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The Trade and Integration Monitor is an annual report that tracks the state of Latin
American and Caribbean integration into the global trading system. It draws on pub-
licly available data from INTrade, the Inter-American Development Bank (IDB) trade
and integration information system (www.intradebid.org).

The Monitor is the result of a collaborative research effort undertaken within the
IDB Integration and Trade Sector (INT) and its Institute for the Integration of Latin
America and the Caribbean (INTAL), carried out under the general supervision of
Antoni Estevadeordal, Sector Manager.

This edition was coordinated by Paolo Giordano, INT Principal Economist, and written
in collaboration with Alejandro Ramos, INTAL Senior Economist, Kathia Michalczewsky
and Barbara Ramos, INTAL and INT consultants, respectively. Jésica De Angelis, Cloe
Ortiz de Mendivil, Ziga Vodusek and Jeremy Harris participated extensively in the
research and provided support in the preparation of the document.

Rosario Campos and Romina Gaya supplied valuable contributions to the report.
Camila Viegas-Lee, Silvia Badilla, Graziela Flor and Martha Skinner supported the
team in the production of the document. The team acknowledges and appreciates
comments from Mauricio Mesquita Moreira.

The information included in the report is current as of August 31, 2017. The original
version of this document was drafted in Spanish.
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Prologue

Global merchandise trade, which had been contracting since mid-2014, began to
recover in 2016. In the first half of 2017, the value of world trade grew thanks to a
rebound in prices and an increase in the volume of goods traded. Similarly, global
exports of services recorded a modest expansion in the first months of 2017.

In line with the global trend, the value of Latin American and Caribbean (LAC)
exports of goods and services gradually recovered during 2016, and grew considerably
in the first half of 2017. The primary driver of regional growth in foreign sales, unlike
that of global flows, was a strong increase in commodity prices, with only a modest
increase in export volumes. The factors that sustained the recovery have nonethe-
less began to falter, highlighting the region’s vulnerability to external dynamics and
limited competitiveness in global markets.

The 2017 Trade and Integration Monitor analyzes multiple aspects of the current
recovery, and examines the region’s ability to compete for markets. This edition is
the most recent in a series of reports prepared by the Integration and Trade Sector
of the Inter-American Development Bank (IDB) that study the evolution of LAC’s
participation in the world trading system, using the data available in INTrade, the IDB
trade and integration information system.

The report argues that, having overcome the longest trade contraction in recent
history, the outlook for LAC countries is substantially less favorable than the one that
prevailed before the crisis. In this context, the region’s competitiveness limitations
become more pervasive and magnify the impact of exogenous factors, such as the
decline in commodity prices and the emergence of protectionist tendencies that
could restrict access to key markets.

Given the fragility of the recovery and the instability of the factors sustaining
it, we hope that this edition of the Trade and Integration Monitor provides the coun-
tries of the region information to design and implement policies aimed at increasing
competitiveness and taking advantage of new opportunities in international trade
brought about by the spread of the digital economy.

Antoni Estevadeordal
Manager, Integration and Trade Sector
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Executive Summary

The value of exports from Latin America and the Caribbean (LAC) started to recover
in 2016, and increased a notable 13.2% year-on-year in the first half of 2017. The re-
gional recovery, however, was driven by a volatile increase in prices associated with
a fragile expansion of export volumes, concentrated moreover in a few economies.
Despite the recent trend reversal, in a medium-term perspective, the region has lost
participation in several markets, particularly the intraregional one, and mostly due
to low competitiveness. Coming out of the longest trade recession in its recent his-
tory, LAC faces a global scenario in which the tailwinds that sustained the pre-crisis
growth have run out, and uncertainty regarding access to external markets has in-
creased. This outlook underscores the urgent need of adopting policies to stimulate
productivity and improve the region’s competitive position in international markets,
and to take advantage of the opportunities generated by disruptive technologies
such as electronic commerce.

This edition of the Trade and Integration Monitor identifies the factors that drove the
recent recovery in LAC exports, examines their sustainability and, looking forward,
maps the region’s competitiveness in the digital era.

The recovery of regional exports of goods has been primarily driven by a
rebound in commodity prices, while trade in services has been displaying greater
resilience. Projections for the second half of 2017 nonetheless point to a growth
slowdown.

LAC benefited from increases in the price of oil and other mineral commodities, but
remained removed from the most dynamic poles of real growth in global trade. The
increase in prices led to improvements in the region’s terms of trade and current
account balances. The latter were nonetheless insufficient to reverse the deficits
accumulated over four years of trade contraction. Regional exports of goods grew
13.2% in nominal year-on-year terms in the first half of 2017, but only 3% in real terms,
substantially below the global rate. Meanwhile, services exports displayed greater
resilience, expanding around 9.7% year-on-year in the first quarter of 2017, above the
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3.3% global figure. However, the factors that sustained the regional export recovery
began to falter in the second quarter of 2017. In fact, recent indicators suggest a
deceleration of the regional export dynamic in the near future, casting uncertainty
over the sustainability of the recovery.

From a medium-term perspective, Latin American and Caribbean exports grew at
a lower rate than world trade due to both the composition of the region’s export
basket, biased towards primary products, and its declining ability to compete
in foreign markets. Moreover, the loss in market share has been increasingly
explained by competitiveness shortcomings.

Regional exports expanded 2.5% in the post crisis (2010-2015), while the correspond-
ing increase in world trade was 4.1%. As a result, LAC’s share in global trade fell from
6.16% in 2010 to 6.07% in 2015. While the decline may seem relatively insignificant, it
is equivalent to 1.6% of all regional exports in 2015, and represents a loss of US$14.3
billion for the region. An analysis of LAC’s competitive position in international mar-
kets in recent years indicates that the weak trade performance is explained by com-
petitiveness shortcomings, in addition to declining global demand for the region’s
export products. This result tempers the supposedly penalizing impact of specializing
in natural resources, and highlights the need to sustain the productive capacity of all
sectors to compete in international markets.

Looking forward, and in a context of fragile growth and low competitiveness,
electronic commerce emerges as a revitalizing force. The region nonetheless
lags in the adoption of a modern and harmonized regulatory framework. This
adds to both analog and digital barriers to trade that prevent businesses from
taking advantage of the opportunities arising from disruptive technologies.

LAC has the potential to expand its presence in cross-border electronic commerce
(e-commerce), especially in the business to business and business to consumer seg-
ments that are growing at rates substantially higher than global merchandise trade.
To realize its potential, the region must overcome traditional obstacles to trade,
whose costs are proportionally higher for operators in the new economy, as well as
specific barriers related to the digital nature of e-commerce. A detailed review of the
international commitments undertaken by LAC countries reveals that the regional
regulatory framework is relatively incomplete and fragmented. This provides ample
opportunity for reform, as governments place the issue at the forefront of the mul-
tilateral trade agenda.



EXECUTIVE SUMMARY

Having overcome the longest trade contraction in recent history, LAC countries face
a trade outlook substantially less propitious than the one that prevailed before the
crisis. The end of the commodity price boom that had sustained external demand
for more than a decade, the endemic competitiveness limitations that resulted in an
erosion of regional and global market shares, and protectionist tendencies that could
hinder access to key markets, all raise the urgent need of implementing policies to
stimulate productivity and improve the region’s competitive position in international
markets, and to harness the opportunities generated by disruptive technologies such
as electronic commerce.
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Introduction

In the past four years, Latin America and the Caribbean (LAC) underwent the longest
trade contraction in its recent history. This resulted from a major correction in com-
modity prices, coupled by a prolonged regional recession. In 2016, the region’s foreign
sales started to recover, sustained by a rebound in prices and a modest increase in
export volumes. However, the recovery seems fragile, as prices have plateaued and
the region remains relatively insulated from the most dynamic poles of global trade.
In the aftermath of the global trade recession, LAC faces the challenge of regaining
market share as opportunities emerge with the digitalization of trade.

