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PROLOGUE

�e quest for regional integration has been a centerpiece of the development 
strategy of Latin American and Caribbean (LAC) countries. In the past three 
decades, preferential trade agreements (PTAs) have become the instrument of 
choice. However, while this “new regionalism” was successful in overcoming the 
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ization gains to move the global competitiveness needle. �is is especially 
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(PTAs) that reaches as far as Europe and Asia and covers a wide, varied range of 
disciplines from trade through investment to labor regulation. �e initial agree-

https://www.economist.com/blogs/economist-explains/2018/03/economist-explains-8
https://ustr.gov/ttip
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BOX 2  THE CENTRAL AMERICAN COMMON MARKET flCACMfia (continued)
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a realistic proposition. At the same time, however, it is important not to under-
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As shown in �gure 2.4, within the universe of agreements that do contain pro-
visions for services and investment, nearly all establish MFN and national treat-
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�ese rules can be more or less restrictive as they allow lesser or greater levels of 
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considered as originating there for the purposes of another, thus allowing for 
the formation of longer supply chains. �e absence of such cumulation can be 
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Vaillant, M. 2014. “Evolución del Mercado Común del Sur.” SELA XL Reunión 
Ordinaria del Consejo Latino Americano. Caracas, Venezuela.
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As argued earlier, the main motivation behind these agreements was not to in-
crease the level of regional integration per se, but to reap scale and specializa-
tion gains to take growth opportunities abroad, particularly outside the natural 



http://econpapers.repec.org/RAS/pyo93.htm
http://econpapers.repec.org/RAS/pzy12.htm
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PTA members), (ii) extrabloc imports (when only the importer is a member), 
and (iii) extrabloc exports (when only the exporter is a member).37 �is disag-
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that went hand-in-hand with the implementation of most of these agreements 
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FIGURE B.3.1  �MERCOSUR INTRA- AND EXTRABLOC TRADE IN PASSENGER 
CARS. 1988–2016, US$ MILLION, 2009 PRICES
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FIGURE 3.13  �EXTRABLOC EXPORT EFFECTS FOR SELECTED LAC PTAs
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FIGURE 3.14  �CACM EXTRABLOC IMPORT EFFECTS BY  
SUBSECTOR (%)
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Dai, M., Y.V. Yotov, and T. Zylkin. 2014. “On the Trade-Diversion E�ects of Free 
Trade Agreements.” Economics Letters
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Technical Appendix 3.1 
A Macro Gravity View of the PTA Effect

Methodology

To address the impact that regional trade agreements have on trade �ows, the 
following gravity equation was estimated:

X RTAln ,ij
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third countries are being substituted by imports from countries belonging to 
the RTA.

In the third step, RTAs were classi�ed into agreements between Latin American 
countries (LAC–LAC); agreements between Latin American countries and the rest 
of the world (LAC–ROW), and agreements between the rest of the world that do 
not include LAC countries (ROW–ROW).

http://www.tomzylkin.com/research.html
http://www.tomzylkin.com/research.html
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Technical Appendix 3.2 
A Sectoral Gravity View of the PTA Effect

Building on the literature on US and EU unilateral preferences, such as Cipollina 
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�e results displayed are limited to the four LAC PTAs of interests:51 the 
Andean Community (AC), the Central American Common Market (CACM), 
MERCOSUR (MSUR), and NAFTA. To isolate the e�ects on Mexico, bilateral 
trade between United States and Canada was excluded in NAFTA.
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When i is a member of PTA k and j is not, Pki = 1 and Pkj = 0. �e third and ��h 
terms disappear because Pki =�Pkj = 0 and Pkj – (Pki =�Pkj) = 0. �e coe�cient of 
the fourth term φk
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Mfullpq
s = exp(�(ln(
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Extended Cumulation

