports. Throughout its 
history, the principles of the GATT/WTO established a legal mandate, a code of conduct 
for the governments that regulates some forms of interference of the governments in the 
international trade of goods and services. 
 
The question is if the world without the WTO would be a better world. Anti-globalization 
organizations that caused a big impact in Seattle in 1999, might say yes. Developing 
countries know it would not, because, in spite of the big persisting asymmetries, the WTO is 
a forum in which their governments can have a "voice" and the smaller countries, with the 
support of NGOs (Non-Governmental Organizations) articulate their positions, such as the 
case of the Cotton Initiative, launched by four African countries (Benin, Burkina Faso, Mali, 
and Chad) in 2003, during the ministerial meeting in Cancun.50 At the same time, in the 
last decade a rich and complex learning process has been observed in the developing 
countries through the creation of multiple coalitions that widened the persuasion and 

                                                 
48 “Marrakech Agreement establishing the World Trade Organization". In WTO 2003, p 6.)  
49 Understanding the WTO, available at: http://www.wto.org/spanish/thewto_s/whatis_s/tif_s/tif_s.htm. The 
protection of intellectual property, such as the maintenance of obstacles to trade, as observed in 2009 in the 
case of the arrest of Indian ships carrying generic medications legally imported by the government of Brazil 
(“Brazil slams EU for seizure of generic drugs”, Intellectual Property Programme vol. 13, n. 4, 4 February 2009, 
available at: http://ictsd.org/i/news/bridgesweekly/39772/). 
50 The cotton initiative was supported by the organization Ideas Centre, Partnership for Development 
(http://www.ideascentre.ch/). 
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negotiation power of each participating country, among which the most famous, after 
the Group of Cairns, is the G-20, comprised by the main producers and exporters of 
agricultural goods that are searching for a reduction in the agricultural subsidies mainly in 
the United States, the European Union, and Japan, and that had a role of the utmost 
importance at the meeting in Cancun.51 
 
There is plenty of literature about governance and forms of government of multilateralism 
that cannot be reviewed in this document. We only refer three major components of the 
achievements and failures of the WTO: the number of participants, range of subjects 
covered by the WTO agenda, and the procedure of the single undertaking. 
 
However, some of the successes of the WTO are part of its failures. A first success is that 
almost all the independent countries are full members of the WTO; other 30 have the 
status of observers. Of the big countries, only Russia is still negotiating its support. In Latin 
America and the Caribbean, all countries are full members, with the exception of 
Bahamas, which is finalizing its support. When observing countries finalize their 
negotiations, the WTO will include all the countries in the world. Nevertheless, if the 
universality of the membership confers more legitimacy to the decisions of the institution it 
would be a great disadvantage when decisions need to be made. The large number of 
participants, along with a decision process that is political, based on the formation of 
consensus, greatly hinders the conclusion of the process. In other universal organizations, 
such as the IMF, the decision process is based on the position of each member country in 
the global economy. In other words, the vote of each country is pondered by its 
economical value. At the WTO, as in the United Nations, each country equals to one vote, 
regardless of their position in the global trade. 
 
Similarly, ever since the preparation for the failed Seattle meeting, developing countries 
abandoned a passive attitude of demanding exemptions and special treatment to 
promote a positive negotiating agenda, which turned the negotiation process into a 
more complex one. 
 
On the other hand, the agreement under WTO's management included a plurality of 
"trade-related" subjects that increased the complexity of the negotiations. The widening 
of the commercial subjects to include investors’ rights, intellectual property, environment, 
labour clauses, climate change, among others, is not based on consensus. Some people 
believe the WTO should focus on trade, and leave "related topics" to the agencies 
specialized on these topics, such as the WIPO (World Intellectual Property Organization,) 
in the case of the protection of intellectual property.52 
 
For the à outrance advocates of trade liberalization, the increase in the number of 
participants in the decision making process, allied to the diversity of interests and 
individual priorities in a complex negotiation agenda, minimizes the efficiency of the 
multilateral approach of liberalization, in favour of bilateral and multilateral ways. 
However, the multilateral way allows for a better balance of power between participants 
with different negotiation capabilities, while in bilateralism the countries with a low 
negotiation capacity are forced to accept the negotiating agenda of the stronger 
negotiator. 
 

                                                 
51 The G-20 coalition, created in the context of the WTO, is not to be confused with the G-20 created to face the 
challenges of the international financial instability. See Narlikar and Tussie 2004.  
52 Professor Jagdish Bhagwati has been one of the most constant and consistent critics since the end of the 
Uruguay Round. See Bhagwati and Hudec 1996. 
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Finally, another difficulty in the decision making process of the WTO associated to the 
complexity of the institution's agenda, and to the formation of a consensus on reciprocal 
concessions, is the procedure of the "single undertaking." Low (2011) invoked the way 
through which the unique commitment changed its meaning at the end of the Uruguay 
Round. Initially proposed as a mechanism that should ensure a unanimous decision 
before allowing an "early harvest," that is to say, the conclusion of any item separately, 
the unique commitment was turned into the entrance to the WTO. By the end of the 
Uruguay Round, negotiators were faced with the dilemma that in order to be a member 
of the WTO they had to accept the whole package of agreements. Indeed, many 
diplomats for developing countries feel that due to unbalanced power relations, the 
governments of industrialized countries imposed on them, in a coercive manner, 
commitments in "trade-related" subjects, which otherwise they would not have been 
willing or ready to accept. 
 
