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Resumen

En este articulo se cuantifican los efectos de dos acuerdos regionales de
integracion en América Latina, la Asociacion Latinoamericana de Integracion
(ALADI) y el Mercado Comun del Sur (Mercosur), sobre el desarrollo de redes de
produccion en la regién. Con este fin, y utilizando datos desagregados de comercio
de bienes entre once paises integrantes del ALADI durante el periodo temporal
1991-2008, se contrastan dos hipotesis principales: si en los paises
latinoamericanos se esta desarrollando la produccion regional en redes y si los
acuerdos de integracion comercial han contribuido a la localizacién de las diferentes
etapas de produccion en distintos paises de la region. Los resultados obtenidos
aportan evidencia de la existencia de redes de produccion principalmente durante la
década de los 90 para los miembros del Mercosur, pero no a partir del afio 2000.
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Abstract

This paper quantifies the effects of two regional integration agreements in
Latin America, namely the Latin American Integration Association and the Southern
Common Market, on the development of production networks in the region. Two main
hypotheses are tested using disaggregated data for trade in goods between eleven
LAIA members over the period 1991-2008. First, if with trade liberalisation LA
countries have become more integrated into regional production networks and
second, the implementation of LA agreements has had production relocation
consequences. The main results indicate some evidence of production networks
mainly in the 1990s and for Mercosur members, but no significant evidence is found
from 2000 onwards.

Key words: production networks; intermediate goods; trade integration; Latin
America; panel data; gravity model
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1. INTRODUCTION

This paper focuses on the effects of two regional integration agreements
(RIAs) in Latin America (LA), namely the Latin American Integration Association
(LAIA) and the Southern Common Market (Mercosur) on the development of
production integration networks. LAIA includes 12 LA countries, whereas Mercosur
only includes 4 bordering countries, which represent 65% of LA surface area, almost
9% of the world surface area and about 50% of the population of LA. Additionally,
more than 90% of GDP is generated in the two largest countries (Blanchard and
Pérez-Enrri, 2000) and trade policies in Mercosur partially reflect interests in
Argentina and Brazil (de Paiva Abreu, 2004).

Previous research has mainly focused on other integration agreements, such as the
European Union or the North American Free Trade Area. According to the existing
literature, European integration has been a fundamental driving force behind the
increase observed in intermediate goods trade, fostering integrating countries’
participation in European production networks (Blazquez, Diaz-Mora and Gandoy,
2009 and 2010; Martinez-Zarzoso, Voicu, and Vidovic, 2010). In the same vein, this
is the first paper that tests whether increasing imports of intermediate goods in the
region have led to higher exports of final and intermediate goods to LA trading
partners.

The main aim of this paper is to estimate the determinants of intra-LAIA and intra-
Mercosur trade in intermediate and final goods separately’ and test two main
hypotheses. First, with trade liberalisation LA countries have become more integrated
into regional production networks. Second, the implementation of LA agreements has
had production relocation consequences, as manufacturing companies prefer to
locate an activity or process of their production in countries with a more favourable
trade policy or nearer to potential markets.

The main findings show evidence of the first hypothesis in capital goods, suggesting
that higher level of imports of capital goods from Mercosur are associated with higher
level of exports of capital goods to LAIA countries. Evidence is also found of the
second hypothesis, results being in line with the existence of a “substitution” effect in
the sector of food and beverages and a “complementary” effect in capital goods.
Overall, the effect of integration on regional production networks is found to be
positive for Mercosur in the 1990s, and non-significant from 2000 onwards.

The rest of the paper is organised as follows. Section 2 presents stylised facts about
regional integration in LA. The main hypotheses are outlined in Section 3. Section 4
describes the data and the empirical strategy and Section 5 presents the main
results. Finally, Section 6 concludes.

2. REGIONAL INTEGRATION IN LATIN AMERICA
2.1 LAIA and Mercosur integration processes

The first of the two agreements considered in this paper, LAIA (Montevideo
Treaty, 1980), aims to establish a preferential economic system within the LA region.
LAIA employs three mechanisms to do so: 1) Preferential regional tariffs applied to
products which come from member countries, 2) Regional trade agreements,
common to all member countries and 3) Trade agreements, in which only two or

! Imports of intermediate goods for each LAIA country represent around 60% of total goods from LAIA
and Mercosur (see Table A.1, Appendix).
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more countries in the region participate. Member countries are Argentina, Bolivia,
Brazil, Chile, Colombia, Ecuador, Mexico, Paraguay, Peru, Uruguay and Venezuela.?
As regards the second agreement, the Asuncion Treaty was signed in 1991 and
established Mercosur, a free trade area including Argentina, Brazil, Paraguay and
Uruguay. The main objective was to achieve a common market by 1995 based on
the free movement of goods, services and production factors. This Treaty entailed an
initial 40% reduction in tariffs among member countries, with progressive reductions
until they were totally eliminated in 1995. That same year, a common external tariff
(CET) came into force in the region. The main foundations of Mercosur included
coordination in macroeconomic, external trade, agriculture, industry, fiscal, monetary
and exchange rate policies, among others.

Unlike other RIAs that involve developed countries, such as the European Union,
LAIA and Mercosur seem to have accepted the arguments put forward by Prebisch
(1959) and Cooper and Massell (1965). Prebisch (1959) distinguished between the
effect of trade protection in developed and developing countries. According to this
author, protection of primary production in developed countries tends to depress
developing countries and decreases growth in world trade, whereas in developing
countries trade protection can correct the effects of existing disparities without
hampering growth in world trade. This author recommends enlarging domestic
markets in developing countries by establishing a common market to foster and
diversify trade within the area. In fact, LA regional integration could have helped
Brazil to achieve its industrialisation objectives, as Brazil exports more sophisticated
goods, in which it does not have a comparative advantage, to Mercosur members
(Moncarz, Olarreaga and Vaillant, 2010).

Cooper and Massell (1965), by assuming that economic planners in a developing
country may be willing to accept a reduction in national income to achieve an
increase in industrial production, state that industrialisation objectives might be
achieved at a lower cost by establishing RIAs and point out that when “two countries
are complementary, different industries are likely to be protected in each country, and
a customs union will tend on balance to be trade-diverting, with the loss in efficiency
(and hence in welfare) that Vinerian theory associates with this result’.® These
authors support not only explicit compensation agreements between the integrated
members, but also a detailed agreement on intra-union division of industry. One
example of intra-Mercosur division of industry could be observed in the leather
footwear industry, as Argentina specialised in the supply of tanned leather and Brazil
specialised in the production of leather shoes, consolidating a South American
production network as a result of the dramatic growth in consumer demand in the
United States during the 1980s (Korzeniewicz, 1992).