This document provides a detailed analysis of the recent recovery in regional
exports of goods and services, and concludes that LAC faces a trade outlook sub-
stantially less favorable than the one that prevailed before the crisis. The end of the
commodity price boom that had sustained external demand for more than a decade,
the endemic competitiveness limitations that led to a loss of regional and global market
share, as well as protectionist tendencies that could hamper access to key markets,
underscore the need to prioritize productivity-enhancing policies specifically aimed
at strengthening the capacity of exporters to compete in global markets.

The first chapter examines the main features of the trend reversal in global and
regional trade since the beginning of 2016, documenting the degree to which the
recovery seems sustainable. The second chapter offers a detailed view of recent re-
gional trade performance, highlighting the singularities of each country and subregion,
and specifying the effects of changes in prices and volumes. The third chapter, with
a longer-term perspective, presents a novel database on the competitive position of
the region in global markets. In order to identify the main determinants of changes
in global market share, the variation in regional exports is decomposed into factors
related both to the structural transformations in external demand and to competitive-
ness. Finally, the fourth chapter evaluates the opportunities of electronic commerce in
the region. Specifically, in addition to providing an overview of the size and potential
of the market, and identifying the main obstacles to e-commerce development, the
chapter analyzes the underlying regulatory framework, revealing the gap between
the region and global best practices.






The Trend Reversal
in World Trade

Global trade entered a recovery phase at the beginning of 2016. In merchandise trade, the
impulse came initially from an increase in prices, which was complemented by an expan-
sion of trade volumes at the beginning of 2017. The global improvement was mainly due
to demand shifts in developing countries. In Latin America and the Caribbean, merchan-
dise exports followed the global trend, though with a more marked impulse from surging
prices. Regional trade in services, in turn, grew at a faster pace than the world average.
The region’s terms of trade improved slightly, leading to smaller current account deficits.
In the second half of 2017, however, the factors that sustained the recovery of global
trade in general, and of regional exports in particular, appeared to be reaching their limit.

The Improved Global Outlook

The value of global merchandise trade started to recover at ¢

the beginning of 2016. Although the improvement extended World trade

to the first half of 2017, there remains uncertainty regarding returned to a

its sustainability. The contraction accumulated in 2016 was growth path.
3.7%, less than the 11.8% registered in 2015 (Figure 1). This —
performance was explained by the fact that prices fell less in

2016 (-5.1%) than in the previous year (-13.5%), as volumes grew only 1.4%. In the first
half of 2017, the trend reversal became clear as global trade expanded 8.9%, driven
by increases in both prices (4.6%) and volumes (4.1%). As a result, the second period
of trade contraction in a decade, which lasted 25 months, or twice the length of the
previous contraction registered during the global financial crisis, came to an end.

1 Despite lasting longer, the recent contraction was less deep than the previous one: at the minimum reached
in January 2016, world trade was 19.5% below the previous maximum achieved in July 2014, while during the
financial crisis, between July 2008 and March 2009, world trade lost 37.1% of its value. Furthermore, unlike that
occasion, in which both prices and volumes registered considerable declines, the recent contraction was explained
primarily by a reduction in prices.
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FIGURE 1 ® WORLD TRADE IN GOODS TRENDS
(Quarterly moving average of the year-on-year growth rate, percentage, 2008-2017)
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Source: IDB Integration and Trade Sector with data from the Netherlands Bureau for Economic Policy Analysis (CPB) and

own estimates.

Note: The value of global trade corresponds to the average of world imports and exports (see Methodological Annexes 1and 3).

Developing
countries
drove global
exchanges.

However, the stimulus started to fade in April, as the increase in
prices slowed down due to less favorable conditions in commod-
ity markets and as the expansion of volumes lessened (Box 1).

Imports of developing countries drove the contraction of
world trade in 2016, as well as the recovery in the first half of
2017. In both cases, this group of countries explained around
two thirds of the variation in global flows. In 2016, purchases by

developing countries retracted at a rate that doubled the one of developed countries
(5.3% and 2.6%, respectively) (Figure 2). The difference in performance between the
two groups was even more evident in the first half of 2017: between January and
June, the year-on-year expansion in imports of developing countries was 14.9%, while

those of developed countries was 5.2%. However, beginning
in April, as developing countries reduced their purchases, so ¢

did the pace of recovery. Goods prices

The contraction of the value of imports in 2016 was deter- and volumes
mined by reductions in prices, in a context of weak expansion increased in
of volumes. In the case of developed countries, prices fell 4.5%, 2017.

and volumes grew 2.0%, while for developing countries prices fell .
5.9% and volumes grew 0.5%. However, in the first half of 2017,

the recovery responded not only to a rebound in prices, but also to a faster growth of
volumes, especially in developing countries (Figure 3). The 14.9% year-on-year change



THE TREND REVERSAL IN WORLD TRADE

BOX 1: SHORT TERM SUSTAINABILITY OF THE TRADE RECOVERY

A short-term analysis of global and regional trade flows, based on monthly variations and a rela-
tively recent basis of comparison, provides information on recent trade dynamics. The volume of
global trade followed a growth trajectory that accelerated between the middle of 2016 and the
beginning of 2017, but stabilized in the following months. The dynamic of Latin American real
exports is similar, though with variations of greater magnitude. The trend in the value of regional
exports essentially reflects the movement of commodity prices that, after a sharp increase,
slowed down and started to decline.

The sustainability of the trade rebound can be evaluated with proxy measures of trade ac-
tivity. These metrics reflect both real phenomena and perceptions of trade operators. Although
some indicators point to a deceleration in trade flows, others signal positive expectations.

Among the indicators of real activity, global industrial production followed a positive trend
in the early months of 2017, but fell 0.1% in July.2 Monthly indicators of trade volumes transported
by air increased at the beginning of the year, but stagnated in June and fell in July.? In contrast,
the index of container movement in the 82 principal global ports® maintained its upward trend
through August, although the indicator reflects contracts negotiated well in advance and, there-
fore, has a relatively longer adjustment period.

VALUE AND VOLUME OF WORLD TRADE AND LATIN AMERICAN EXPORTS
(Quarterly moving average, indices, January 2016 =100, 2016-2017)

115

110
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100

95

2016 2017

—— World Volume —— LA Volume = =« World Value = =- LA Value

Source: IDB Integration and Trade Sector with data from the CPB.
Note: The global trade series correspond to the average of deseasonalized imports and exports.

a According to CPB data;
b\olume measured in freight ton kilometers, according to data from the International Air Transport Association (IATA);
¢Index RWI/ISL compiled by the Institute of Shipping Economics and Logistics;

(continued on next page)
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BOX 1: SHORT TERM SUSTAINABILITY OF THE TRADE RECOVERY (continued)

Regarding indicators of perception, the Purchasing Managers Index (PMI) anticipates a
sustained expansion of global activity, with levels above 50 for the first 9 months of the year.
The global manufactures component reached 53.2 in September, a level equal to that of August
and the highest in the past 75 months.? Disaggregating by country, the indicators for the United
States (U.S.) and the euro zone were higher, but the one for China was lower than in the previous
month.® The mixed signals that arise from these indicators are not conclusive, but may anticipate
slower growth of trade volumes.

Looking forward, global economic activity projections for 2018 indicate a stabilization
after the current year’s rebound.f However, uncertainty regarding the direction of economic
policy and financial risks, among other factors, could affect market confidence and, conse-
quently, economic growth. Therefore, the most recent data point to a stabilization of global
trade until the end of the year, and lower regional export growth rates than those observed
in the first semester.

d Index compiled by J.P Morgan and IHS Markit, in association with ISM and IFPSM;

¢Indices for the U.S. and the euro zone compiled by IHS Markit, and for China correspond to the Caixin China General
Manufacturing PMI, reported by Markit;

fIMF (2017a).