The extension of the disagreements of developing countries with the results of the Uruguay 
Round was captured on the preparation works for the Ministerial Conference of the WTO, 
held in Seattle in December 1999. During the first years of the WTO, discussions focused on 
matters related to the application of the Agreements, which were expressed on the 
Declaration of the Doha Ministerial Conference (paragraph 12,) and the Decision on 
questions and concerns related to the application. These questions related to the 
application mainly refer to the special and differentiated treatment, and based on those 
the specific provisions included in the Agreements should be made more effective and 
applicable.53 Most of these questions were sent to the Committee on Trade and 
Development with rather poor results, in spite of the single undertaking.54 
 
One concern that could be put forward is whether the effectiveness of WTO's mechanism 
for resolving disputes can be reduced by the failure of the Doha Round. The WTO is 
described as the most powerful international legal institution, with an elaborate body of 
law for dispute settlement. (Jackson 2008) 
 
The Dispute Settlement Body (DSB) of the WTO was established to guarantee the integrity 
of the rights and obligations entered into when countries become members of the 
institution. The DSB neither is nor has the purpose of being an international trade court, (in 
spite of the attempts by some jurists,) although it operates based on the interpretation 
made by teams of experts in international trade law, in the so-called Special Groups and 
in the Appeal Body. However, the work of these groups, in the political framework of 
negotiated concessions of the WTO, is different from the work of an international trade 
court in the political nature of the decisions (but not of the rulings.) The objective is not to 
sanction the commercial behaviour of a certain government by authorizing the 
imposition of commercial compensations. Such measure shall not be used “but in case it 
is feasible to immediately suppress the incompatible measures with the agreement 
covered, and as a temporary solution until its suppression.” In short, the DSB considers 
legislation or administrative measures applied to a commercial partner that may have 
infringed the right of another partner, and in case this is confirmed, the ruling proposes the 
elimination or change of the measure examined.55 
 

                                                 
53 In the Decision on matters related to the application of the agreements, 46 of the 102 subjects proposed were 
included by the developing countries. The remaining 56 are considered on a list of pending matters, which, in 
accordance with the provisions of paragraph 13 of the Decision, were part of the single undertaking of the 
Doha Round.  
54 See ECLAC 2003, Chapter 7; and ECLAC 2004, Chapter 5, for further information about the dimension of the 
development of the negotiations of the WTO.  
55 See ECLAC 2003, Chapter 8, for more information regarding the operation of the DSB. 
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During its almost 17 years of existence, 426 disputes were presented to the WTO, although 
in 95% of the cases the dispute was settled or terminated without the creation of a Special 
Group; 137 did not go beyond the consultations, and only 232 disputes went through all 
the phases of the process. Out of the 426 disputes, only 34 are not referred to 
merchandise (22 to services, and 12 to copyright). 
 
Latin American and Caribbean countries, individually or with other countries, were 
present in a large number of disputes, although two of the bigger exporters, the United 
States and the European Union, accumulate the larger number, both as claimant and as 
the defendant. In the region, Argentina and Brazil are the bigger users of the DSB.56 In 
some cases, commercial disputes between commercial partners from Latin America and 
the Caribbean are transferred to the field of the WTO, for instance, in the case of the 
dispute between Argentina and Chile. 
 
Most of the disputes (273) were interposed in the first eight years of operation of the WTO, 
between 1995 and 2002, and the years in which more disputes were registered were 
between 2001 and 2003. The average in the period between 2007 and 2010 has been 
close to 16 cases per year. Therefore, there is no evidence indicating that the absence of 
satisfying results in the Doha Round had caused a run to the dispute settlement 
mechanism to advance in the acknowledging of rights the negotiating process did not 
want to endorse. 
 
The debt of the WTO with development is still pending, mainly with the gradual 
concentration of the negotiations, in the last few years, in the agricultural and 
manufacture liberalization, and the virtual elimination of the dimension of the 
development of the concerns of the negotiators, apart from the situation of the least 
developed countries (LDCs).57 After the creation of the WTO, the development problems 
of Latin American and Caribbean countries, classified as middle income developing 
countries, should be dealt with based on their full integration to the multilateral trade 
system, and not on a special treatment of exemption of the regulations. 
 
2. Multilateralism and regionalism: A necessary coexistence  
 
The first thing that can be said about the relationship between multilateralism and 
regionalism is that the cohabitation between these two forms of trade cooperation 
started in 1947, when the well-known Article XXIV was included in the General 
Agreement.58 Although the jurists criticized the decision at that time, the regulations of the 
Article on customs unions and free trade areas, following the demands of the Latin 
American and European negotiators, legitimized discriminatory trade and included 
exceptions to the most favoured nation (MFN) principle between the parties that decided 
to form a customs union or a free trade zone.59 
 
The most recent change is the adhesion of the United States to the preferential 
liberalization in the late 1980s. This change transformed the agenda of regionalism with 
the widening of the thematic coverage and an emphasis on bilateralism, which does not 
give power relations.60 Since then, preferential trade agreements comprehend themes of 

                                                 
56 Information provided by the WTO. Available at the WTO's Web page: 
http://www.wto.org/spanish/tratop_s/dispu_s/dispu_s.htm).  
57 In Latin America and the Caribbean, only Haiti is considered a LDC.  
58 GATT was originally an agreement between 23 countries.  
59 WTO, 2003, p. 559-563.  
60 WTO (2011: 49) states that all trade agreements are preferential as benefits and obligations only concern their 
members. Even within the WTO, more than 30 countries are not still members. The difference depends on 

http://www.wto.org/spanish/tratop_s/dispu_s/dispu_s.htm
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the multilateral agenda, services, investment, intellectual property, and technical 
obstacles to trade and dispute settlement. 
 