2.2 Intermediate goods trade in LA

As trade in intermediate goods and its role in global production networks are
the main interest of this research, a more detailed description of intermediate trade
data is presented in this section. After the CET was established in Mercosur, import
duties on intermediate goods were reduced drastically. Table A.1 (Appendix) shows
that giving easier access to foreign equipment and intermediate products than to
consumer goods, a trade policy strategy which increases the effective degree of
protection, was widespread among the 11 LAIA members. Nevertheless, some

% Cuba has been a member since 1999, but is not considered in the empirical analysis.
® Cooper and Massell (1965), page 475.



differences could be observed from one country to another. Brazil protects consumer
goods and other final goods” to a greater extent than intermediate goods, whereas
the group of other goods, which includes primary fuels and capital goods, is a more
liberalised sector in Argentina, Bolivia, Colombia, Ecuador, Paraguay, Peru, Uruguay
and Venezuela, followed by the sector of intermediate goods. In contrast, Chile has
undergone the most far-reaching liberalisation process over the period 1994-2008.
Mexico has experienced greater liberalisation with other RIAs that involve developed
countries after becoming a member of the North American Free Trade Area (NAFTA)
and signing a free trade agreement with the EU in 2000. Meanwhile, the rest of
countries (excluding Chile) have liberalised trade with LAIA and Mercosur to a
greater extent.

The global relative importance of intermediate imports, that is, world imports of
intermediate goods over total world imports, increased in all members of Mercosur
over the period 1994-2008. In particular, the import share of intermediate goods from
the NAFTA and the EU has increased over time in most of the countries considered
(excluding Bolivia, Ecuador and Venezuela), whereas the share of intermediate
goods imported from the two South-South RIAs considered (LAIA and Mercosur) only
increased for Bolivia, Brazil, Ecuador and Paraguay. The increase in the importance
of intermediate goods trade appears to point towards greater production integration
among the members of the RIAs. Nonetheless, when considering the change in
imports of intermediate goods that originated in different RIAs, different patterns are
observed in LA countries. While a number of countries in the region seem to be more
integrated in LA regional production networks, such as Brazil (increase in relative
imports from LA regional agreements), others seem to be more integrated in
production networks within other integration agreements, such as the NAFTA and the
EU (as is the case of Chile and Mexico) or global production networks with other
countries in the world (as could be the case of the increase in imports of intermediate
goods from China). Figures 1 and 2 summarise the change in the relative importance
of imports of intermediate goods in the four most representative countries in the
region in terms of trade (Argentina, Brazil, Chile and Mexico).

* According to the BEC classification, see Table A.2 in Appendix.



Figure 1. Relative imports of intermediate goods on total imports in 1994. The case of
Argentina, Brazil, Chile and Mexico
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Source: WITS (2011) and own elaboration

Figure 2. Relative imports of intermediate goods on total imports in 2008. The case of
Argentina, Brazil, Chile and Mexico
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The specific characteristics of certain intermediate goods might be behind the
different patterns observed in LA imports, such as the relative intensity of production
factors or the abundance of natural resources. In order to illustrate the change in the
composition of intermediate goods in Mercosur, the most advanced and recent LA
integration agreement, the two largest partners (Argentina and Brazil) are
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considered. Data® show that Argentina has maintained a more similar import
structure over time than Brazil, but that both countries have experienced a larger
increase in relative imports of intermediate goods from Mercosur in sectors 111
(Primary food and beverages, mainly for industry) and 32 (Processed fuels and
lubricants). In contrast, both Argentina and Brazil now import less Parts and
accessories of transport equipment (sector 53) than in the past. This is the opposite
to what has occurred in the European Union automotive sector, where the adhesion
of Eastern and Central European countries has led to greater integration of
production networks (Blazquez, Diaz-Mora and Gandoy, 2010). The reason for this
difference could be that the automotive sector in Mercosur still has a number of
artificial trade barriers.® Additionally, Brazil also imports less intermediate goods from
Mercosur in sectors 121 (Processed food and beverages, mainly for industry), 21
(Primary industrial supplies) and 22 (Processed industrial supplies).

With regard to exports, Argentina has recorded an increase in exports of intermediate
goods belonging to sectors 111 and 32 to Mercosur, whereas Brazil now exports
more intermediate goods from sectors 22 and 32 to Mercosur. The decrease in
exports from sector 53 in both countries falls in line with the previous argument and
indicates the existence of protectionist industrial policy in the automotive sector in
Mercosur.” Finally, Argentina also registers a decrease in exports in sector 21
(Primary industrial supplies). This sector includes raw hides, skins, leather and furs
and was a key variable in the division of labour between Argentina and Brazil in the
1980s, as Argentina exported leather to Brazil, which expanded its leather footwear
industry through an increase in exports mainly due to the growth in consumer
demand for footwear in the United States (Korzeniewicz, 1992). The argument that
Brazil should record greater profits than Argentina, due to being closer to the
consumption end of the leather production network (Gerefi and Korzeniewicz, 1990)
might be in line with the decision by Argentinean authorities to restrict exports of
primar)g goods, such as raw and semi-tanned bovine hides, with a lower value
added.

This descriptive analysis performed for intermediate goods in LA countries indicates
the need to empirically test whether LA regionalism has led to increasing regional
production networks in LA countries.

3. HYPOTHESES

The two abovementioned hypotheses that are central to the empirical analysis,
as well as three more specific hypotheses, are stated and explained in this section.
Concerning the first hypothesis, the issue is whether LA countries have become
more integrated into regional production networks within the LA regionalism process
(H1). In particular, it is expected that increases in imports of intermediate goods will
lead to greater exports of final goods to LA partner countries. As opposed to RIAs

®> These figures are available upon request.

® See for example the recent case “Brasil informara hoy si acepta las condiciones argentinas para
negociar” (“Brazil will announce today whether it accepts Argentina’s conditions for negotiations” in
English), Page 12, 16th May 2011. http://www.paginal2.com.ar/diario/economia/2-168230-2011-05-
16.html

" The Mercosur agreement included special conditions for the automotive sector, as it was not
included in the common market. The automotive sector became both a central and controversial issue
within Mercosur’s regional trade integration process (Ciravegna, 2003).

® The scarcity of raw materials in the international leather market and the increase in production of
synthetic footwear manufactures in Brazil are also behind these figures.



that involve developed countries, we expect production networks to have only a small
effect on integration as no significant changes have occurred in the pattern of trade
over the last 20 years at a very aggregate level (including all sectors, years and
countries). However, marked differences are expected when different countries,
periods of time and sectors are considered.

The second hypothesis states that the effect of LA integration may have fostered the
relocation of production, as manufacturers may prefer to locate an activity or process
of their production in countries with more favourable trade policy, greater
macroeconomic stability or which are nearer to potential markets (H2). This
relationship may be ambiguous. On the one hand, a “substitution” effect might occur,
whereby the higher the imports of intermediate goods, the lower the export flow of
intermediate goods to partner countries (inverse relationship). On the other hand, a
‘complementary” effect might also occur, whereby the higher the imports of
intermediate goods, the higher the export flow of intermediate goods to partner
countries (direct relationship), hence revealing a stronger and more complex
integration relationship through the various stages of production.

