Opportunities for Convergence
and Regional Cooperation

Unity Summit of Latin America and the Caribbean

Riviera Maya, Mexico
22 and 23 February 2010




Alicia Barcena
Executive Secretary

Antonio Prado
Deputy Executive Secretary

Osvaldo Rosales
Chief of the Division of International
Trade and Integration

Susana Malchik
Officer in Charge
Documents and Publications Division

The coordinator for this document was Osvaldo Rosales, Director of the Division of International Trade and Integration of the
Economic Commission for Latin America and the Caribbean (ECLAC). Others involved in preparing the document include:
Mariano Alvarez, José Elias Durdn, Sebastidn Herreros, Germédn King, Mikio Kuwayama, Marcelo LaFleur, Nanno Mulder,
Andrea Pellandra and Gonzalo Véliz, who are staff members of the same Division.

Georgina Cipoletta, Carlos de Miguel, Luis Miguel Galindo, Martin Hopenhayn, Felipe Jiménez, Karina Martinez,
Gabriel Pérez, Carlos Razo, Sebastidn Rovira, Joseluis Samaniego, Ricardo Sanchez, Daniel Titelman and Varinia Tromben, from
other ECLAC divisions, as well as the subregional headquarters of ECLAC in Mexico and for the Caribbean, also contributed.

United Nations publication

LC/L.3201

Copyright © United Nations, February 2010. All rights reserved
Printed in Santiago, Chile, by United Nations

This translation is based on a document that was produced without formal editing. However, the references have been checked.

2010-89



Foreword......
Introduction..

CONTENTS

SUMMATY Of PIOPOSALS ...eeeuevieeiiieeiiteeiieeeiteeite ettt eeteeetreesteeesaeesssee s sseeasseeasssesssseeessseessseeansseesnseennes

I. POST-CRISIS SCENARIOS ..ottt ettt st sttt
A. The main effects of the crisis on Latin America and the Caribbean............ccccceeeeneenecnnen.

B. The evolution of the region’s external trade SIrUCIUIE ..........cceevieriieiieeriieriieniie e eeeeeee

C. The main features of the POSt-CIiSIS SCENATIO. ....c.erurertereerieriieienieetenie ettt et eaeenees

1. MaCIOECONOMIUC SCEMATIOS ....uveuverurenririeeiiiieterteriretesteeresreennesreearessesaeesnesreesnennesanennesneennes

2. Innovation and technological change: two key challenges...........cccccceeveiveenciienceeencieeennn.

3. The growing weight of China and other emerging eCONOMIEs ...........coceevvereevenveneenenens

4, ClIMALE CHANZE ....c.eveeeeiieiieeeiie et eiee et e et e et e s teeeetee s teeesseessseeasseeessseessseesnseesnnseennses

II. MORE AND BETTER REGIONAL COOPERATION IN THE CONTEXT OF AN
INCREASINGLY COMPLEX INTERNATIONAL AGENDA ......cccoociiiiiniiniineeceeeeeeee

mmoaw»

Fragile macroeconOmMic CONItIONS .......eevvieriiieeriieeiieeriee ettt esteeeiteeebeeeaeeesbeesbeeeenseeenenees
Weakness Of lobal INSHIUIIONS .....eeruiiriieiieiieiient ettt ettt ettt e e
Progress in regional cooperation: an indispensable ingredient.............ccccoeeeereeneenienieennen.
Mounting demand for policy COOTdiNAtION ...........cevvuiieriieeiiieeriee et eeiee et e e eeee e
Urgent need for greater cooperation to increase COMpPEtitiVENEess .......cveeeevveerveersveeereeennnens
Regional integration as the best OPLION .......ccc.eeiiiriiiiiierieiie ettt

III. RENEWING INTEGRATION WITH REALISTIC COMMITMENTS .....c.ccooiiiiriiniinienen.

IV. OPTIONS FOR CONVERGENCE WITH REGARD TO THE
REGIONAL TRADE AGENDA .....cccoiiiiiiiiiicee ettt

V. PROPOSALS FOR FOSTERING REGIONAL COOPERATION........ccceceniririenreneeienienneenne
A. Intraregional COOPETAION ........cevuiiieiiiieriieerite et e eiteerite e et e ettt e sbeeestteesbeeesabeesabeesseeesabeesanes
1. Protecting and promoting infrastructure inVeStMENLt ............ccceeevveerrieernieeriieeereeesveeennnees
2. Promoting intrare@ional trade............ccoieerieiiiiiiiieeeeee e
3. Strengthening the social aspect of INEEZrAtiON ........cceviriiiiiierienieiie et
4. A decisive approach tO aSYMIMELTIES .....c.eeeeveeerieeriereriieeeiieenieesieeesieesbeeesiteeseeeesareesaes
B. The region’s strength in meeting global challenges.........c..ccooeeiiiriiiiiinieniinceeeeeeee,
1. Increasing regional cooperation on innovation and COMpPetitiveness ..........c.ceeeereeeneeennen.
2. Deepening regional integration through ties with Asia-Pacific........ccccooceeveeniniinncnncn.
3. A united voice on reforming the international financial SyStem..........ccoccceveeveeniecricnnnenn.
4. Jointly tackling environmental and climate change challenges.........c...ccecceevirveincenennnee.