The past decade has seen a great participation of the Asian countries in the negotiation 
and signing of preferential trade agreements, with the number of agreements now in 
force between Asian countries increasing from less than half a dozen to 50 between 2000 
and 2010.61 With the negotiations of the Doha Round at a stalemate, specialists wonder if 
the expansion of regionalism can lead to the deterioration of an increasingly open and 
inclusive world trade order. All the WTO member States – except for Mongolia – form part 
of at least one preferential trade agreement. While it is generally accepted that 
multilateralism and regionalism are not necessarily opposed, there is no evidence that the 
two approaches have the same purpose or satisfy the same needs (WTO, 2011).62 
 
Since the early 1990s, the debate on the relations between multilateralism and 
regionalism has been closely associated to the discussions on the nature, composition 
and dynamics of the globalization of production and trade. As the many analyses 
conclude, the main political and economic actors in the negotiations of the Uruguay 
Round defined their strategies at different levels of negotiation, moving pieces in the 
bilateral and plurilateral areas to make other moves in the multilateral sphere. In fact, 
history shows that each wave of regionalism has coincided with events in the GATT/WTO 
negotiations (WTO, 2011). 
 
On the one hand, the negotiations of the Uruguay Round were paralyzed in 1988, and the 
United States and Canada were consolidating their investment, production and trade 
relations created by sectoral agreements, such as those in the automobile industry, with 
the signing of the Free Trade Agreement between the two countries; at the same time 
they were making similar integration agreements with Mexico. After that, the 
governments of the three countries negotiated, completed, signed, ratified and 
executed the North American Free Trade Agreement (NAFTA). 
 
Three important documents were signed between the end of the negotiations of the 
Uruguay Round in December 1993 and the creation of the WTO in January 1995: the 
NAFTA between the United States, Canada and Mexico; the Protocol of Ouro Preto, 
which granted a legal personality to MERCOSUR, and the Action Plan of Miami, which 
had, among other goals, the creation of the Free Trade Area of the Americas (FTAA). At 
the same time, countries such as Chile decided to sign bilateral free trade agreements 
with countries of the region and elsewhere. To a large degree, these events resulted from 
the unification of the European market and the adoption by the United States of the 
strategies in several directions (unilateral, bilateral, plurilateral and multilateral), as part of 
its active policy of market access. 
 
Since then, economists have observed an increased complexity in the “spaghetti dish” of 
preferential liberalization agreements, as Jagdish Bhagwati has called the superposition of 
                                                                                                                                                
whether the countries hold the policy objective of widening and opening their trade relations or restricting and 
limiting them. 
 
61 Asian countries had firmly supported multilateralism and non-discrimination, but during the beginning of the 
last decade they conducted and concluded bilateral negotiation with a great number of countries. 
 
62 The WTO document mentions the importance of transparency in preferential trade agreements for the 
members of the institution: “The fact that the transparency mechanism regional trade agreements is, until now, 
the only result of the Doha negotiations that has allowed to advance regardless of the final results of the Round, 
suggests that the members of the WTO are aware of the need to have a better understanding of what regional 
trade agreements are about.” (2011: 15). 
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this type of agreements, when evaluating the relations of complementarity and 
competence. In the 1990s, regionalism meant exchanges with countries of the same 
region, while half of the agreements in the present day include countries form other 
geographical zones, such as the one between Chile and New Zealand. 
 
In the last 20 years, we have seen a large increase in the number of agreements of 
preferential liberalization between the developing countries. Data from the WTO for that 
period show that the number of agreements between industrialized and developing 
countries went down, while South-South agreements became more numerous. In 2010, 
the South-South accords represented two thirds of all the preferential trade agreements in 
force, and the North-South agreements were equivalent to about a quarter. The North-
North accords, meanwhile, equal 10% of the total (WTO, 2011: 55-56). 
 
Chile, with 26, and Mexico, with 21, are the countries with the highest numbers of 
preferential trade agreements, following the European Union. Additionally, Chile has 
signed or is negotiating another six agreements. However, preferential accord talks in Asia 
have increased mainly around some countries, such as India (12), China (10) and 
Singapore (WTO, 2011: 57). Including intra-European Union trade, the share of commerce 
as proportion of the preferential commerce agreements in 2008 represented more than 
50% of the merchandise exports, a growth of 22% since 1990. If the intra-European 
commerce is excluded, the proportion of preferential trade for the same period still jumps 
from nearly 18% to more than 34% of the value of the global exports of goods (WTO, 2011: 
chart B.6, p. 64). Between 1990 and 2009, Asia, the Middle East, Latin America and the 
Caribbean, saw an increase in the share of the intraregional trade in the total regional 
trade. In the Middle East, the intraregional trade is equivalent to 15% of the total figure; in 
the case of the Latin American and Caribbean, this proportion reaches 26% (WTO, 2011: 
map B2, p. 69). 
 