FIGURE 2 ®* VALUE OF WORLD TRADE IN GOODS
(Index, 2010 =100, 2014-2017)
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Source: IDB Integration and Trade Sector with data from the CPB and own estimates.
Note: The value of world trade corresponds to the average of world imports and exports. The value of exports from Latin
America corresponds to an IDB estimation and does not include the Caribbean (see Methodological Annexes 1and 3).
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FIGURE 3 ®* VOLUMES AND PRICES OF WORLD TRADE IN GOODS
(Year-on-year growth rate, percentage, accumulated January-June 2017)
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Source: IDB Integration and Trade Sector with data from the CPB and own estimates.
Note: The value of world trade corresponds to the average of world imports and exports. The value of exports from Latin
America corresponds to an IDB estimation and does not include the Caribbean (see Methodological Annexes 1and 3).

in the value of developing country imports registered in January-June 2017 was the
product of a 7.1% increase in prices and a 7.3% in volumes. In developed countries,
the increase in prices (3.0%) was lower than in the previous year, while the increase
in volumes remained stable (2.1%). Starting in April, the lower growth of import value
was due to more moderate price increases, which affected both groups of countries,
and subdued real purchases of developing countries. In this context, exports from Latin
America registered a significant year-on-year increase of 13.1% between January and
June of 2017, driven mainly by the surge in export prices (9.8%).

Trade in services has followed the evolution of merchan-

dise trade, given the strong links between trade in goods and Services flows
some services sectors, such as transportation. However, ser- were more
vices displayed greater resilience, as contractions were smaller resilient.

than those registered in goods. In 2016, the international flow —
of services contracted 0.8%, an improvement with respect to

2015, when it declined 5.1% (Figure 4). As with trade in goods, shifts in developing
country imports drove the global performance. In fact, the contraction in 2016 re-
sulted from reduced imports in developing countries (-2.2%), partially compensated
by marginally increasing imports in developed countries (1.2%). In the first quarter of
2017, preliminary estimates indicate a slight year-on-year expansion of 3.3%, driven
mainly by the growth of developing countries’ imports (5.7%). Imports of developed
countries are estimated to have grown 2.6%, which even though it is higher than
the rate of the previous year, it is less than half the growth observed in emerging



TRADE AND INTEGRATION MONITOR 2017

FIGURE 4 ® VALUE OF WORLD TRADE IN SERVICES
(Year-on-year growth rate, percentage, 2014-2017)
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Source: IDB Integration and Trade Sector with data from the International Monetary Fund (IMF) and the World Trade
Organization (WTO).

Note: Global trade is calculated as the average of total imports and exports. All components of the services account of the
balance of payments are included, except construction and government services for the whole series, and manufacturing,
maintenance, and repair of goods services. Data for the first quarter of 2017 are estimates.

economies. In this sector, LAC displayed a superior performance compared to both
the world average and trade in goods. Regional services exports grew 1.9% in 2016,
entering positive territory before the rest of the world and before trade in goods. In
the first three months of 2017, services exports are estimated to have grown 9.7%
year-on-year.

The Boost from Foreign Demand

Growth in the External demand remained weak throughout 2016, but increased

main global afterwards. The marginal increment in export volumes in 2016
economies reflected moderate rates of growth in the main economies. The
accelerated. U.S. economy decelerated more sharply: gross domestic product

— (GDP) grew 1.5% in 2016, almost half the rate of 2015 (2.9%).

Other countries registered growth rates slightly lower than the

previous year’s: China’s rate went from 6.9% in 2015 to 6.7% in 2016, the euro zone’s
from 1.9% to 1.7%, and Japan’s from 1.2% to 1.0%. Latin America’s output contracted
0.8% following recessions in Brazil and Argentina (Figure 5).2 However, the downward

2 For an evaluation of the growth prospects of LAC’s trade partners in the next quarters, see the most recent
editions of the World Economic Outlook (IMF, 2017a) and Regional Economic Perspectives (IMF, 2017b).
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FIGURE 5 ®* GDP GROWTH IN SELECTED ECONOMIES
(Year-on-year growth rate, percentage, 2014-2017)
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Source: IDB Integration and Trade Sector with data from the IMF, U.S. Bureau of Economic Analysis (BEA), Organisation
for Economic Co-operation and Development (OECD), Japan’s Institute for Economic and Social Research, and other
official sources.

Note. LA-6 corresponds to the weighted average of the GDP growth rates of Argentina, Brazil, Chile, Colombia, Mexico,
and Peru. The weights are based on GDP valued at purchasing power parity.

trend was reversed in late 2016, with marginally accelerating GDP growth rates. This
change partially explains the increase in volumes traded registered in the last quarter
of 2016 and the first semester of 2017. In the first half of the year, the U.S. economy
grew 2.1% year-on-year, spurred by inventory accumulation, consumption growth,
and higher business confidence. In China, the slight acceleration to 6.9% year-on-year
was linked to the credit stimulus and public investment. Finally, growth in the euro
zone reached 2.0% year-on-year due to expansionary monetary policy, the positive
impact of elections, and a relatively weak euro. Latin America, for its part, reversed
the negative trend in 2017 and grew 1.0% in the first half, thanks to relative improve-
ments in Argentina and Brazil, and a slight acceleration in Mexico.

Higher GDP growth translated into increased LAC demand and imports by the
main global economies, and stronger intraregional trade flows. The most notable
recovery was observed in China’s purchases from the region.

Having fallen 2.2% in 2016, Chinese imports from LAC increased o

27.7% year-on-year in the first half of 2017, benefiting mostly The recovery
the exporters of South America. The recovery of U.S. and EU of global
imports in the first half of the year was less dramatic, but still demand
significant: 9.1% and 7.2%, respectively, compared to declines
of 2.6% and 4.4%, respectively, in 2016. LAC’s intraregional
trade grew 10.9% in the most recent period, having contracted

sustained
regional sales. ‘

O
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FIGURE 6 ®* IMPORTS OF SELECTED ECONOMIES
(Quarterly moving average of the year-on-year growth rate, percentage, 2014-2017)
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Source: IDB Integration and Trade Sector, with data from the U.S. International Trade Commission (USITC), EuroStat,
China Customs, IMF, and other national sources.

Note: In the cases of China, U.S., and LAC, the imports reported correspond to the aggregate for Latin America and the
Caribbean, while for the EU they correspond only to Latin America.

10.4% in 2016 (Figure 6). For all analyzed economies, and more markedly for China,
imports from the region increased at higher rates than total imports. However, the
gap narrowed gradually and showed signs of a reversal towards the middle of the
year, with the exception of intraregional trade. Starting in April, deflationary pres-
sures started to affect the price of LAC’s main export products and explained much
of the fall in the value of Chinese purchases from the region and, to a lesser extent,
of EU purchases as well.

The analysis of global export flows measured at constant

The region prices for the first semester of 2017, provides a more accurate
remained picture of LAC trade performance (Table 1). Asia explained
isolated from about 60% of real trade growth during this period, but LAC
the most benefited the least from the Asian market expansion. From
dynamic January to June 2017, the volume of Asian purchases from the
sources of world grew 8.1% year-on-year, but those from LAC grew only

4.6%. Overall, the region’s real exports increased less (3.0%)
than the world average (4.1%). Similar gaps were observed in
all destinations, except for North America, due to increased
sales by Mexico. In fact, excluding Mexico, regional exports contracted 1% in real
terms. Thus, it becomes evident that the regional recovery was driven by a surge in
prices, as LAC remains insulated from the most dynamic sources of real trade growth.

trade growth.