The two effects stated in H1 and H2 are summarised in Figure 3. If H1 is true, an
increase in imports of intermediate goods in a particular LA country would lead to an
upturn in exports of final goods to the region. If H2 implies a direct relationship, an
increase in imports of intermediate goods in LA countries would lead to higher
exports of intermediate goods bound for LA trading partners, thus indicating that
intermediate goods are processed in different countries in the region, which then
export them to another country in the region, which assembles and sells the final
good. In this paper, imports of intermediate goods from Mercosur, LAIA and the rest
of the world (Row)® are distinguished. Therefore, a direct relationship between
imports of intermediate goods from Mercosur or LAIA countries and either exports of
final goods (H1) or exports of intermediate goods (H2) is interpreted as a positive
effect of integration on regional production networks.

° Note that RoW denotes countries other than Mercosur and LAIA countries.



Figure 3. H1 and H2 production integration networks.
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Related to these two main hypotheses, three complementary hypotheses,
derived from previous research, are also tested. Recalde, Florensa and Iturralde
(2010) have shown that exports from LAIA countries to the rest of the world have
decreased as a consequence of growth in Brazil's exports and this displacement
effect is higher in the case of manufactures than other goods. Therefore, the third
hypothesis to be tested is that the effect of regional integration on production
networks differs by sector (H3). In order to test H3, and provided that the items in the
BEC trade classification aggregate a high number of sectors, a correspondence table
is built (Table A.3, Appendix) between final and intermediate industries and separate
regressions are run for the four different sectors of final goods (food and beverages,
capital goods, transport equipment, consumer goods) and for the four sectors of
intermediate goods (food and beverages, capital goods, transport equipment,
industrial products) considered. Evidence of H1l is found for the capital goods
industry, an inverse relationship in H2 for the sector of food and beverages and a
direct relationship in H2 for capital goods.

Previous research has found a significant positive impact on the increase in
exports within the Mercosur integration process in Argentina (trade creation),
whereas no significant effect was found for Brazil (Recalde and Florensa, 2009).
Moreover, the trade liberalisation process seems to have been stronger in Mercosur
than in LAIA (see Table A.1). Consequently, the fourth hypothesis to be tested is that
the effect of regional integration on production networks in LAIA and Mercosur might
differ (H4). This paper provides empirical evidence for H4 as the effect on regional
production networks is stronger in Mercosur than in LAIA.



Finally, Korzeniewicz (1992) and Ciravegna (2003) provided evidence of the
existence of a strongly integrated regional value chain in the 1990s in two strategic
industries in Mercosur, namely the leather footwear and automotive value chains.
However, the significant events that took place at the end of the 1990s and the
beginning of the present century affected stability and international investor
confidence, thereby interrupting regional production networks.'® Hence, the last
hypothesis to be tested is that the development of LA regional production networks
may have been limited to the period immediately after the creation of the Southern
Common Market, whereas regional integration per se might not guarantee significant
production networks because of the continued absence of a serious commitment to
regional trade integration in LA (H5). The results of this research support H5, as
imports of intermediate goods have a more positive impact on exports of both final
and intermediate goods within Mercosur over the period 1991-1999 than over the
period 2000-2008. Furthermore, results show evidence of the increasing importance
of third countries in LA production networks, as imports of intermediate goods from
the RoW increase exports of intermediates to LA countries from 2000 onwards.

4. EMPIRICAL ANALYSIS

This paper uses disaggregated data for trade in goods between eleven LAIA
members (Argentina, Bolivia, Brazil, Chile, Colombia, Ecuador, Mexico, Paraguay,
Peru, Uruguay and Venezuela) over the period 1991-2008. The products are
classified according to the Broad Economic Categories (BEC) codes as in Baldwin
and Taglioni (2011).** Trade data and tariffs are obtained from the World Integrated
Trade Solution (WITS). Nominal exchange rates and GDP deflators are taken from
the World Development Indicators database and contiguity and distance from CEPII.
A gravity equation is specified and estimated for trade data at sectoral level. Previous
literature which uses the gravity equation for both developed and developing
countries (Marquez-Ramos, Martinez-Zarzoso and Suéarez-Burget, 2010) finds that
this model performs better for developed than for developing exporters, for which
reason other factors such as exchange rates could be important determinants of
exports. As a result, exchange rates are included in the estimated gravity
regressions. Additionally, Baldwin and Taglioni (2011) point out that trade is
measured on a gross sales basis while GDP is measured on a net sales basis, i.e.
value added, presenting empirical evidence that the gravity equation model performs
poorly when applied to bilateral flows where there is significant trade in intermediate
goods. To address this issue, this paper includes three additional control variables.
These variables are imports of intermediate goods from Mercosur, LAIA and the
RoW to a particular LA country, respectively. Exporter-time, importer-time and sector-
specific fixed effects are included in the model (not reported in Tables 1-4), as the
effects of exporter-time and importer-time model “multilateral resistance” terms and
sector-specific effects model unobservable characteristics at sector level. Finally, as
in Anderson and van Wincoop (2003), the LHS variable in the gravity model is
bilateral exports divided by the product of the GDPs of the exporter and the importer.
Two different models are specified, for final goods and intermediate goods,
respectively:

1% The Brazilian devaluation in 1998 and the Argentinean crisis at the beginning of the present century.
" The sectors considered in the analysis are 1, 4, 5 and 6 (final goods) and 1, 2, 4 and 5 (intermediate
goods).
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where In denotes natural logarithms. X_finalji: (X_intj) denotes the value of exports
of final (intermediate) goods k from country i to j in the year t; Y (Yj;) denotes GDP in
the exporter (importer)’'s country, respectively; Dist; is the geographical great circle
distance in kilometres between the capitals of country i and j. Contig; is a dummy for
countries sharing a common geographical border and Land; (Land;) takes a value
equal to one if the exporter (importer) is landlocked. ER;j; denotes the real exchange
cross-rate™? between the exporting and importing country.™ Tariff_final (Tariff_intjx)
is the weighted average tariff effectively applied to each LA exporter that exports a
final (intermediate) good k to each of the 10 importers. M_intyerc k, M_int sk and
M_introw k denote the value of imports of intermediate goods from Mercosur, LAIA
and the RoW, respectively, in the year t required to produce a final or an intermediate

good Kk in country i. Finally, Zik and O are the error terms that are assumed to be
independently and identically distributed.

In the next section, estimations obtained from Equation (1) are used to tests
hypothesis 1 (H1) and those from Equation (2) are used to tests hypothesis 2 (H2).
The rest of hypotheses (H3-H5) are tested by estimating both equations for specific
sectors, countries and time periods.

5. MAIN RESULTS

Equations (1) and (2) are estimated using data from LAIA countries over the
period 1991 to 2008. As the dataset is a panel, special estimation techniques are
required. The presence of unobserved heterogeneity that is specific to each trading
pair could be modelled as being random or fixed. A Hausman test indicates that fixed
effects are preferred, for which reason fixed effects estimates were employed.*®

2 The real exchange cross-rate is constructed as EAXPB/EBxPA, where E denotes the nominal
exchange rate in a particular country (A or B) and P denotes the GDP deflator in country A or B.

3 An increase in this variable indicates devaluation in the exporter country. As Ecuador was dollarised
in the year 2000, the exchange rates series in Ecuador was transformed by multiplying the nominal
exchange rate in 1999 by the GDP deflator in every year t from the year 2000 onwards.