The analysis of creative tensions between multilateralism and regionalism becomes more 
and more complex with the widening of the thematic agenda of the agreements, which 
ranges from tariff preferences to the question of specific regulatory frameworks. For many 
countries, the margin of preference is too ‘sectorized’, as a significant part of the trade is 
made under no MFN tariffs. In fact, the industries that remain protected by high tariffs, 
such as textiles, clothing and agriculture products, urge the search for preferential trade 
agreements, mainly in the industrialized countries. Then, the perspective of an erosion of 
preferences, caused by the extension of a low tariff to all members of the WTO, can 
become a dissuasive factor in the negotiations for a wider trade opening on the basis of 
non-discrimination. However, empiric results offer no conclusive answer to this point. 
 
There is little research on the systemic effects of non-tariff regulations, although they tend 
to be non-discriminatory as they are incorporated to the regulatory frameworks that 
apply to commercial partners. Norms of origin, however, are intentionally discriminatory 
because are conceived to prevent the companies of foreign countries from getting 
benefices from the preferences to export to the member countries. Restrictive norms of 
origin in the NAFTA for automobiles, clothing and other products favour suppliers in the 
countries of the block. After examining a sample of 155 companies in the period 1981-
2001, with 100 preferential liberalization agreements, Estevadeordal, Suominen et alia 
(2009) concluded that restrictive norms of origin for the finished goods increased intra-
agreement trade of intermediate products. Other studies on medium and small-sized 
companies mentioned by the same publication show that complying with the norms of 
origin represent high costs for the companies. 
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“Open regionalism” – a term coined in Asia – has been proposed as a strategy for the 
integration of Latin America and the Caribbean toward a more open international 
economy where the markets are redefined according to the plans of large companies. 
Open regionalism might be a defense mechanism to face the possible protectionist 
pressures in the extra-regional markets. In an economic environment subject to the 
simultaneous influence of globalization and regionalization, and suffering from 
uncertainties coming from the economic and financial crisis, regional integration 
functions as a mechanism to diversify risks and improve its production capacity, starting in 
the regional markets. 
 
The expansion of regional trade in the last few decades has been based on the 
preferential opening, but also on the unilateral or multilateral liberalization of most 
countries. Notably, the new economic and commercial reality is being faced by a variety 
of relations between countries of several levels of economic and social development, 
where the North-South type of relations has become just one more, although it remains 
important. The very heterogeneity of the levels of development in Latin America and the 
Caribbean, together with a certain business development, yet inefficient and incomplete, 
has been leading to a richer diversification of the trade and investment trends, benefiting 
large regional companies. 
 
IV. TRADE AND INCLUSIVE GROWTH IN LATIN AMERICA AND THE CARIBBEAN 
 

In the ten years elapsed since the Doha Round, the region took advantage of the 
prosperity created by the high prices of the basic products to impose high rates and 
implement social policies that allowed most of these countries experience a growth with 
more social inclusion. However, despite the evidences of lower levels in inequality in the 
distribution of income between 2000 and 2007, in 2004 the index measuring the 
distribution of income (Gini coefficient) in Latin America and the Caribbean (0.53) was 
18% more unequal than that of Sub-Saharan Africa, 36% more unequal than that of 
eastern Asia and the Pacific, and 65% more unequal than that of countries with a high 
income (López-Calva and Lustig, 2010: 1).63 Inequality in Latin America and the 
Caribbean has three characteristics: It is high, it is persistent and it usually reproduces itself 
in a context of low socio-economic mobility (UNDP, 2010: 19). 
 
Inequality in Latin America and the Caribbean reflects high levels of concentration of 
property and riches, and a marked productive heterogeneity, that is, an elevated 
dispersion of productivity between sectors and between regions of the same country. 
Social gaps can only be understood if the explanation includes the inequality existing in 
the quality and productivity of the employments created in the various sectors of the 
economic activity, and also the differences between them.64 Such inequalities result in 
very unequal benefits between workers and a vast difference between returns of capital 
and labour (ECLAC, 2010: 91). 
 
From the beginning, the process of industrialization of Latin America was marked by 
concentration and exclusion. In the 1960s, there was already empiric evidence that the 
modern sectors of the economies were not able to absorb the manpower that agriculture 

                                                 
63 The Gini coefficient varies from 0 to 1. The closer to 0, the more equal the distribution. The variation, in practice, 
usually goes from 0.2 to 0.65. 
 
64 Inequalities give rise to further inequalities. There are multiple causes for the reproduction of inequalities in 
human development. Some are economic in nature. Other causes have a political and social origin, and are 
associated with systemic and historical factors, such as power relations that create unequal access to 
institutional representation and unequal opportunities for citizens to have a voice and be heard (UNDP 2010: 20). 
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was releasing (Pinto, 1965). According to Prebisch (1981: 15), inequality was not a key 
component of the Latin American economies but their main base, their reason to exist 
and operate. In Latin America’s excluding model of industrialization, a small part of the 
population appropriated a disproportionate share of the increase in the productivity 
resulting from the productive process. 
 