THE TREND REVERSAL IN WORLD TRADE

TABLE 1 ®* REACTIVATION OF THE VOLUME OF WORLD TRADE
(Year-on-year growth rate, percentage, January-June 2017)

Importers

Africa LAC Asia Europe North America Total

Africa 2.4% ~12.8% 5.5% 3.0% 3.5% 3.9%
LAC 2.5% 2.0% 4.6% - 4.2% 3.0%

(7]

&| Asia 68% |84% 1 57% 6.3% 6.8%

o

£/ Europe 3% B2 6% 0.6% 2.2%
North America 10% [N80% | 07% | 2.8% 3.0%

Total

Source: IDB Integration and Trade Sector, with data from the IMF, EuroStat, U.S. Bureau of Labor Statistics, WTO, and
other national sources.
Note: Africa includes the Middle East, North America corresponds to U.S. and Canada only (see Methodological Annex 2).

The Easing of External Pressures

Latin America’s terms of trade were affected by fluctuations in = o——

world relative prices in 2016 and 2017. In 2016 the ratio of export Regional

to import prices increased 1.1% (Figure 7), as the former fell slightly terms of trade
less than the latter (-5.3% and -6.3%, respectively). Preliminary improved
estimates for the first six months of 2017 indicate an additional marginally.
improvement of 4.3% year-on-year, due to a more robust recovery R

FIGURE 7 ®* TERMS OF TRADE IN LATIN AMERICA
(Index, 2005 =100 and annual growth rate, percentage, 2003-2017)
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Source: IDB Integration and Trade Sector with data from INTrade, Central Bank of Mexico (Banxico), U.S. Bureau of Labor
Statistics (BLS) and other national sources.

Note: Countries included are Argentina, Bolivia, Brazil, Chile, Colombia, Costa Rica, Dominican Republic, Ecuador, El Salvador,
Guatemala, Honduras, Mexico, Nicaragua, Panama, Paraguay, Peru, Uruguay, and Venezuela (see Methodological Annex 3).
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FIGURE 8 ®* TERMS OF TRADE BY GROUPS OF LATIN AMERICAN COUNTRIES
(Annual growth rate, percentage, 2014-2017)
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Source: IDB Integration and Trade Sector with data from INTrade, Central Bank of Mexico, and Central Bank of Venezuela (BCV).
Note: The classification of countries is in footnote 3. Data for the first semester are estimated (see Methodological Annex 3).

of export prices (9.8%) with respect to import prices (5.3%). The greater relative con-
centration of regional exports in commodities, whose prices registered substantially
larger increases, explains the net result. The improvement in 2016 came after four years
of continuous terms of trade deterioration, leaving the index at a level 21.0% below the
historical maximum of 2011. Given that the positive movements recorded in the past year
have been marginal, the indicator of regional purchasing power remains 16.7% below
that ceiling, and at a level comparable to that predating the commodity price boom.
As the composition of export baskets varies across Latin
American countries, they experienced different terms of trade

Changes adjustments.® The terms of trade for the region improved
in export marginally in 2016 due to a decline in countries with exports
prices were intensive in fuels and energy (-3.2%) and in Mexico (-2.6%),
heterogeneous. which was compensated by improvements in the remaining

— % countries, especially in Brazil (7.6%) and in countries with ex-
ports intensive in minerals and metals (8.2%) (Figure 8). The

3 In order to disaggregate export performance, in this report Brazil and Mexico are treated separately, and the
remaining countries of the region are grouped as follows: Central America (Costa Rica, Dominican Repubilic, El
Salvador, Guatemala, Honduras, Nicaragua, and Panama), countries with exports intensive in agricultural prod-
ucts (Argentina, Paraguay and Uruguay), countries with exports intensive in fuels and energy (Bolivia, Colombia,
Ecuador, and Venezuela), and countries with exports intensive in minerals and metals (Chile and Peru).
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FIGURE 9 ®* CURRENT ACCOUNT BALANCE BY GROUPS OF LATIN AMERICAN AND
CARIBBEAN COUNTRIES
(Balance as a percentage of GDP, 2014-2016)
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Source: IDB Integration and Trade Sector with data from the IMF and national sources.

Note: The classification of countries is in footnote 3. The Caribbean includes Bahamas, Barbados, Belize, Guyana, Haiti, Ja-
maica, Suriname and Trinidad and Tobago. The values for subregions are simple averages of the balances as a percentage
of GDP of the countries in the group. This indicates the degree of external soundness regardless of the different economic
weights of the countries within each group.

difference came from greater declines in the price of oil, which accounts for a large
share of the former group’s export basket, compared to that of products exported
by the remaining countries. Preliminary data points to even more heterogeneity in
the first months of 2017.4 On the one hand, Brazil’s terms of trade continued to im-
prove (12.3%), as did those of countries with exports intensive in minerals and metals
(7.2%). Similarly, countries specializing in fuels and energy experienced a terms of
trade improvement of the order of 21.9%. On the other hand, Central America and
countries with exports intensive in agricultural products registered a terms of trade
deterioration due to the recovery in oil prices, which makes their imports more ex-
pensive, despite an increase in the price of their exports. Likewise, Mexico’s terms of
trade continued to deteriorate (-2.2%) as export prices remained stable and import
prices increased.

The terms of trade improvement led to positive changesin  o——
the current account balances of LAC countries in 2016. Although Current
all country groups continued to register deficits, they were account deficits
smaller in all subregions except the Caribbean (Figure 9). The decreased.
greatest improvement was registered by the group of countries -

4 Data correspond to Argentina, Brazil, Mexico, Chile, Colombia, El Salvador, Peru, and Uruguay.
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with exports intensive in fuels and energy, where the deficit was reduced from 5.6%
of GDP in 2015 to 2.4% in 2016, due mostly to a reversal in the goods account. The
Brazilian deficit also declined 2.0 p.p., from 3.3% of GDP in 2015 to 1.3% in 2016, due
to a larger surplus in goods and a smaller deficit in the other accounts. Countries with
exports intensive in minerals and metals and Central America registered a reduction
of the current account deficit of 1.2 p.p., due to a larger trade surplus in the former
and a smaller deficit in the latter. Central America also registered an increase in its
services account surplus. Simultaneously, both in Mexico and in the countries with
exports intensive in agricultural products, only marginal improvements were observed,
of 0.4 p.p. and 0.3 p.p., respectively. The reasons nonetheless differed: a surplus in
the goods account of agricultural countries compensated the deficit in services, while
in Mexico the improvement came from the income and transfers accounts.

In summary, the value of global trade in goods and services entered a recovery
phase in early 2016, which accelerated in 2017. The trend reversal resulted initially
from a rebound in prices, which was complemented by a higher growth of trade
volumes in the first months of 2017. Developing countries were the main drivers of
both the contraction in world trade in 2016, and the expansion in the first half of 2017.
However, the boost from these emerging economies has been losing momentum
since April. In line with global trade, the value of LAC exports started to recover in
2016 and increased notably in the first half of 2017. The regional recovery, differently
from the global one, has been driven primarily by a surge in export prices. This led
to improvements in regional terms of trade and current account balances, which
were nonetheless insufficient to reverse the losses accumulated over four years of
contraction. The next chapter disaggregates the regional performance by countries
and groups.



The Recovery
of Regional Exports

The decline in Latin American and Caribbean merchandise exports started to slow
down in 2016. Most of the incipient recovery was explained by a surge in the prices
of the region’s main export products, in addition to small and concentrated increases
in export volumes. In early 2017 the region has registered strong export growth, but
it seems to be short-lived. Foreign sales of services displayed greater resilience than
those of goods by registering solid growth already in 2016.