“ltis important to note that export taxes are also of great relevance in the case of Argentina as, for
example, is the case of soybean. Due to data restrictions, export taxes were not considered in the
empirical analysis.

'* As the estimate is based on fixed effects, the Tables in this Section do not show the coefficients of
distance, contiguity, Mercosur and landlocked dummies. Nonetheless, when Equations (1) and (2) are
estimated using random effects, distance is found to be significant and displays a negative sign,
whereas contiguity and Mercosur dummies are positive and significant, as expected. Landlocked is

11



Table 1 and Table 2 show the estimation results of Equations (1) and (2),
respectively. First, Column (1) in Table 1 shows the main results for all LAIA
countries and for trade in final goods. The estimated coefficients of imports of
intermediate goods from Mercosur and the RoW are not statistically significant,
indicating that increases in imported intermediated goods have no effect on exports
of final goods to LA destinations. Additionally, the estimated coefficient of imports of
intermediates from LAIA is found to be negative and significant. Hence, no evidence
is found for the significance of production networks (H1) when all goods are pooled
together. Columns (2) to (5) show results of adding interactions between the different
product categories and imports of intermediate goods. The variables of interest,
M_intverc ki, M_intiaia ki, and M_introw i interact with sectors 1, 4, 5 and 6,
respectively. The estimated coefficients for the interaction terms show empirical
evidence of the existence of H3 among LA members only for capital goods, for which
imports of intermediates from Mercosur increase. The higher the level of imports of
capital goods from Mercosur, the higher the level of exports of capital goods among
LAIA members will be.

With respect to the rest of explanatory variables, the exchange rate is not statistically
significant, whereas the coefficient of tariffs is negative and significant as expected,
indicating that reductions in trade costs are associated to larger exports of final
goods.

only negative and significant in the case of the importing country. These results are available upon
request.
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Table 1. The effect of imports of intermediate goods on exports of final goods

(1) (2) (3) (4) (5)
Imports of intermediate goods from Mercosur 0.091 0.207* 0.048 0.083 0.105*
1.505 2.566 0.745 1.274 1.719
Imports of intermediate goods from LAIA -0.097* -0.172% -0.074 -0.05 -0.097**
-2.237 -3.126 -1.507 -0.955 -2.214
Imports of intermediate goods from RowW 0.065 0.029 0.099 0.036 0.055
0.879 0.253 1.289 0.447 0.727
Imports of intermediate goods from Mercosur *BEC1 -0.204**
-2.159
Imports of intermediate goods from LAIA *BEC1 0.149*
1.808
Imports of intermediate goods from RoW *BEC1 0.004
0.027
Imports of intermediate goods from Mercosur*BEC4 0.231*
2.162
Imports of intermediate goods from LAIA*BEC4 -0.076
-0.846
Imports of intermediate goods from RoW*BEC4 -0.275*
-1.718
Imports of intermediate goods from Mercosur*BEC5 0.121
0.948
Imports of intermediate goods from LAIA*BEC5 -0.170*
-1.867
Imports of intermediate goods from ROW*BEC5 0.079
0.506
Imports of intermediate goods from Mercosur*BEC6 -0.152
-0.933
Imports of intermediate goods from LAIA*BEC6 0.164
0.884
Imports of intermediate goods from RoW*BEC6 0.198
0.805
Exchange rate 0.212 0.204 0.212 0.207 0.221
0.841 0.808 0.84 0.818 0.874
Tariffs -0.107*** -0.107*** -0.109*** -0.107*** -0.109***
-5.384 -5.392 -5.442 -5.34 -5.461
Constant Term -42.537*%**  -42.376***  -42.661*** -41.853*** -43.389***
-37.052 -33.697 -33.59 -34.761 -35.498
Number of observations 4002 4002 4002 4002 4002
R2_within 0.2827977 0.2844253 0.2844134 0.2836707 0.2841377
R2_between 0.0035142 0.0132486 0.006126 0.0000518 0.0482605
R2_overall 0.0078055 0.0285451 0.0139782 0.0023091 0.0323813
AIC 10090.3 10087.2 10087.27 10091.42 10088.81
BIC 11783.53 11799.32 11799.39 11803.54 11800.93
RMSE 0.9375769 0.9369972 0.937005 0.9374911 0.9371855

Notes: *** ** * indicate significance at 1%, 5% and 10%, respectively. T-statistics are provided below
every coefficient. Exchange rate and tariffs are also included as control variables in the estimations.
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As regard to bilateral trade in intermediate goods, Column (1) in Table 2 shows the
results of estimating Equation (2). In relation to H2 and the development of
production networks in the area, among the target variables (imports of intermediate
goods from Mercosur, LAIA and the RoW), only imports of intermediate goods from
the RoW shows a positive and statistically significant coefficient. Hence, no evidence
is found for the significance of production networks (H2) when all goods are pooled
together. Descending to specific sectors, Columns (2) to (4) add interaction dummies
between the target variables and specific BEC sectors to Equation (2). A
“substitution” effect is observed for food and beverages, i.e. higher imports of
intermediate goods from Mercosur leads to lower exports of intermediate goods to
LAIA countries, whereas a “complementary” effect is found for capital goods.

As expected, higher tariffs have a negative effect on LA exports of intermediate
goods, while the exchange rate displays a negative sign. This result could be due to
country and/or time heterogeneity in the sample; although, a negative relationship
between the real exchange rate and exports in Latin America has also been found by
using a Vector Error Correction Model (see Brunini and Mordecki, 2011).
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Table 2. The effect of imports of intermediate goods on exports of intermediate goods

1) (2) 3) (4) (5)
Imports of intermediate goods from Mercosur -0.027 0.105 -0.078 -0.033 -0.034
-0.451 1.357 -1.217 -0.497 -0.554
Imports of intermediate goods from LAIA 0.023 0.015 0.007 0.044 0.019
0.54 0.286 0.141 0.848 0.444
Imports of intermediate goods from RowW 0.171* -0.015 0.171* 0.197* 0.181*
2.303 -0.131 2.231 2.406 2.425
Imports of intermediate goods from Mercosur *BEC1 -0.275%*
-2.903
Imports of intermediate goods from LAIA *BEC1 -0.044
-0.539
Imports of intermediate goods from RoW *BEC1 0.230*
1.701
Imports of intermediate goods from Mercosur*BEC4 0.236**
2.244
Imports of intermediate goods from LAIA*BEC4 0.024
0.262
Imports of intermediate goods from RoOW*BEC4 -0.042
-0.267
Imports of intermediate goods from Mercosur*BEC5 0.077
0.694
Imports of intermediate goods from LAIA*BEC5 -0.054
-0.651
Imports of intermediate goods from ROW*BEC5 -0.123
-0.86
Imports of intermediate goods from Mercosur*BEC2 0.039
0.257
Imports of intermediate goods from LAIA*BEC2 0.052
0.292
Imports of intermediate goods from ROW*BEC2 -0.238
-1.012
Exchange rate -0.487* -0.485* -0.477* -0.488* -0.483*
-1.907 -1.9 -1.868 -1.908 -1.89
Tariffs -0.084*** -0.083*** -0.081*** -0.083*** -0.084***
-4.313 -4.258 -4.156 -4.281 -4.306
Constant Term -44.749%**  -45.066***  -44.724***  -44.257**  -43.320***
-37.552 -32.437 -36.917 -37.675 -35.774
Number of observations 4034 4034 4034 4034 4034
R2_within 0.1836796 0.1862003 0.186934 0.184239 0.1841733
R2_between 0.0115684 0.0168875 0.0002929 0.0128213 0.0365035
R2_overall 0.0296035 0.0291722 0.0007808 0.0267564 0.0131765
AlIC 10467.58 10461.1 10457.46 10470.81 10471.14
BIC 12162.95 12175.38 12171.75 12185.1 12185.42
RMSE 0.9424627 0.9414596 0.9410352 0.9425934 0.9426314