By the end of the 1980s, Fernando Fajnzylber (1990/1998) used 1970-1984 data to make a 
simple correlation between the growth rate of the per capita product and an index of 
income concentration (the ratio between the 40% of the population with the lowest 
income and the 10% with the highest), and found what he called an empty box. The 
empty box contained those countries that could have reached a more accelerated 
growth than the most advanced countries and a level of equity over 0.4 (that is, one in 
which the income of the 40% of the population with the lowest income was equivalent to 
the income of the 10% with the highest). Back then, most of the Latin American countries 
either had a low rate of growth with a high concentration of income (Bolivia, Chile, Costa 
Rica, etc.) or were dynamic economies but also had a high concentration of income 
(Brazil, Mexico, Colombia, the Dominican Republic, etc.). Only Argentina and Uruguay 
showed more equal levels of income distribution, but their economies were not sufficiently 
dynamic. 
 
The question then was, and remains the same: How can socially sustainable economic 
growth be reached? How can growth bring social inclusion? What is the role of trade in a 
model of inclusive growth? 
 
In 1990, when Latin America was overcoming its “lost decade”, a result of the debt crisis, 
commerce and integration in an open and globalized economy seemed to be part of 
the strategy for a productive transformation and growth connected to social policies and 
allowing a wider social inclusion. However, the initial years of commercial opening were 
marked by a raised increase in the inequality of income. The improvements resulting from 
the productive and patrimonial reshuffle of the companies was not transferred to wider 
groups of the population under the form lower prices or better salaries. 
 
Income inequalities are associated to other, implicit inequalities that result in the waste of 
human resources. Men and women – and women more than men – do not fully develop 
their capabilities because of factors that have nothing to do with their talents and efforts. 
The profound inequality of the Latin American and Caribbean societies results in 
inequality of opportunities and results. The notion of equality of opportunities proposes 
that the distribution of the results obtained by an individual, in terms of income or 
education, must not be conditioned to his or her specific conditions, such as gender, race 
or skin colour. Instead, well-being must reflect aspects determined by individual efforts, 
regardless of the initial conditions (and fortuitous factors). 
 
At the same time, following the definition of human development of Amartya Sen, 
development may be measured by the reduction of the objective obstacles faced by 
the families but also by the subjective aspects that determine the aspirations of the 
individuals for a greater autonomy and mobility, which, ultimately, is manifest in the 
quality of life and the effectiveness of the political representation and the redistributive 
capacity of the State. The purpose of development must be the increase of opportunities 
and the access to goods and services; but, most importantly, the process of liberalization 
of the barriers that stop the individuals from being active in the definition of their destinies 
and lives. 
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Concerns about inequality in income and opportunities are both normative and 
practical. A large number of studies conducted by the World Bank, the UNDP and CEPAL 
show the relationship between inequality, poverty and economic growth. For instance, 
the growth necessary to eliminate poverty in a context of high income inequality is more 
elevated than that needed to eliminate poverty in a context of more fair distribution. At 
the same time, inequality by itself restricts opportunities of growth and development 
because it limits the training of human capital and perspectives of investment in 
productive activities (UNDP, 2010: 22-23). 
 
1. Successful experiences  
 
According to the UNDP (2010), the Latin American and Caribbean countries attained 
increased indexes of human development during the period 2000-2007, but they were 
lower than those of other regions in development. In the period prior to the 2008-2009 
crisis, poverty and inequality decreased as a result of the economic growth associated to 
efficient social policies. An important component of the reduction of inequality was the 
progressive expansion of social services and a deeper impact of the social expense. 
Empiric evidences show that education and access to public medical services have 
contributed to the improvement in human development. 
 
The boom in the prices of basic products and very favourable terms of exchange from 
2003 to 2007 promoted an accelerated growth in some of the economies of the region, 
such as Argentina, Peru, and Uruguay. In these countries, per capita income increased to 
more than 5%, while the average growth rate reached 3.5%, mainly because of the 
performance of Brazil and Mexico (ECLAC 2010). 
 
The reduction of inequality observed in recent periods has been a secondary result of 
poverty reduction policies, as well as policies implemented by several countries to 
increase minimum wage. Conditional cash transference (CCT) (such as Brazil’s Bolsa-
Familia, Mexico’s Progresa/Oportunidades, Colombia’s Familias en Acción, Ecuador’s 
Bono de Desarrollo Humano, Nicaragua’s Red de Protección Social, and Argentina’s Plan 
Familias) have had a positive impact on the income and the consumption capacity of 
the poorest sectors, reducing poverty and bringing about a better access to goods and 
services to previously excluded segments of the population. 
 
Such programmes have two main goals: first, transferring income to homes living in 
poverty, and second, promoting family investment in human capital to break the cycle of 
poverty along generations. That is, the programs demand that the families invest in the 
education and health of the children. Most countries in the region created CCT 
programmes with some variations in design and application. Nearly 26 million homes in 
Latin America have been taking advantage of this type of programs, with Brazil showing 
the largest number of beneficiaries (15 million), followed by Mexico (with more than five 
million) (UNDP, 2010: 110).65 
 
Data on social expense as a proportion of the GDP in the period 1990-2007 indicate that 
there was an advance in almost all the countries of the region. Additionally, ECLAC 
figures show an increase in the per capita social expense equivalent to 50% in the period 
between 1990-1991 and 2006-2007, and over 30% between 2000-2001 and 2006-2007. 
 