�e �rst and most modest stop on the route to a LAC-FTA would be to incor-
porate so-called diagonal or extended cumulation (see box 4.1) into the RoO 
regimes for existing LAC PTAs. �at is, the possibility of inputs that are sourced 
from third countries and used in production in one of the member countries 
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http://www.aladi.org/nsfaladi/textacdos.nsf/vacewebR
http://www.aladi.org/nsfaladi/textacdos.nsf/vacewebR
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from 2% to 15% ad valorem—are likely to be made even steeper by adding the 
cumulation mechanism.58
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https://intradebid.org/acuerdo/view?id=151188
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ii.	
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In other words, if governments are really committed to leveraging regional in-
tegration into a tool to move the productivity needle and gain markets abroad, 

http://www.sice.oas.org/agreements_e.asp
https://bit.ly/2pHiybc
https://intradebid.org/acuerdo/210
https://intradebid.org/acuerdo/view?id=137
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http://www.livingstonintl.com/trade-agreement-for-automotive-sector-between-mercosur-and-mexico-economic-complementation-agreement-no-55/
http://www.livingstonintl.com/trade-agreement-for-automotive-sector-between-mercosur-and-mexico-economic-complementation-agreement-no-55/
https://www.gob.mx/se/prensa/finaliza-la-tercera-ronda-de-negociaciones-para-la-ampliacion-y-profundizacion-del-acuerdo-de-complementacion-economica-no-6-entre-mexico-y-argentina
https://www.gob.mx/se/prensa/finaliza-la-tercera-ronda-de-negociaciones-para-la-ampliacion-y-profundizacion-del-acuerdo-de-complementacion-economica-no-6-entre-mexico-y-argentina
https://www.gob.mx/se/prensa/finaliza-la-tercera-ronda-de-negociaciones-para-la-ampliacion-y-profundizacion-del-acuerdo-de-complementacion-economica-no-6-entre-mexico-y-argentina
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ibility gap made formidable by a long history of failed attempts. However, as it 
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longer than �ve years, with a maximum of seven years; a requirement consis-

http://www.iirsa.org/
http://www.proyectomesoamerica.org/


http://www19.iadb.org/intal/conexionintal/2016/09/27/tunel-binacional-agua-negra-un-programa-estrategico/?lang=en
http://www19.iadb.org/intal/conexionintal/2016/09/27/tunel-binacional-agua-negra-un-programa-estrategico/?lang=en
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BOX 5.1  �CHILE–US PTA AND SOURCING FROM THIRD COUNTRIES (continued)

takes the value of 1 if firm i exported a good that used input j to any country except the US in 2002 
(before the Chile–US PTA entered into force) and then exported the same good to the US in 2006 
(after the Chile–US PTA entered into force). Conversely, Entryjtakes the value o0 1 if firm ij
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BOX 5.2  �CUMULATION OF RULES OF ORIGIN ACROSS MEXICO AND  
CENTRAL AMERICA
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that may differ at the product–country level, and 
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BOX 5.3 
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BOX 5.3  GRA
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established for the whole region. For that, a more general exercise is needed us-
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FIGURE 5.5  �CHANGE IN EXPORTS OF VALUE-ADDED FROM 
CENTRAL AMERICA AND MEXICO THAT ARE 
SUBSEQUENTLY USED AS INPUTS IN SELECTED 
REGIONS’ EXPORTS
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FIGURE 5.9  �INTRAREG
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cant variations across subregions and sectors), this is not something to be le� on 
the table. For instance, intraregional LAC trade fell 26% between 2012 and 2017. 
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Technical Appendix 5.1

�e results presented in �gures 5.8 to 5.10 are based on an exercise using the same 
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Nicaragua, and Panama); Andean countries (Colombia, Ecuador, Peru, and 

https://www.iadb.org/node/1585
https://www.iadb.org/node/2243
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at a time when the emergence of mega-economies and mega-agreements were 
transforming the world economy.

When the focus of the report shi�s toward the future policy agenda, the recom-
mendations may sound disconcerting, as they point to a solution that has al-
ready been tried and proved to be elusive: the convergence toward a regionwide 
FTA. Why would things be di�erent this time around? �e recommendations in 
section 4 build on the lessons learned and the challenges and opportunities of 
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ment, this platform represents a major opportunity to facilitate coordination 



�ese estimates also send an important message in terms of the advantages of 
taking an aggressive approach to convergence rather than a cautious one. If the 
gains of moving all the way toward a regionwide FTA are palpable but limited, 
a slow, step-by-step approach could render these gains irrelevant despite the 
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