The Brief Rebound in Foreign Sales

In 2016 the value of LAC’s merchandise exports contracted
3.3%, reaching a total of US$875.7 billion. The contraction The value

was deeper in the Caribbean than in Latin America, with of exports
declines of 19.5% and 2.9%, respectively. These figures char- registered
acterize the fourth year of trade contraction, which resulted an unstable
from persistent declines in prices and weak volume growth. rebound.

In contrast, in the first months of 2017, the value of regional —
goods exports recovered notably: between January and June
the year-on-year growth rate was 13.2% (Figure 10). Nonetheless, the expansion was
driven almost exclusively by higher prices, which explains the subsequent decelera-
tion as prices leveled off in April.
The sharp drop in commodity prices that started in 2014 became more moder-
ate in 2016, and reversed late in that year. The average price index fell 10.0% in 2016,
but only 1.8% when oil prices are excluded (Figure 11). Starting in the last quarter of
S 2016, the price recovery accelerated and, in the first six months
The price surge of 2017, a year-on-year growth rate of 20.8% was observed
started to level (10.1% excluding oil). The greatest year-on-year increases,
off around 42%, were registered in January and February as the
¢ base of comparison are the same months in 2016, when prices
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FIGURE 10 ® LATIN AMERICA AND THE CARIBBEAN TRADE IN GOODS TREND
(Quarterly moving average of the annual growth rate, percentage, 2014-2017)
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Source: IDB Integration and Trade Sector with data from INTrade and official sources.
Note: The classification of countries is in footnote 3. The Caribbean includes Bahamas, Barbados, Belize, Guyana, Haiti,
Jamaica, and Suriname.

FIGURE 11 ® PRICES OF MAIN EXPORT PRODUCTS OF LATIN AMERICA AND THE CARIBBEAN
(Quarterly moving average of the annual growth rate, percentage, 2014-2017)
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Note: The total corresponds to the weighted average of the price commodity prices indices included in the IMF estimation.

were at their lowest level. Subsequently, price increases subdued, falling to barely
1% in June. At that point, the average price index was still 39% below the maximum
reached before the collapse in 2014.
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The price increases observed between November 2016 and

the first quarter of 2017 were partially due to exogenous factors. Key drivers of

Among these stand out the acceleration of economic activity in commodity
several advanced and emerging countries, the stimulus plans in prices reversed
China, optimistic expectations related to potential infrastructure direction.

investments in the U.S., and oil supply restrictions implemented R
by the Organization of Petroleum Exporting Countries (OPEC).

However, some of these factors were overturned by the end of the first quarter of 2017:
Chinese authorities adjusted their monetary policy and the Federal Reserve raised U.S.
interest rates, while fiscal stimulus had not yet materialized. Additionally, changes in
commodity prices became increasingly dissociated from variations in the dollar (Box 2).

BOX 2: COMMODITY PRICES AND FLUCTUATIONS IN THE U.S. DOLLAR

Historically, commodity prices have followed the behavior of the U.S. dollar. That is, an appre-
ciation (depreciation) of the dollar used to lead to a reduction (increase) in commodity prices.?
However, starting in early 2015, and most clearly since the second quarter of 2016, this correlation
appears to have been broken. While the dollar appreciated 6.5% between April and December
of 2016, commodity prices increased 18.6% in the same period. Later, between January and June
of 2017, the dollar depreciated 4.4%, while commodity prices contracted 9.6%.

Factors specific to commodity markets affected their prices, and began to drown out the
effects of fluctuations in the value of the dollar. In the first analyzed period, growth expectations
in the U.S. simultaneously strengthened the dollar and the demand for commodities. This trend

NOMINAL EFFECTIVE EXCHANGE RATE OF THE DOLLAR AND COMMODITY PRICES
(Indices, 2005 =100, 2003-2017)
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Source: IDB Integration and Trade Sector with data from the U.S. Federal Reserve and the IMF.
Note: Exchange rate with respect to a broad basket of currencies. A negative/positive slope indicates an apprecia-
tion/depreciation of the dollar.

(continued on next page)
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BOX 2: COMMODITY PRICES AND FLUCTUATIONS IN THE U.S. DOLLAR (continued)

was reinforced by supply factors in several markets, especially the restrictions in oil production
agreed by the OPEC. In the second period, the trend was reversed as the restrictions imposed
by the OPEC were expected to have only a moderate impact, and harvests were bountiful. At the
same time, in the U.S., inflation below expectations and the delay in implementing fiscal stimulus
measures debilitated the dollar. This depreciating dollar trend was reinforced by stronger eco-
nomic growth in the euro zone, and the subsequent expectations of normalization of monetary
policy with the end of the quantitative easing program.

This outlook, in addition to increasing uncertainty regarding the growth dynamics of the Chinese
economy, raises the probability of a continuation of the downward trends in commodity markets dur-
ing the next few quarters, eliminating a key expansive factor in the growth of regional export value.

2 Previous editions of the Trade and Integration Monitor document the persistence, relevance, and implications of
the correlation. The inverse association of the two variables is due to multiple factors, both economic and financial.
In particular, commodity prices are denominated in dollars and, thus, all else equal, appreciations in the “numeraire”
imply that the prices of goods equal a lower quantity of dollars, reducing their prices in that currency. Giordano (2016)
analyzes the evolution of commodity prices net of the numeraire effect associated with fluctuations in the dollar.

As a direct consequence of the OPEC restrictions, oil

Extractive prices strongly recovered in the first two months of 2017, reach-
products ing year-on-year growth rates of 80% between January and
experienced February. In the following months, prices increased at rates
greater price that were not only lower but turned negative in June. Factors
volatility. such as production expansions in Libya and Nigeria (countries

——o excluded from the OPEC production cuts) and an increase in
non-conventional extraction in the U.S. negatively impacted
the price of crude oil. On average, the price of oil registered a positive year-on-year
growth rate of 32.3% in the first half of 2017. Yet, in June it remained 57% below the
previous maximum of June 2014. The price of iron ore increased 42.1% year-on-year
between January and June 2017, is spite of a notable deceleration starting in March.
Uncertainty regarding a potential Chinese stimulus and a related increase in supply
explained most of the recent contraction in price, which in June was still 38% below
the relative maximum of 2014. Finally, copper prices were up 22.3% year-on-year in
the first half of 2017. This was the only leading regional export product whose price
continued to increase strongly throughout the first half of the year, as a consequence
of production interruptions at the world’s second largest mine in Indonesia.

Excess supply affected the price of agricultural goods. Coffee prices increased
9.9% in the first half of 2017 compared to the first semester of 2016. However, the
year-on-year growth rate fell markedly during the last months of the analyzed pe-
riod, and turned negative in June as a result of improved weather forecasts in the
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main coffee producers. Among the leading export products,

soybeans registered the smallest price increase. In the first Agricultural
half of 2017, it rose only 1.4% on average, with positive rates in prices began to
the first quarter and negative rates in the second, as bountiful fall.

harvests were predicted in South America. E—
Fluctuations in commodity prices largely drove the region’s
export performance. While prices contracted 5.3% in 2016 and expanded 9.8% year-
on-year in the first half of 2017, volumes expanded 2.5% and 3.0% in the same periods,
respectively (Figure 12). On the one hand, the modest growth
in export volumes was due mainly to the exceptional increase in
Mexico in the first half of 2017:10.2%, compared to 1.8% in 2016.
In Brazil, export volumes increased a stable 1.7% in both 2016
and 2017, but in Central America the rate declined slightly from
4.9% to 4.6%. On the other hand, the year-on-year change for
the other South American country groups was either null or negative in the first part
of the year: 0.2% for exporters of metals and minerals, -2.3% for agricultural exporters,
and -7.7% for those specialized in fuels and energy. The lower rates for Brazil and the
other South American groups reflect the volatile growth pattern followed by real ex-
ports in the post-crisis, whereas those for Mesoamerica have displayed greater stability.
In summary, after four consecutive years of contraction, the recovery that begun
in 2016 took hold and LAC exports returned to a growth path in the first half of 2017.
The expansion, however, did not extend to all regional economies and continues to
be based primarily on a substantial increase in prices that appears to be short-lived,
and on a marginal and geographically-concentrated growth of volumes.