                                                 
65 References to conditional cash transfer programmes, focused on the dynamic of gender, can be found in 
Ventura-Dias (2010). 
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Other factors also had a role in the slight improvement in the indicators of equality. For 
instance, the demographic changes and the significant fall in the fertility rates observed 
throughout the 1990s have played a decelerating role. However, according to recent 
studies, the most important differences between the 2000s and the previous decades 
were the strong falls in inequality of income from employment caused by improved 
educational levels of the workers, mainly in Brazil, Mexico and Peru. These countries have 
in fact seen an improvement in their education in terms of years of school attendance 
(López-Calva and Lustig, 2010). 
 
Thus, as a result of the policies applied during the first decade of the century, it is possible 
to identify the appearance or consolidation of an important segment for the expansion of 
inner markets of the region, middle classes in different countries. These sectors include 
groups of middle-high and middle-low incomes. In five countries (Argentina, Brazil, Chile, 
El Salvador and Mexico), the middle classes represent an average 35% of the families, 
while in Uruguay this figure grows to 40%. In average, the socioeconomic groups with low 
income account for 50% of the population in four countries and 40% in Argentina and 
Uruguay (UNDP, 2010: chart 2.12, p. 44). This is the segment of the population that must be 
incorporated to the domestic consumption markets. 
 
However, the permanent reduction in the inequalities in Latin America and de Caribbean 
must be achieved by means of policies of productive transformation promoting the 
increase in productivity and introducing technological innovation extended to 
companies and industries of different sizes. The sustainable creation of quality 
employment and appropriate wages are part of the pending agenda of the region. 
 
 
2. Trade agenda for inclusive development  
 
 The international insertion of the Latin American and Caribbean countries is, in one 
way or the other, dictated by their specific advantages (natural resources) or by the 
abundance of non-qualified labour. Both in goods and services (tourism), in basic 
manufactured or non-manufactured goods, in final products or in “tasks”, static 
advantages determine, in the surplus, the export specialization of the region. 
Nevertheless, as it has been analyzed by several authors, the specialization in natural 
resources does not hinder the aggregation of technological and innovative capacities 
(De Ferrant, Perry, Lederman and Maloney ed. 2002). 
 
Consequently, the reflection on the trade agenda for development in Latin America and 
the Caribbean must start from the specialization patterns and trade insertion in the 
different countries, in order to lay the foundations of a long-term strategy enabling each 
nation to progress towards an economically and socially sustainable development. 
Economic sustainability also comprises a responsible management of the natural 
patrimony, since the destruction of its most important assets is not compatible with 
economies based on the exploitation of natural resources. Despite the contradictions 
between the individual and the social rationality of the exploitation of scarce resources, 
the protection of the natural patrimony of the countries is a necessary condition for the 
production activity concerning goods and services in Latin America and the Caribbean. 
 
As mentioned before, the integration in the international economy is a source of 
opportunities, but it is also a source of strong competitiveness, price instability, and 
financial volatility. The trade agenda of the region must try to maximize the benefits of 
international insertion for enterprises and national economies, while reducing risks, 
diversifying the export basket, and finding more permanent competitive advantages. The 
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term competitive advantage differs from the term comparative advantage in that the 
latter is general, since it is based on the broad availability of factors, or inherited, when it is 
based on the availability of natural resources, whereas the former is created by the 
enterprise and involves particular abilities, such as innovation technology, brand building, 
teamwork, etc. (Porter 1985). 
 
Such competitive advantages not only depend on the way an enterprise administers its 
resources, prepares its working force, and develops the productive process “from within”, 
but also on an atmosphere that enables to encourage, complement, and multiply the 
efforts of the enterprise (or the opposite). That institutional atmosphere was captured in 
the concept of structural or systemic competitiveness, which has a long record in the 
literature of industrial economics and business management. The systemic approach has 
its origins in the work of Michael Porter and the OCDE (Organization for Economic 
Cooperation and Development).66 Competitiveness is, at the same, a conceptual 
framework merging elements from industrial economy, innovation theory, and industrial 
sociology. 
 
The systemic approach considers that the plant level performance and the performance 
inside enterprises are conditioned by other factors, which are determined at more 
aggregate economic and institutional levels. Therefore, concentrating resources on 
increasing the efficiency of the company, cutting costs, or increasing the quality of the 
products are not enough, if other factors in the macro-levels (such as interest rates, 
exchange rates, road and port infrastructure), in the meso-level (training of the working 
force), and in the meta-level (social values, consensus on the direction of the change) 
generate obstacles and increase the final cost of the products. In terms of space, the 
enterprise represents the micro-level; the industry or region, the meso-level; the country, 
the macro-level, and culture, the meta-level. 
 
At the macro-level, systemic competitiveness encompasses the efficiency of the State in 
formulating and implementing policies, and the quality of its physical infrastructure, which 
affect logistics costs, and the technological level of the country, represented by the 
national innovation systems. Esser et alia (1996) show how the orthodox approach of the 
structural adjustment of the 1990s proved to be wrong, since it moved only between two 
levels: the macro-level of the trade liberalization, stabilization, and monetary policy, which 
were aimed at correcting the distortions of incentive structures; and the micro-level, the 
level of entrepreneurs, who should react to the new incentives. The attempt to vitalize 
and dynamize the entrepreneurial sector sometimes failed to meet the expectations, as a 
result of having underestimated two factors: the complexity of the requirements of 
enterprises and the importance of the institutional framework, which was unable to 
provide externalities, services and institutions to support the efforts of each enterprise. 
 