VI CONCLUSIONS ...ttt ettt ettt ettt ettt e st st st st e bt e bt e bt e st e sateemeeeneennees

Bibliography

Page

NoREN|

17
17
20
25
25
27
28
29

30
30
31
31
32
33
33

35

41

45
47
47
52
62
66
69
69
74
80
81

84

86



Figures

Figure 1.1
Figure 1.2
Figure 1.3

Figure 1.4
Figure 1.5

Figure 1.6
Figure III.1

Figure V.1

Figure V.2
Figure V.3

Figure V.4
Figure V.5
Figure V.6
Figure V.7

Tables
Table 1.1
Table 1.2

Table III.1
Table IV.1

Table IV.2

Table V.1
Table V.2
Table V.3
Table V.4
Table V.5

Boxes

Box II.1
Box III.1
Box V.1
Box V.2

Latin America and the Caribbean: year-on-year change in goods and services
exports, foreign direct investment and remittances, 2008 and 2009.......................
Selected countries and regions: export volumes and prices,

July 2008-October 2000......c...ooviiiiiieieeeeeteeeee ettt
Subregions of Latin America and the Caribbean: indices of goods exports

and imports by value, 2006 t0 2009..........ccceeriiierciieeieeeee e
Latin America and the Caribbean: intraregional trade, 1986-2009..........................
Latin America and the Caribbean: comparison of intra-group trade

in natural resources and manufactures, 2008 ............uuvuveeerereemeeeeeeereeeieee—————
Latin America and the Caribbean: export characteristics ..........cccvevvvveerveercverseeennns
Latin America and the Caribbean: structure of regional exports to various
destination MArkets, 2008 .........oovviiiiiiiiiiiiiieeeeeeeeeee e e e
Infrastructure in selected countries and regions: road density and

percentage Of PAVed TOAAS. .....cevuieiieiiieiierieee ettt e
Latin America (6 countries): infrastructure investment, 1980-2006........................
Latin America and the Caribbean, Republic of Korea, Organisation for
Economic Co-operation and Development and Singapore: selected

indicators of cost and time involved in foreign trade.............ccoeeeereenienieniieenieenen.
Regional distribution of aid for trade, 2002-2007.........cccveeeeeerieerireeeieeriee e
Latin America and the Caribbean: aid for trade by category, 2007 ..........ccceereueenne
Central American isthmus: per capita gross domestic product, 1980-2008.............
Selected countries: technological preparedness and competitiveness

indices, 2000-2007 ........c..ooveririiiiieieteee e e e

Latin America and the Caribbean and reference regions: intraregional exports
and their share in world goods trade, 1986-1989, 1994-1997 and 2005-2007 ........
Latin America and the Caribbean: main export markets, 2000-2001

and 2008-2009 ......cccuoiiiiiiiiiee e e
The economic weight of Brazil and Mexico in the region, 2008.............ccccceeeenen.
Convergence proposals by secretariats of integration schemes and
complementary issues proposed by ECLAC ........cccocvviiiiiiiiiniieiiecie e
Members of the Latin American Pacific Basin Initiative: network of preferential
trade agreements, January 2010 .........cooiiiiiiiiiiiiiii e
Opportunities in trade facilitation and tranSPoOrt .........ccceeveveeerveerieernieerieeeeieeseeenn
The Caribbean: aid-for-trade Priorities .........cceeerveeriieerrieerieeerieeniee e eeiee e e
Latin America and the Caribbean: asymmetries in the subregions, 2008................
Selected countries: China’s position as a trading partner, 2000 and 2008...............
Main Chinese companies operating in Latin America, mid-2008 ...........cc.cccoceeneee.

Competition policy cooperation in Central AMEriCa ........cccceevvveeerieeriiieenieerieeenne
Progress with physical integration in the region: the role of infrastructure.............
International and regional cooperation for Haiti.........c.cceevierniiiiniiniiiiiniiceieeee,
Integrated policies for infrastructure, transport and 10gIStCS........ccueercverereeernieeennne.