Export volumes
accelerated
only slightly.

Export Performance by Country and Subregion

The decline in
The decline of 3.3% in the value of LAC merchandise exports in

2016 was the result of contractions in all subregions, although
of lesser magnitude than in 2015. The sharpest drop was reg-
istered in the Caribbean (-19.5%), followed by South America®
(-4.6%) and Mesoamerica (-1.2%), the latter due to a combination of 3.1% growth in
Central America and a decline of 1.7% in Mexico. With respect to individual countries,
seven recorded positive growth rates: Guyana (25.3%), the Dominican Republic (17.6%),
Costa Rica (7.8%), Peru (7.6%), Barbados (5.0%), Paraguay (2.1%), and Argentina (1.7%).
All other countries saw exports decline, especially those reliant on fuels and energy.

exports began
to ease in 2016.

5 South America includes all the subcontinent countries, except for Guyana and Suriname, classified as the
Caribbean.
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FIGURE 12 ® LATIN AMERICAN EXPORT PRICES AND VOLUMES
(Annual growth rate, percentage, 2010-2017)
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Source: IDB Integration and Trade Sector with data from INTrade, BLS, BCV, and OPEC.
Note: The base year for the corresponding indices is 2005. The country classification is in footnote 3. Methodological
Annex 3 details the estimation procedures for the series at constant prices.

In fact, the countries with contractions greater than 10% were Trinidad and Tobago
(-29.2%), Belize (-24.2%), Venezuela (-24.1%), Bolivia (-18.8%), Colombia (-12.7%), and
Suriname (-12.6%). On a positive note, with the exception of Belize, El Salvador, Honduras,
Guatemala, and Trinidad and Tobago, all countries improved their performance com-
pared to the previous year (Table 2).
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TABLE 2 ®* GOODS EXPORTS OF LATIN AMERICA AND THE CARIBBEAN
(Annual growth rate and billions of US$, selected periods)

US$ Billions Growth Rates (%)
Accum.
2014 2015 2016 2014 2015 2016 June 2017
LATIN AMERICA AND 1063.0 905.2 875.7 -2.9 -14.8 -3.3 13.2
THE CARIBBEAN
LATIN AMERICA 1041.3 888.1 862.0 -2.5 -14.7 -2.9 131
MESOAMERICA 446.3 4281 423.0 4.4 -41 -1.2 101
Mexico 396.9 380.5 373.9 4.4 -4 -1.7 10.4
Central America 49.4 47.6 491 4.3 -3.7 Sl 7.7
Costa Rica 91 9.2 9.9 6.0 0.7 7.8 6.6
El Salvador 5.8 o1 5.3 -4.0 4.0 2.7 4.2
Guatemala 10.8 10.7 10.4 7.8 -1.2 =21 7.2
Honduras 8.1 8.1 7.9 3.4 0.4 -2.4 1141
Nicaragua 5.4 51 5.0 4.4 —6.8 -1.6 14.0
Panama 0.8 0.7 0.6 -3.2 -14.9 -8.5 3.2
Dominican Republic 9.9 8.4 9.9 5.0 -15.3 17.6 6.0
SOUTH AMERICA 594.9 459.9 439.0 -741 -22.7 -4.6 16.1
Argentina 68.4 56.8 57.7 -9.9 -17.0 1.7 0.7
Bolivia 12.9 8.7 741 5.2 -32.2 -18.8 7.0
Brazil 2251 19141 185.2 -7.0 -15.1 -3.1 19.3
Chile 74.9 62.2 60.6 -1.9 -17.0 -2.6 6.4
Colombia 54.9 36.0 314 -6.7 -34.4 -12.7 20.4
Ecuador 25.7 18.3 16.8 3.6 -28.8 -8.4 18.9
Paraguay 9.6 8.3 8.5 1.9 -13.6 2.1 -5.7
Peru 39.5 34.4 37.0 -7.8 -12.9 7.6 28.2
Uruguay 9.1 7.7 7.0 0.7 -15.9 -8.9 10.2
Venezuela 74.7 36.4 27.6 -15.8 -51.3 —24.1 41.5
CARIBBEAN 21.7 1741 13.7 -18.2 -21.4 -19.5 17.9
Bahamas 0.7 0.5 0.5 -15.1 -24.5 -8.5 39.2
Barbados 0.5 0.5 0.5 3.7 2.5 5.0 -2.2
Belize 0.3 0.3 0.2 -8.1 -12.8 —24.2 19.2
Guyana 1.2 1.1 1.4 -15.2 -1.8 25.3 1.3
Haiti 1.0 1.0 1.0 6.9 Bi5 -6.3 2.6
Jamaica 1.4 1.2 1.1 -8.3 1741 -9.2 13.7
Suriname 21 1.7 1.4 -11.2 -23.0 -12.6 45.6
Trinidad and Tobago 14.5 10.8 7.6 -22.3 -25.7 -29.2 n.a.

Source: IDB Integration and Trade Sector with data from INTrade and national sources.
Note: n.a.: data not available. Methodological Annex 4 details the geographical and temporal coverage of goods exports.
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In the first half of 2017 the contraction was reversed, and
the value of LAC exports grew 13.2%. This growth was due The exports of
mainly to the previously discussed surge in prices of those most countries
commodities that constitute the main exports of some coun- grew in 2017.
tries, particularly oil and minerals. The largest recoveries were B
observed in Suriname (45.6%), Venezuela (41.5%), Bahamas
(39.2%), Peru (28.2%), Colombia (20.4%), Brazil (19.3%), Belize (19.2%), Ecuador (18.9%),
Nicaragua (14.0%), Jamaica (13.7%), Honduras (11.1%), Mexico (10.4%), and Uruguay
(10.2%). The remaining countries posted growth rates below 10%, except for Barbados
and Paraguay, whose exports fell 2.2% and 5.7%, respectively.

Export Dynamics by Product and Partner

In general, the contraction observed in 2016 was determined
by lower revenues from exports of fuels and energy, due to Oil prices
declining oil prices.® The Fuels and Energy (F&E) category determined
contributed 2.4 p.p. to the 2.9% drop in LA exports, while that a large

of Industrial Manufactures (IM) contributed another 0.5 p.p. part of the

Lower exports of Primary Products (PP) subtracted 0.1 p.p. contraction.

from overall growth, and counteracted an increase of the same B
magnitude in the sales of Primary Manufactures (PM) (Figure 13).

The F&E category explained nearly all the fall in exports of 16.6% for econo-
mies with exports intensive in these products, and half of the 1.7% drop in Mexican
foreign sales. In Brazil, it was the second most important contributor to the 3.1%
decline in total exports, subtracting 1.3 p.p. The PP category deducted another 3.5
p.p. from the growth of Brazilian exports, mostly due to the poor performance of
mineral products, while IM (1.5 p.p.) and, to a lesser extent, PM (0.3 p.p.) partially
compensated these falls. The change in PP exports was also negative in countries
with exports intensive in minerals and metals, but the impact of this category (-1.1
p.p.) was more than compensated by increases in PM and IM, which contributed 1.8
S p.p. and 0.4 p.p., respectively, to the 1.1% growth of exports.