Studies in the “national innovation systems” within the framework of the OCDE 
emphasized that the behaviour of the enterprise not only depends on the general 
incentive structure, but also on very specific institutional arrangements which are built 
through time. A long time is required for a technical invention to be transformed into an 
economically important innovation and for it to be widely spread, as well as the creation 
of supporting organizations and institutions. The national innovation systems can be 
defined as those systems formed by the institutions and organizations of a country having 
an effect on the development, dissemination and use of innovations. In that broad sense, 

                                                 
66 The works by Michael Porter were decisive for understanding the external entrepreneurial factors affecting 
entreprise competitiveness. 
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the nation innovation system is understood as everything that affects the innovation 
capacity, the innovative attitude, and the possibilities for innovating in a national space.67 
 
Therefore, the national innovation systems include both tacit knowledge, that is, the 
knowledge exchanged through informal channels, and the codified knowledge, which is 
the information encoded in publications, patents, and other sources. The flowing 
operation of innovation systems depends on the movement of knowledge flows, which 
occur between enterprises, universities, research institutions, and between those 
designing innovation policies and consumers. (OECD 1997). 
 
In other words, the heuristic approach of the systemic competitiveness emphasizes the 
broad and complex economic, institutional, cultural, and political aspects of the effort for 
the diversification of production, beginning with the adoption of technology innovation. 
The trade agenda in Latin America and the Caribbean must move towards the creation 
of a supportive environment for the collective effort of enterprises in creating competitive 
advantages. The enterprises in Latin America and the Caribbean face the urgent need of 
increasing their competitiveness against the growing and fierce competition of Asian 
enterprises, mainly from China, in their own markets as well as in third markets. 
 
The efforts of the governments of Latin America and the Caribbean must focus on 
networking among governments, institutions, private development enterprises and 
organizations, with the purpose of creating the regional conditions for a sustained and 
more competitive production of goods and services. This implies the creation of a 
supportive environment for regional providers of goods and services, so that they have 
the appropriate conditions for competing in the international markets. 
 
As it was mentioned in a previous document of SELA (2010), in the current scenario of 
weak growth in industrialized economies, the extra-regional growth forces must be 
replaced by intra-regional forces. For instance, the use of the purchasing power of large 
Latin American enterprises might result in efficient production integration practices, which 
seek the productive complementation among countries, by benefiting from the existent 
capacities, transferring knowledge and experiences, and reducing their asymmetries. 
 
It is not an easy task, though. Although regional integration is considered a potentially 
efficient supply source for some regional “public goods”, it is necessary to broaden the 
concept of “public goods” to include the provision of structural mechanisms for 
generating new productive capacities and reducing asymmetries. Among such 
mechanisms, it is the idea of promoting regional innovation systems. Porta (2010) presents 
the ways in which the development and reach of relatively permanent competitiveness 
improvements resulting from the strengthening of innovation processes might occur. 
Nevertheless, for the progress of a production integration process associated with the 
development of dynamic advantages, beginning with productive complementation and 
intrasectoral specialization of all the countries in the regional scheme, two conditions are 
needed: 1. The creation of effective scale incentives; and 2. The definition of an 
environment of practices and policies favouring and fostering inter-entrepreneurial 
cooperation. 
 
In the region, several experiences on regional cooperation for innovation policies and 
programmes have been carried out, and their greater or weaker efficiency has been 
determined by the quality of national innovation systems (Porta, 2010). Therefore, 

                                                 
67 To consult the rich literature on national innovation systems, see Carlota Perez’s Web site 
(http://www.carlotaperez.org/portada.htm), and OCDE’s (http://www.oecd.org). 
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incentive actions and regional cooperation must be based on the development of 
national innovation institutions.  
 
Regional production integration and the creation of regional global value chains are a 
long-term process demanding systematic investment though a long period of time. 
Besides building institutions and incentives, it demands big private and public investments 
in the creation of transport and communication infrastructure. The Initiative for the 
Integration of Regional Infrastructure in South America (IIRSA) and the Mesoamerica 
Project represent excellent frameworks for the regional and subregional cooperation in 
infrastructure, which must be supported in the region through concrete actions. The 
integration and development axes, already identified, include a potential for the 
integration and creation of production chains, once the connections between raw 
material production, processing, industrialization, and supporting services supply are 
established.68 
 
V. CONCLUSIONS AND RECOMMENDATIONS 
 

The current stage of global market interdependence is a trend that began in the 
1980s, as a result of the multiple relations established between macro-economic factors, 
government policies, and institutional and technological changes. Individually, none of 
these elements can explain the process of important transformations in production 
organization, trade and international competitiveness implied in the new and complex 
scale of the internationalization process of economies. The majority of big multinational 
enterprises knew how to benefit from the opportunities offered by market deregulation 
and openness, the broad dissemination of information technologies, and a bigger 
tolerance of competitiveness policies of industrialized countries concerning the fusions 
between large enterprises. Technological innovations on information, communication 
and transport, reduced the costs of internationalization, by allowing enterprises to adopt 
more decentralized organization methods, and by also increasing the “traceability” of 
goods and services. 
 