Notes: *** ** * indicate significance at 1%, 5% and 10%, respectively. T-statistics are provided below
every coefficient. Exchange rate and tariffs are also included as control variables in the estimations.
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With the aim of testing H4, an additional variable is included in Equations (1) and (2),
namely the interaction between one of the variables of interest and Mercosur
membership (Imports of intermediate goods from Mercosur*Mercosur), the new
interaction variable is positive for exports of final goods and negative for exports of
intermediate goods, however is non-significant in both cases.'® Therefore, we re-
calculate the target variable without distinguishing by importing region (namely,
Mercosur, LAIA or the RoW) and interact it with Mercosur membership (Imports of
intermediate goods*Mercosur). Table 3 shows the results for trade in final (first
column) and intermediate goods (second column), respectively. The new interaction
variable is positive and significant for exports of final goods, but is non-significant for
exports of intermediate goods. This result is in line with H4 for final goods, which
predicted a higher effect of integration on regional production networks among
Mercosur members than among LAIA countries.

Table 3. The effect of imports of intermediate goods on exports of final and
intermediate goods in LAIA and Mercosur

Final goods (1) Intermediate goods (2)
Imports of intermediate goods 0.025 -0.054
0.232 -0.513
Imports of intermediate goods* 0.383% 0.02
Mercosur
2.029 0.111
Exchange rate 0.206 -0.497*
0.816 -1.943
Tariffs -0.102*** -0.084***
-5.114 -4.341
Constant Term -41.780*** -40.506***
-28.73 -28.676
Number of observations 4002 4034
R2_within 0.28 0.18
R2_between 0.03 0.01
R2_overall 0.04 0.02
AIC 10092.00 10473.47
BIC 11778.94 12162.54
RMSE 0.94 0.94

Notes: *** ** * indicate significance at 1%, 5% and 10%, respectively. T-statistics are provided below
every coefficient. Exchange rate and tariffs are also included as control variables in the estimations.

With regard to H5, Equations (1) and (2) are estimated for two different periods,
1991-1999 and 2000-2008. Columns (1) and (3) in Table 4 show the estimation
results for the first period and Columns (2) and (4) for the second. A direct
relationship is found between imports of intermediate goods from Mercosur and
exports of final goods among Mercosur members over 1991-1999 (Column (1), Table
4). Table 4 provides evidence in line with H5 expectations, as imports of intermediate
goods from Mercosur and LAIA are found to have a non-significant effect on exports
of both final and intermediate goods from 2000 onwards. Results show a positive
effect of imports of intermediate goods from the RoW on exports of intermediate

'® These results are available upon request.
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goods among LAIA countries from 2000 onwards (Column (4), Table 4). Finally,
concerning other control variables, lower tariffs are associated to higher exports of
intermediate and final goods in both periods, being the effect lower in the second
period, and the real exchange rate shows a non-significant coefficient."’

Table 4. The effect of imports of intermediate goods on exports of final and
intermediate goods over different periods of time

Final goods Intermediate goods

1991-1999 2000-2008 1991-1999 2000-2008

Imports of intermediate goods from Mercosur 0.056 0.081 0.219* 0.139
0.402 0.852 1.695 1516
:\r/lneprg(r)t:uc;f intermediate goods from Mercosur* 0,667+ -0.069 -0.279 0.053
2.241 -0.302 -1.034 0.23
Imports of intermediate goods from LAIA 0.006 0.034 0.106 -0.018
0.063 0.436 1.232 -0.234
Imports of intermediate goods from RoW -0.005 0.105 -0.245* 0.229*
-0.035 0.879 -1.951 1.954
Exchange rate -0.332 -0.695 0.273 -0.084
-1.02 -0.611 1.087 -0.082
Tariffs -0.164**  -0.088**  -0.111** -0.065***
-2.74 -3.84 -2.033 -2.974
Constant Term -45.036***  -44.457***  -40.454*%**  -47.248***
-19.772 -23.499 -18.115 -25.753
Number of observations 1865 2095 1857 2139
R2_within 0.1672441 0.2724876 0.1490803 0.2272825
R2_between 0.0064851 0.0012701 0.0107387 0.008473
R2_overall 0.0108612 0.0063046 0.0104108 0.0132722
AlC 3962.179 4316.169 3968.839 4502.491
BIC 4553.998 5112.44 4560.198 5301.693
RMSE 0.8915618 0.8321647 0.8469076 0.8079509

Notes: *** ** * indicate significance at 1%, 5% and 10%, respectively. T-statistics are provided below
every coefficient. Exchange rate and tariffs are also included as control variables in the estimations.

6. CONCLUSIONS

This paper analyses intra-LAIA and intra-Mercosur trade in intermediate goods
by linking them to trade in final goods and tests whether LA countries have become
more integrated into regional production networks (H1), in which case, an increase in
imports of intermediate goods from LA countries leads to higher exports of final
goods to LA partners. This analysis also tests whether the effect of LA agreements
may have consequences in terms of the relocation of production (H2); then, higher

Y 1t is worth noting that the evolution of trade among LA countries is strongly associated to

international trade trends and trading terms. Hence, this result must be treated with caution due to the
different role of prices in explaining trade trends or cycles (Diaz-Cafferata et al, 2002; Diaz-Cafferata
and Fornero, 2003).
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imports of intermediate goods from LA countries might lead to higher or lower exports
of intermediate goods to LA countries (direct or inverse effect, respectively). These
two main hypotheses are also tested for different sectors (H3), agreements (H4) and
periods of time (H5).

Our results indicate evidence of H1 in capital goods, suggesting that the higher level
of imports of intermediates in capital goods from Mercosur, the higher level of exports
of capital goods to LA countries. Evidence is also found concerning H2, results being
in line with the existence of a “substitution” effect in the sector of food and beverages
and a “complementary” effect in capital goods.