Commodity In contrast, in Central America, PP spurred the growth of ex-
prices fell in ports in 2.6 p.p., while PM and IM reduced it by 1.5 p.p. and
most countries. 0.3 p.p., respectively, leading to a modest overall increase of

—  11%. Likewise, countries with exports intensive in agricultural

6 The analysis is based on the following categories: PP: Primary Products, which includes AP (Agricultural
Primary Products) and MP (Mineral Primary Products); PM: Primary Manufactures, which includes AM (Agricultural
Manufactures) and MM (Mineral Manufactures); IM: Industrial Manufactures; and F&E (Fuels and Energy).
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FIGURE 13 ® CONTRIBUTION TO LATIN AMERICAN EXPORT GROWTH BY SELECTED
PRODUCTS AND PARTNERS
(Annual growth rate, percentage, and percentage points, 2015-2016)
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Source: IDB Integration and Trade Sector with data from INTrade and national sources.

Note: Methodological Annex 5 details the classification by categories. Growth rates are decomposed according to the
contribution of partners and products to the total change in exports in 2016. The data for Central America includes Costa
Rica, Guatemala, El Salvador, and Panama only; for this reason, the numbers reported in Table 2 and in Figure 13 do not
coincide for the subregion. The Caribbean is not included since disaggregated data are not available. The Figure does not
include all partners and, therefore, the sum of contributions does not add to 100%.

goods saw sales rise 0.6% based on a positive contribution of ¢
PP (1.8 p.p.), partially counteracted by reductions in IM (-1.1 The United

p.p.) and PM (-0.2 p.p.). States and the
In terms of export destinations, the 2.9% fall in exports intraregional

from Latin America in 2016 was explained mainly by reduc- market

tions in sales to the U.S. and within the region, with each ac- explained

counting for 1.1 p.p. of the decline. China and the EU deducted
an additional 0.2 p.p. each. The fall in the value of exports to
the northern partner was explained almost completely by the
negative contribution of F&E (-1.1 p.p.), while the reduction in
intraregional trade was derived from both F&E and IM (-0.4 p.p.and -0.5 p.p., respec-
tively). In Mexico, exports of F&E and IM to the U.S. explained the drop in foreign sales
of 1.7% (-1.2 p.p. and -0.8 p.p., respectively), which was intensified by declines in all
categories to the intraregional market. The fall in Brazilian PP exports was replicated
in all destinations, except China, where they were stagnant. In contrast, Brazilian IM
exports increased, especially to the EU and the U.S. Sales to the U.S. also contrib-
uted positively to the growth of Central American exports and of countries intensive

most of the
contraction.
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in agricultural products. Surprisingly, in the former case it was PP what drove the
growth, while in the latter it was IM. Intraregional exports only favored exporters of
minerals and metals, whose contraction of PP exports reflected lower sales to China
and the U.S. Lastly, foreign sales of countries with exports intensive in fuels and en-
ergy decreased to all destinations, held down by contractions in the F&E category.

The Resilience of Services Exports

In 2016 regional services exports grew 1.9%, having fallen 2.1%

in 2015, and reached a total of US$144.9 billion. This recovery, | >¢rVICes
although small, illustrates the greater resilience of regional trade exports
in services than of trade in goods, which continued to fall in 2016. returned to
The aggregate LAC performance was the result, however, of very growth.

different subregional dynamics: in Mesoamerica services exports —
grew 6.7% in 2016, a slight deceleration from the 7.4% rate registered in 2015. In contrast,
South American foreign sales of services continued on a downward trajectory (-1.3%),
although less steep than in the previous year (-8.4%). Finally, in the Caribbean there was
evidence of relative stagnation. Preliminary estimates for the first quarter of 2017 suggest
that growth is accelerating across the region, with a year-on-year rate of 9.7% (Table 3).

Mesoamerica accounted for 41% of LAC services exports in 2016, with countries
displaying relatively homogeneous performance. With the exception of Guatemala,
S exports from all countries increased. Mexico, responsible for

Mesoamerica 17% of LAC services exports and the main exporter of the
increased subregion, registered a 7.1% increase. Nicaragua, Costa Rica,
services and the Dominican Republic posted even higher growth rates,

of 18.8%, 13.0%, and 10.0%, respectively. In the latter two, the
¢ solid performance was particularly important considering that

services constitute around half of their foreign sales. Honduras
and Panama experienced lower growth, with rates of 5.3% and 2.6%, respectively, while
sales from El Salvador stagnated. For the first quarter of 2017, the estimated year-
on-year growth rate is around 7.9%, mainly driven by services exports from Mexico.

In contrast to Mesoamerica, South America registered an additional contrac-

tion in services exports. The subregion, responsible for 52% of overall LAC services
exports, saw foreign sales fall 1.3% in 2016. Despite this nega-
tive figure, the region performed better in 2016 than in 2015, o

exports.

when services exports contracted 8.4%. Brazil had a strong In South America
influence on the subregional performance, as the fall in ex- services exports
ports went from 15.4% in 2015 to a much lower rate of 1.3% continued to fall.

in 2016. Services exports from Colombia, Peru, and Paraguay —
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TABLE 3 ® SERVICES EXPORTS OF LATIN AMERICA AND THE CARIBBEAN
(Annual growth rate and billions of US$, selected periods)

US$ Billions Growth Rates (%)
2014 2015 2016 2015 2016 1Q 2017
LATIN AMERICA AND THE 145.2 1421 144.9 -2.1 1.9 9.7
CARIBBEAN
LATIN AMERICA 135.4 132.2 134.9 -2.3 21 9.9
MESOAMERICA 51.7 55.5 59.2 7.4 6.7 7.9
Mexico 21.0 227 243 8.1 71 9.2
Central America 30.6 32.8 34.9 7.0 6.4 6.9
Costa Rica 6.6 7.4 8.4 121 13.0 43
El Salvador 1.7 1.7 1.7 -1.2 0.1 0.4
Guatemala 2.7 2.7 2.6 1.0 -3.7 -0.4
Honduras 1.0 141 1.1 1.5 5.3 n.a.
Nicaragua 0.7 0.8 0.9 13.9 18.8 9.1
Panama 11.3 12.0 12.3 6.2 2.6 10.0
Dominican Republic 6.7 7.2 7.9 7.8 10.0 8.7
SOUTH AMERICA 83.7 76.7 75.7 -8.4 -1.3 1.7
Argentina 13.1 12.9 12.5 -1.3 -3.3 10.8
Bolivia 141 11 1.1 3.1 -0.9 4.4
Brazil 38.4 325 32.0 -15.4 -1.3 11.0
Chile 10.3 9.3 9.1 -97 -1.3 15.4
Colombia 7.0 7.3 79 3.7 7.7 6.6
Ecuador 2.2 2.3 2.0 1.4 -1141 -1.0
Paraguay 0.7 0.7 0.7 -5.2 0.7 n.a.
Peru 5.8 6.1 6.2 51 1.2 n.a.
Uruguay 3.3 341 3.0 -6.8 -2.9 28.9
Venezuela 1.8 15 1.2 -15.8 -19.0 n.a.
CARIBBEAN 9.8 9.9 9.9 0.7 0.4 3.7
Bahamas 2.7 2.9 2.9 6.4 1.5 n.a.
Barbados a/ 1.3 1.4 15 4.5 6.4 n.a.
Belize 0.5 0.5 0.5 0.7 8.2 n.a.
Guyana 0.2 0.1 n.a. -21.0 n.a. n.a.
Haiti 0.6 0.7 0.6 6.6 -17.2 n.a.
Jamaica 2.9 3.0 3.2 3.6 5.3 3.9
Suriname 0.2 0.2 0.2 -10.5 -4.2 -2.0
Trinidad and Tobago 1.4 11 1.0 -18.2 -14.7 n.a.