17

18

20
21

22
25

39

54
59
60
68

70

22

23
39



Box V.3
Box V.4
Box V.5
Box V.6
Box V.7
Box V.8

Facilitating intraregional trade by reducing the use of foreign currency.................
Cooperation in Central America on trade facilitation............c.cceceeverveeneneencneenene
Regional tourism cooperation in Central AMEriCa ........ccoceevueeveeeneeneenieernieeneeeneeens
Recent cooperation initiatives within CARICOM ..........ccccocveveiiricieeniieeieeeiee e,
Treatment of asymmetries in regional integration schemes...........c.ccocceeeeveercneeennee.
The Association of Southeast Asian Nations as the centre of recent

integration efforts in Asia

53
55
57
61
63

76






FOREWORD

In September 2008, the financial crisis turned into the worst global economic crisis in 80 years as the
world experienced the largest drop in international trade ever and sharp contractions in foreign direct
investment flows and income from remittances and tourism. In 2009, the economies representing 80% of
global GDP were hit by the ensuing recession, which, in scope and depth, was comparable only with the
Great Depression of the 1930s.

Latin America and the Caribbean did not escape the repercussions of this international crisis:
regional GDP fell by 1.7%, unemployment rose, and poverty indicators worsened slightly. The region
nevertheless withstood the situation better than in previous crises, when lesser shocks had a far greater
impact on the economies and far more serious social consequences. The region’s resilience this time
around speaks well of the economic capacity it built up during the preceding international economic
boom cycle and its good macroeconomic management practices, including fiscal responsibility, inflation
control, the sound administration of the external accounts and the maintenance of adequate international
reserves. The strong performance in these areas meant that, also for the first time, the region was not
rocked by exchange or financial and balance-of-payments crises as is has been in the past. Most of the
countries were in fact able to react by adopting countercyclical measures that softened the impact of the
crisis on employment and social indicators.

The worst of the crisis now seems to be over. The global economy’s recovery is showing signs of
being rather fragile, however. In the world’s major economies, the recovery is still dependent on the fiscal
stimulus packages that the Governments have implemented. The mode and timing of the withdrawal of
these stimuli, the restructuring of the financial balances of private actors and the return to more
sustainable fiscal deficits and public debt levels in the industrialized economies are issues that will shape
the world economic situation in the years ahead.

The crisis has not lessened (and in some ways it has heightened) the urgency with which Latin
America and the Caribbean should tackle some of the basic issues that need to be addressed to improve
the region’s integration in the world economy: the intensity of technological change and the importance
of innovation, the growing weight of China and other emerging economies in the global economy and,
last but by no means least, climate change. The characteristics of the latest crisis have highlighted the
need to reform financial regulation and the international financial system. And this complex agenda will
have to be tackled during a period of slower economic growth and comparatively high unemployment in
the industrialized economies, which will necessarily be making major adjustments to their budgets. Given
the magnitude of the political and economic challenges facing countries in the twenty-first century, some
signs of protectionism are to be expected.

The international agenda is becoming increasingly complex, not only because of the fragility of
the macroeconomic and financial situation, but also because of the slow response of the global institutions
to the emergence of new issues and stakeholders. The emerging economies, headed by China, India, other
Asian economies and Brazil, will in fact gain an increasingly larger presence on the world stage in the
second decade of the century, underscoring the importance of South-South trade. Even larger cracks will
appear in countries’ capacity to govern the forces of globalization unless they adapt to the new rules for
competing on international markets and the new distribution of international power and as long as they
remain incapable of fielding effective responses to such pressing global demands such as the handling of
climate change and the reform of the international financial system, to name but a few of the principal
challenges facing the world today.



Now is the time to establish regional forums that have sufficient technical support to react
opportunely at key moments in the international debate. A renewed, effective multilateralism is urgently
needed to give legitimacy to international negotiations on finance, trade and climate change. Spaces for
dialogue and regional cooperation are needed where diagnoses and proposals can be sharpened and shared
with a view to presenting unified positions at international forums that make it possible to better defend
the region’s interests.

The countries of Latin America and the Caribbean will therefore have to redouble their efforts to
build broader regional forums and undertake cooperation initiatives that can unlock the synergies of the
different subregions. Coordination among the various subregional cooperation and integration schemes is
now urgently required, as are progress with their gradual convergence and the eventual transition towards
more unified schemes.

It is in light of these considerations and upon the request of the Government of Mexico that the
Economic Commission for Latin America and the Caribbean (ECLAC) submits this document for the
consideration of the region’s highest authorities. Opportunities for regional cooperation are examined in
eight areas. Four of these pertain to intraregional cooperation: infrastructure, aid for trade, strengthening
the social component of integration, and the reduction of asymmetries. The other four refer to cooperation
on global issues: innovation and competitiveness, the joint pursuit of closer ties with Asia-Pacific, the
reform of the international financial system, and climate change.

We trust that this document will make a contribution to furthering regional cooperation and
integration, which constitute two of the most effective instruments for tackling the economic and social
challenges facing the region in the wake of the crisis.

Alicia Barcena
Executive Secretary of the Economic Commission
for Latin America and the Caribbean (ECLAC)
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