The effect on regional production networks is found to be greater for Mercosur
members than for LAIA members but only over the period 1991-1999. As opposed to
the apparently greater production integration among the members of the RIAs in LA
due to the increase in the importance of intermediate goods trade, the results
obtained in this paper do not show clear evidence of the development in production
networks in the last two decades among LAIA members. Otherwise, the positive
effect of imports of intermediate goods from the RoW on exports of intermediate
goods among LAIA members might be due to the LA trade policy strategy of giving
easier access to intermediate goods. It could indicate the emergence of a global
production network with other developing countries, such as China, as LAIA
countries situate closer to the consumption end of the value chain. The obtained
results are in contrast to the results obtained for other integration agreements in
which both developed and developing countries are involved, such as the European
Union with Maghreb countries or Central and Eastern European Countries.
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APPENDIX

Table A.1.
Total goods Intermediate goods
Tariffs Imports Tariffs Imports
% % %intermediate/total  %intermediate/total % %

1994 2008 change |1994 2008 change |1994 2008 1994 2008 change 1994 2008 change
Argentina
from World 12.70 9.82 -22.68 20114508.61 40146335.81 99.59 55.35 60.89 12.02 9.76 -18.80(11133173.28 24445823.77 119.58
from NAFTA 13.13 9.49 -27.72 4855371.24 5966331.63 22.88 51.73 55.93 12.62 9.16 -27.42| 2511901.61 3336887.75 32.84
from European Union |13.37 11.26 -15.78 6138946.93 7052486.61 14.88 54.04 61.08 13.23 11.21 -15.27 | 3317548.56 4307922.51 29.85
from LAIA 6.79 154 -77.32 5857754.17 16807679.76 186.93 |68.46 60.75 582 1.37 -76.46 | 4009967.73 10210442.93 154.63
from Mercosur 12.62 0.00 -100.00 |4208511.13 14871369.55 253.36 |59.88 61.62 11.01 0.00 -100.00| 2520087.08 9163764.23  263.63
Bolivia
from World 9.96 6.14 -38.35 1196107.65 3260252.65 172.57 |48.86 54.88 10.00 6.23 -37.70 584421.94 1789276.20 206.16
from NAFTA 9.97 6.63 -33.50 262178.70 460142.36 75.51 57.11 47.89 10.00 6.89 -31.10 149738.81 220358.55 47.16
from European Union |9.95 8.08 -18.79 174586.15 288787.72 65.41 46.83 38.82 10.00 8.57 -14.30 81753.21 112103.90 37.12
from LAIA 995 141 -85.83 514603.94 1913926.45 271.92 160.80 68.12 10.00 1.39 -86.10 312879.83 1303849.17 316.73
from Mercosur 9.97 0.51 -94.88 301237.71 1283053.13 325.93 |60.75 69.36 10.00 0.50 -95.00 182996.82 889907.20 386.30
Brazil
from World 14.46 13.15 -9.06 35505230.17 159349889.15 348.81 |57.32 60.43 11.99 10.84 -9.59 [ 20350737.62 96293609.63  373.17
from NAFTA 13.81 12.43 -9.99 9457627.84 30440543.81 221.86 [59.75 67.03 11.21 10.34 -7.76 | 5650685.54 20405599.96 261.12
from European Union |14.11 13.80 -2.20 9969570.61 34156499.38 242.61 |[58.95 67.10 11.86 11.77 -0.76 | 5876735.84 22918874.61 289.99
from LAIA 13.91 231 -83.39 6766975.49 26606444.44 293.18 |[54.56 59.23 1142 2.06 -81.96| 3691830.86 15757727.68 326.83
from Mercosur 14.30 0.05 -99.65 4897950.55 14535662.85 196.77 [49.19 60.20 11.70 0.06 -99.49| 2409117.09 8750156.33 263.21
Chile
from World 1099 1.39 -87.35 10987128.57 39766249.10 261.93 |44.20 48.86 10.99 1.28 -88.35| 4856448.75 19431306.66 300.11
from NAFTA 10.98 0.08 -99.27 3158018.53 8692861.94 175.26 [50.01 68.92 10.99 0.07 -99.36 | 1579183.37 5990852.67 279.36
from European Union |[10.99 0.14 -98.73 2352489.63 5596712.67 137.91 (48.40 51.41 1099 0.14 -98.73 | 1138490.77 2877352.77 152.73
from LAIA 10.99 0.11 -99.00 2878262.66 13256218.48 360.56 |[50.51 45.55 1099 0.11 -99.00| 1453942.56 6038153.85 315.30
from Mercosur 10.99 0.08 -99.27 2049262.48 8842339.97 331.49 |52.07 43.47 10.99 0.06 -99.45| 1067106.63 3844149.33 260.24
Colombia
from World 12.48 10.74 -13.94 11277084.97 29444210.75 161.10 |53.90 56.84 11.18 9.55 -14.58| 6078378.01 16735857.50 175.33
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from NAFTA 12.30 891 -27.56 4543593.06 11067433.54 143.58 |53.43 63.54 11.02 7.84 -28.86| 2427539.02 7031876.09 189.67
from European Union |11.87 12.09 1.85 2429606.99 3697611.25 52.19 44.59 54.31 10.84 11.05 1.94| 1083278.56 2008168.14 85.38
from LAIA 12.83 241 -81.22 2658670.17 8547920.54 221.51 |[65.82 58.62 11.63 2.06 -82.29| 1749807.51 5011206.89 186.39
from Mercosur 11.61 5.63 -51.51 629678.29 2894532.52 359.68 |80.74 59.52 10.85 4.76 -56.13 508407.63 1722815.38 238.86
Ecuador

from World 11.91 9.72 -18.39 3621131.23 15929164.22 339.89 |47.76 61.50 10.29 6.90 -32.94| 1729624.80 9796154.87 466.37
from NAFTA 11.87 10.91 -8.09 1154419.97 3212920.74 178.31 |53.22 66.30 10.11 7.96 -21.27 614400.26 2130066.04 246.69
from European Union |10.43 9.94 -4.70 634585.66 1324909.12 108.78 [58.72 52.17 9.51 7.67 -19.35 372606.51 691266.78 85.52
from LAIA 12.06 3.85 -68.08 1009656.26 4857263.45 381.08 |52.72 58.16 10.58 2.70 -74.48 532249.80 2824907.47 430.75
from Mercosur 10.58 6.99 -33.93 281867.53 1260252.20 347.11 |56.76 64.71 10.02 4.70 -53.09 159986.10 815536.26 409.75
Mexico

from World 12.36 6.66 -46.12 67495877.01 269987263.73 300.01 |68.13 67.27 10.90 4.28 -60.73|45984705.09 181624062.54 294.97
from NAFTA 6.23 0.05 -99.20 51832465.00 150663323.64 190.67 |70.09 72.23 5.65 0.05 -99.12 | 36328412.08 108830271.66 199.57
from European Union |13.00 1.05 -91.92 6368431.00 36792872.19 477.74 |60.17 64.26 11.87 0.48 -95.96| 3831998.00 23641441.38 516.95
from LAIA 11.38 9.27 -18.54 1369050.00 10869869.05 693.97 |81.30 63.45 1041 6.93 -33.43| 1113005.00 6896751.08 519.65
from Mercosur 12.89 9.99 -22.50 735345.00 6252592.94 750.29 [80.83 55.27 11.88 7.01 -40.99 594365.00 3455515.79 481.38
Paraguay