The spread of the fragmentation of production into segments and activities distributed 
among different regions, the subsequent integration through trade and investments; the 
subcontract of related and unrelated enterprises, and the big international production 
chains, which are the basis of the phenomenon widely known as globalization, include 
contradictory aspects, some of them are inclusive, and some others, exclusive. As a 
consequence, the net results for employment, income, growth and development are still 
undetermined. Particularly, the trade derived from a shared international production 
poses a great number of questions about the distribution of its benefits among the society 
and the workers of every country. Empirical studies show that the asymmetries in the 
liberalization related to the free movement of capital and workforce benefit the 
enterprises to the detriment of the worker. As it was concluded in a recent joint document 
from the WTO and the ILO (International Labour Organization): the benefits of 
globalization are not equitably distributed and some workers and enterprises might suffer 
losses in the short and medium terms” (Bacchetta and Jansen (ed.) 2011: xii). 
 
Global value chains and international networks of suppliers are a complex phenomenon 
that needs to be carefully studied from the point of view of inclusive development. It 
results from business strategies, and, as such, it is dynamic, capable of adapting to the 
changing circumstances of the business environment. These production networks have a 
tendency to regionalization, because of a matter of distance from consumer centres, in 
                                                 
68 See IIRSA Web site (http://www.iirsa.org/). 
 

http://www.iirsa.org/


The multilateral trade system: Can the bicycle be stopped?             SP/CLXXXXVII.O/Di No. 26-11 
Trade challenges for development in Latin America and the Caribbean 
 51 

 

the case of assembly plants, or because of agglomeration economies, in the case of 
suppliers. 
 
Latin America and the Caribbean face a complex dilemma, in terms of the poor growth 
expected from advanced economies. On the one hand, the region requires the growth in 
the demand for natural resources to continue, in order to broaden and modify, its 
traditional methods of insertion in the international economy, through value and 
knowledge adding processes. On the order hand, the region must prevent the crisis clash 
from jeopardizing the investments in human, physical, and institutional infrastructure, by 
improving systemic competitiveness, which is a prerequisite for achieving inclusive 
development. Without investments in ports, multimodal transport, energy, and 
communications, changes in the international insertion of the region cannot be 
achieved, nor can regional integration be expanded and diversified. 
 
In the words of Pascal Lamy, better social security networks, investment in technology, 
education, and infrastructure work as protection shields for the economies and their 
societies, compatible with a continuous support to more open trade.69 
 
The Latin American and Caribbean countries have recently succeeded in reducing 
poverty and improving income distribution. However, most of the countries lack broad 
social security networks, which will reduce the vulnerability against extreme crises. The 
effects of the 2008-2009 crisis show that the progress made in the region in terms of 
poverty reduction and inequality can be reversed. 
 
It is always worth underscoring that, in spite of their imperfections, all Latin American and 
Caribbean societies are democratic societies, where citizens are able to express 
themselves and manifest their demands. Although with great variations among countries 
concerning the institutional mechanisms for citizen participation, the government 
agendas need to be more and more negotiated and agreed with the citizens, before 
they are transformed into political platforms. The democratic debate introduces a very 
significant difference between Latin America and the Caribbean and the most successful 
economies of Asia. 
 
The current scenario of high uncertainty, with the virtual standstill of the Doha Round 
negotiations, and a serious apprehensiveness concerning the actions of national 
governments for the defence against the monetary effects on the competitiveness of 
enterprises and employment, rises new demands for international cooperation for 
development. Particularly, the support from SELA is required, through its systematic labour 
involving consultations and coordination for achieving common strategies for Latin 
America and the Caribbean in negotiating forums, such as the WTO, and for promoting 
regional and subregional integration. 
 
For some issues that deserve immediate attention, the vast experience that SELA has 
accumulated throughout its history can be useful, namely: 
 

 Carry out systematic studies regarding initiatives in the region, in order to create 
financing mechanisms for long-term joint projects at the regional and subregional 
levels.  

                                                 
69 Lamy, Pascal, “The future of the multilateral trading system”, in “Lamy looks at the multilateral trading system”, 
WTO News: Speeches – DG Pascal Lamy, 6 September 2011. 
(http://www.wto.org/english/news_e/sppl_e/sppl205_e.htm). 
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 Move forward in the establishment of a support network information system for the 

region’s supplier chains and contribute to the exchange of cooperation 
opportunities for systemic competitiveness in specific industries of the region. 
Specifically, analyze the role of China and other countries as barriers or facilitators 
for regional productive integration. 

 Promote systematic studies on regional coordination policies and initiatives for 
innovation, and strengthen innovation systems in the different countries. Also, 
identify coordination and complementary harmonization mechanisms to create 
synergies among participating countries. 

 Deepen the studies about the physical infrastructure and instruments to facilitate 
trade for the integration of Latin America and the Caribbean. Analyze the role of 
regional and sub-regional integration mechanisms in initiatives such as the 
Mesoamerica Project and IIRSA. 

 Define regional and subregional actions to strengthen the productivity of SMEs, 
mainly in the production of support services to regional supplier networks. 

 Continue with studies to promote the economic relations of Latin America and the 
Caribbean with countries and regions, in order to diversify foreign trade and 
economic relations of the region. 
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