from World 8.75 842 -3.77 2423905.55 5033053.19 107.64 |[35.76 52.17 6.53 7.26 11.18 866794.94 2625723.86 202.92
from NAFTA 9.16 10.78 17.69 323287.36 271986.38 -15.87 28.76 36.04 7.13 9.57 34.22 92962.05 98017.61 5.44
from European Union |7.83 10.28 31.29 298524.03 276463.48 -7.39 31.55 40.48 591 9.62 62.77 94196.51 111913.36 18.81
from LAIA 8.40 228 -72.86 1093246.40 2770117.80 153.38 |51.71 67.55 599 1.48 -75.29 565349.26 1871197.92 230.98
from Mercosur 7.87 0.14 -98.22 979239.50 2478130.80 153.07 |54.21 66.50 5.79 0.08 -98.62 530852.08 1647911.90 210.43
Peru

from World 16.24 3.90 -75.99 7583564.34 21524237.15 183.83 |50.31 56.71 15.65 3.27 -79.11| 3815064.45 12207153.58 219.97
from NAFTA 16.31 5.00 -69.34 2305461.51 6810117.20 195.39 [55.67 69.09 15.83 4.53 -71.38| 1283406.70 4704941.01 266.60
from European Union |15.68 4.06 -74.11 1389840.12 2585209.80 86.01 51.77 58.44 15.31 3.60 -76.49 719496.26 1510717.76 109.97
from LAIA 16.25 2.37 -85.42 2529854.26 8602821.22 240.05 |[58.96 48.11 1558 1.95 -87.48  1491678.35 4139200.41 177.49
from Mercosur 15.79 3.50 -77.83 813534.67 3660908.63 350.00 |64.36 58.79 15.35 2.53 -83.52 523604.21 2152265.39 311.05
Uruguay

from World 12.65 9.54 -24.58 2864291.00 5169735.14 80.49 45.83 52.48 11.58 8.59 -25.82| 1312698.00 2713014.21 106.67
from NAFTA 12.16 9.04 -25.66 343724.00 433833.85 26.22 41.45 54.18 11.33 8.43 -25.60 142477.00 235052.20 64.98
from European Union |11.77 11.87 0.85 612070.00 539036.31 -11.93 44.76 54.78 11.27 11.31 0.35 273979.00 295263.82 7.77

22




from LAIA 12.52 0.43 -96.57 1468270.00 3201103.41 118.02 |53.74 51.26 11.58 0.26 -97.75 789084.00 1640771.35 107.93
from Mercosur 12.04 0.06 -99.50 1319728.00 2426536.17 83.87 54.36 64.71 11.41 0.07 -99.39 717383.00 1570253.60 118.89
Venezuela
from World 12.80 11.93 -6.80 10790864.62 30887628.17 186.24 |[59.02 38.98 11.47 9.88 -13.86| 6368673.75 12040522.46 89.06
from NAFTA 13.21 13.31 0.76 5403361.53 10405144.44 92.57 60.73 43.00 11.80 11.05 -6.36| 3281197.15 4474033.02 36.35
from European Union |13.42 13.56 1.04 1955884.37 3803555.88 94.47 60.97 47.97 12.19 11.20 -8.12| 1192437.40 1824445.91 53.00
from LAIA 7.01 457 -34.81 2290584.43 10865637.42 374.36 |68.43 36.12 6.71 3.99 -40.54 | 1567411.83 3924769.93 150.40
from Mercosur 13.19 6.93 -47.46 803540.57 4106391.48 411.04 |78.04 38.23 12.05 5.57 -53.78 627099.31 1569826.21 150.33
Consumption goods Other goods
Tariffs Imports Tariffs Imports
1994 2008 % change 1994 2008 % change 1994 2008 % change 1994 2008 % change

Argentina

from World 16.90 12.55 -25.74 3838638.89 7010144.52 82.62 8.10 7.27 -10.25 5144536.99 8887787.84 72.76
from NAFTA 1791 14.14 -21.05 570688.33 764691.17 33.99 8.00 6.20 -22.50 1619987.37 1463741.51 -9.64
from European Union 18.22 15.95 -12.46 1214516.80 1105671.39 -8.96 8.18 7.89 -3.55 1936802.64 1687924.60 -12.85
from LAIA 9.71 2.12 -78.17 1132843.71 3927278.68 246.67 3.91 1.03 -73.66 701493.79 3593310.04 412.24
from Mercosur 14.99 0.00 -100.00 1094847.15 3355555.96 206.49| 14.33 0.00 -100.00 779678.32 3067242.30 293.40
Bolivia

from World 9.88 7.16 -27.53 283542.92 730258.35 157.55( 10.00 4.16 -58.40 305007.11 735861.44 141.26
from NAFTA 9.88 7.74 -21.66 33904.53 73360.26 116.37| 10.00 4.14 -58.60 70349.77 141118.15 100.60
from European Union 9.79 9.71 -0.82 26016.29 37886.83 45.63| 10.00 5.02 -49.80 45120.36 101626.98 125.24
from LAIA 9.86 1.73 -82.45 109398.25 361805.21 230.72 9.99 0.79 -92.09 71156.21 211035.33 196.58
from Mercosur 9.85 0.67 -93.20 42074.33 191032.55 354.04 9.98 0.22 -97.80 60070.50 167682.43 179.14
Brazil

from World 17.20 20.21 17.50 5905589.01 16769716.27 183.96| 18.93 12.56 -33.65 10135915.50 48025024.61 373.81
from NAFTA 16.99 19.60 15.36 1184447.99 2791125.02 135.65( 18.93 12.62 -33.33 2651156.40 6791253.32 156.16
from European Union 16.75 21.51 28.42 1633917.41 3907007.82 139.12( 18.75 13.43 -28.37 3177337.73 7680051.16 141.71
from LAIA 16.29 2.73 -83.24 1968198.14 5753054.41 192.30| 19.65 2.70 -86.26 1177067.71 7258336.60 516.65
from Mercosur 16.84 0.00 -100.00 1700420.96 4139146.39 143.42| 19.62 0.04 -99.80 806105.98 2836421.38 251.87
Chile
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from World 10.98 1.75 -84.06 2115687.48 7307079.12 24538 11.00 1.16 -89.45 3734342.81 12371436.25 231.29
from NAFTA 10.99 0.12 -98.91 397882.57 696967.67 75.17| 10.99 0.02 -99.82 1040908.83 1595946.25 53.32
from European Union 10.99 0.20 -98.18 407444.06 867858.85 113.00| 11.00 0.06 -99.45 823568.26 1832413.78 122.50
from LAIA 10.98 0.15 -98.63 489681.82 2267932.53 363.14| 11.00 0.01 -99.91 817951.09 4417279.58 440.04
from Mercosur 10.98 0.12 -98.91 308952.05 1781224.91 476.54| 11.00 0.01 -99.91 526670.81 2705537.82 413.71
Colombia

from World 17.36 15.13 -12.85 1716608.48 5348050.75 211.55| 10.30 8.33 -19.13 3074675.33 6729897.96 118.88
from NAFTA 17.31 13.43 -22.41 483865.49 1017088.97 110.20| 10.11 7.05 -30.27 1281424.10 2069801.82 61.52
from European Union 17.29 17.77 2.78 251171.14 718513.52 186.07| 10.21 9.45 -7.44 836940.58 1037496.61 23.96
from LAIA 17.45 3.39 -80.57 618454.82 1609143.48 160.19| 10.94 2.03 -81.44 417807.65 1022809.90 144.80
from Mercosur 16.43 8.73 -46.87 35921.23 436852.63 1116.14| 10.48 4.08 -61.07 82582.00 441844.79 435.04
Ecuador

from World 18.04 18.36 1.77 908174.83 3297459.91 263.09 9.00 5.11 -43.22 972409.62 2454434 .42 152.41
from NAFTA 18.20 21.22 16.59 191354.19 403666.94 110.95 9.06 5.73 -36.75 324843.00 600444.72 84.84
from European Union 16.97 20.41 20.27 107694.28 291064.44 170.27 8.58 5.61 -34.62 172034.07 342315.35 98.98
from LAIA 17.92 7.01 -60.88 318938.27 1510984.70 373.75 8.86 2.04 -76.98 190014.15 460965.66 142.60
from Mercosur 16.46  14.37 -12.70 52622.22 216074.71 310.61 8.34 2.54 -69.54 66634.96 203486.36 205.37
Mexico

from World 16.36 13.42 -17.97 10209825.94 38152040.03 273.68| 10.78 4.14 -61.60 11396050.99 53645741.07 370.74
from NAFTA 9.05 0.09 -99.01 8001943.94 19155161.35 139.38 4.06 0.00 -100.00 7646578.99 23909945.75 212.69
from European Union 17.49 3.18 -81.82 801894.00 5902664.25 636.09| 11.33 0.22 -98.06 1697121.00 8132756.44 379.21
from LAIA 1392 14.98 7.61 167258.00 2481970.84 1383.92| 10.66 6.73 -36.87 83572.00 1728242.25 1967.97
from Mercosur 16.61 18.45 11.08 59984.00 1545313.42 2476.21| 12.38 6.79 -45.15 75795.00 1493927.83 1871.01
Paraguay

from World 1269 12.84 1.18 965630.86 1150216.68 19.12 6.87 4.40 -35.95 544796.25 1251114.90 129.65
from NAFTA 13.10 16.64 27.02 148810.92 56586.20 -61.97 6.92 5.17 -25.29 81660.33 121724.42 49.06
from European Union 11.80 15.91 34.83 132431.48 93484.92 -29.41 6.59 5.25 -20.33 83827.90 75655.05 -9.75
from LAIA 12.89 4.08 -68.35 311462.42 558794.26 79.41 6.64 1.37 -79.37 167512.73 292841.51 74.82
from Mercosur 12.81 0.18 -98.59 242231.79 508597.15 109.96 6.50 0.33 -94.92 155180.75 272769.46 75.78
Peru

from World 18.30 8.66 -52.68 1615369.70 3118913.24 93.08| 15.13 0.34 -97.75 2014464.36 5714754.73 183.69
from NAFTA 18.39 10.91 -40.67 378072.25 525676.85 39.04| 15.12 0.48 -96.83 618375.58 1227572.12 98.52
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from European Union 17.47 10.52 -39.78 202360.53 289398.51 43.01| 15.11 0.35 -97.68 449152.18 774856.42 72.52
from LAIA 18.42 4.75 -74.21 450771.55 1301380.26 188.70| 15.13 0.17 -98.88 534206.49 2651779.27 396.40
from Mercosur 17.85 8.28 -53.61 95109.08 394171.90 31444 15.11 0.22 -98.54 141232.23 863544.39 511.44
Uruguay

from World 1761 13.74 -21.98 854122.00 1001560.96 17.26 6.88 5.72 -16.86 778234.00 1395381.60 79.30
from NAFTA 17.35 13.72 -20.92 79039.00 57696.85 -27.00 6.16 4.70 -23.70 122525.00 139522.42 13.87
from European Union 17.37 17.48 0.63 183560.00 105073.45 -42.76 6.06 6.90 13.86 215057.00 152926.51 -28.89
from LAIA 17.12 0.91 -94.68 423575.00 622962.63 47.07 6.31 0.12 -98.10 278325.00 916021.03 229.12
from Mercosur 17.18 0.05 -99.71 373069.00 570723.43 52.98 5.61 0.04 -99.29 249358.00 263332.53 5.60
Venezuela

from World 16.55 17.52 5.86 2365498.59 9555044.31 303.93| 11.65 9.08 -22.06 2370679.36 9711186.32 309.64
from NAFTA 17.74  20.60 16.12 850899.54 1964109.67 130.83| 11.60 10.18 -12.24 1344601.85 3728636.55 177.30
from European Union 18.32 21.40 16.81 344767.95 865764.74 151.12( 12.26 10.45 -14.76 417910.61 1063973.96 154.59
from LAIA 7.58 6.08 -19.79 572481.22 4558326.85 696.24 7.20 3.46 -51.94 182593.51 2494526.18 1266.16
from Mercosur 1791 11.29 -36.96 102604.15 1163258.68 1033.73| 12.43 4.02 -67.66 98034.56 1413413.92 1341.75

Notes: The table includes effectively applied tariffs (simple averages) and imports of total, intermediate, consumer and other goods (value in 1,000s of US
dollars) from the world, NAFTA, EU, LAIA and Mercosur to reporting countries (LAIA members) in 1994 and 2008. % change is greater than O if there is an
increase and lower than O if there is a decrease. Due to data availability, the last year considered for trade data in Argentina, Bolivia, Chile, Colombia,
Paraguay, Uruguay and Venezuela was 2007. The starting year considered for Mexico, Peru, Uruguay and Venezuela is 1995, whereas it was 1993 in the
case of tariffs and imports from Mercosur to Argentina. UNCTAD and the World Bank have computed ad valorem equivalents (AVES) of non ad valorem
tariffs, which are included when average tariff rates are computed.

Source: WITS (2011) for tariff rates and trade data, following Baldwin and Taglioni (2011) for product groups.
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Table A.2. Classification by Broad Economic Categories.

1 - Food and beverages
11 - Primary
12 - Processed
2 - Industrial supplies not elsewhere specified
21 - Primary
22 - Processed
3 - Fuels and lubricants
31 - Primary
32 - Processed
4 - Capital goods (except transport equipment), and parts and accessories thereof
41 - Capital goods (except transport equipment)
42 - Parts and accessories
5 - Transport equipment and parts and accessories thereof
51 - Passenger motor cars
52 - Other
53 - Parts and accessories
6 - Consumer goods not elsewhere specified
61 - Durable
62 - Semi-durable
63 - Non-durable
7 - Goods not elsewhere specified Revealed Comparative Advantage dynamics in intermediate
goods.

Source: United Nations Statistics Division, http://unstats.un.org/unsd/cr/reqistry/default.asp

Table A.3. Correspondence Table

Final Intermediate
51, 52 53
61, 62, 63 21, 22
112, 122 111,121
41 42
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