Source: IDB Integration and Trade Sector with data from the IMF and the WTO.
Note: n.a.: data not available. a/ WTO data. The definition of services exports excludes construction, manufacturing,
maintenance, and government services (see Methodological Annex 4).
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grew in 2016, at rates of 7.7%, 1.2%, and 0.7%, respectively,
while exports from the remaining countries in the subregion In the
continued to contract. The sharpest declines were observed in Caribbean
Venezuela (-19.0%) and Ecuador (-11.1%). Preliminary data for services
the first three months of 2017 indicate that services exports exports were
grew 11.7% year-on-year, pointing to a strong trend reversal. stagnant.

In the Caribbean, foreign sales of services grew 0.4%, a
rate similar to that of 2015 (0.7%). The relative stagnation was a consequence of growth
in Belize (8.2%), Barbados (6.4%), Jamaica (5.3%) and Bahamas (1.5%), counterbalanc-
ing contractions in Haiti (-17.2%), Trinidad and Tobago (-14.7%) and Suriname (-4.2%).
Except for Bahamas and Haiti, all countries of the subregion showed improvements
in 2016 compared to the previous year.

The recovery in LAC services exports in 2016 was explained mainly by growth
in the Travel category, and by smaller contractions in services related to international
trade in goods. In 2015, sharp reductions in Transport and
Other Business Services (-1.6 p.p. and -2.8 p.p., respectively)
had counteracted a positive 2.1 p.p. contribution from Travel.

Travel drove

the growth . o

i services In 2016, in turn, the negative impact of these two sectors was
smaller (-0.4 p.p.and -0.5 p.p., respectively), while the positive

exports.

contribution of Travel increased (2.9 p.p.) (Figure 14).

FIGURE 14 ®* CONTRIBUTION TO GROWTH IN SERVICES EXPORTS
(Percentage points, 2015-2016)
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Source: IDB Integration and Trade Sector with data from the IMF.
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In conclusion, exports from Latin America and the Caribbean reversed trends be-
tween 2016 and early 2017. Foreign sales of goods moderated their decline throughout
last year and expanded strongly in the first months of 2017, while services exports had
already recovered in 2016 and continued on an upward trajectory. The evolution of goods
flows fundamentally responded to significant increases in the prices of the region’s
main export products, while export volumes grew only moderately. Nonetheless, the
cyclical nature of the factors that drove the rebound in prices highlights the fragility
of the recovery. In this context, it is worth analyzing in more detail the determinants
of regional export performance in order to evaluate the extent to which endogenous
factors, such as competitiveness, and exogenous variables, such as the fragile recovery
of the global economy and the erratic behavior of prices, explain the region’s export
performance in recent years. This is covered in the next chapter.






The Competitiveness Gap

A medium-term analysis of regional trade indicates that, in the post-crisis, LAC’s exports
increased at a slower pace than world trade. As a consequence, the region lost market
share in the global trading system. Moreover, the decomposition of export performance
reveals the dominant effect of low competitiveness. In a context in which global trade
grows at lower rates, and the demand for commodities, which had sustained regional
export performance for more than a decade, stabilizes, it is crucial that countries foster
the capacity of the export sector with competitiveness-enhancing policies.

To complement the short-term analysis carried out in the previous chapters,
this chapter offers a medium-term evaluation of Latin American and Caribbean
export performance. The analysis is based on two methodological approaches that
provide a new perspective on the region’s capacity to compete in global markets.”
First, the rate of export growth is decomposed into its main determinants, with the
aim of separating those resulting from global demand dynamics from those related
to the competitiveness of the region’s export supply, over which public policy can
have an influence. Second, changes in the market share controlled by the region are
attributed to specific products, partners, and competitors.® The analysis reveals the
marked duality between Mexico and the rest of Latin America, contextualizes the
diverse trade strategies followed by different groups of countries, and underscores
the need to sustain the international competitiveness of the region’s export sector.®

7 This chapter examines export growth on the intensive margin, valued at current prices. Thus, it complements
the analyses carried out in previous editions of the Trade and Integration Monitor. Specifically, in Giordano (2015)
the intensive and extensive margins of export growth are analyzed in order to understand the limits of regional
export diversification patterns. In Giordano (2016) the competitive positioning of exports at constant prices is
analyzed to highlight the illusion of real export growth generated by the increase in commodity prices.

8 Methodological Annex 6 describes the method employed to decompose the changes in export growth, as well
as the databases used.

9 While the analysis of trade competitiveness is new for the region, it does not represent an exhaustive discussion
on the determinants of productivity and competitiveness. These comprise a set of phenomena not exclusively
related to the ability to compete in world markets. For a more extensive treatment of the topic, see, for example,
Pages (2010) and Crespi et al. (2014).
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The Determinants of Export Performance

Between 2010 and 2015 the growth of LAC’s exports was
lower than that of world trade. The region’s foreign sales
market share in expanded 2.5%, while the corresponding increase for global
global trade. trade was 4.1%, equivalent to average annual growth rates of
~ 0.5% and 0.8%, respectively. As a consequence, LAC’s share
of global trade fell from 6.16% in 2010 to 6.07% in 2015. The
change in market share is an indicator resulting from factors related to the dynam-
ics of foreign demand and the competitiveness of export supply. These factors
must be analyzed separately in order to assess the magnitude and direction of
their impacts.
A method known as “shift-share” is employed to de-

The region lost

compose the growth rate of exports. Through this method, The erosion of
four effects are identified: three of them—global, product competitiveness
and partner—constitute the compositional effects, which added to the
respond to the structure and dynamics of external demand, decline in

and the last one—competitiveness—measures the perfor- export prices.

mance of the analyzed economy’s export supply vis-a-vis —
the rest of the world.'® Among the composition effects, the

global effect reflects the impact of variations in global trade flows. The product and
partner effects indicate, respectively, changes in the export growth rate attributable
to the sectoral composition and the geographical distribution of the export basket.
All residual variation is attributed to changes in competitiveness. If, for an economy,
the composition and competitiveness effects deviate from the global average, the
outcome is a change in the economy’s global market share.”

The decomposition of the growth differential of 1.6 p.p. between LAC ex-
ports and global trade in the 2010-2015 period reveals a negative incidence of the
competitiveness effect (-1.9 p.p.). This was not compensated by the net positive
contribution of the partner and product effects (0.3 p.p.) (Figure 15). The positive
partner effect (3.5 p.p.) indicates that the geographical composition of the region’s

19 The “shift-share” method has been extensively employed in the trade literature due to its simplicity. The most
recent contributions have focused on overcoming its main methodological limitation, rooted in the sensitivity
of its results to the sequence in which the product and partner effects are calculated. Methods utilized to this
end include the application of econometric techniques described in Cheptea et al. (2005) and Gualier (2013).
The version used in this report is based on a statistical method similar to that of Piezas-Jerbi and Nee (2009).
Given that the focus is on the competitiveness effect, findings are not affected by the order of calculation of the
product and partner effects.

" Although repetition is omitted to simplify the exposition, variations in the composition and competitiveness
effects should be interpreted as deviations from the global average.
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FIGURE 15 ®* DECOMPOSITION OF THE CHANGE IN EXPORTS OF LATIN AMERICA AND
THE CARIBBEAN
(Growth rate, percentage and percentage points, 2010-2015)
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Source: IDB Integration and Trade Sector with data from the International Trade Database at the Product-Level (BACI) of
the Center for Forecasting Studies and International Information (CEPII).

exports was beneficial. This means that the region’s trading partners increased
their imports at a faster rate than the rest of the world. The negative product effect
(-3.2 p.p.) indicates that the sectoral composition of the region’s export basket had
a depressing impact on growth. This suggests that the value of the region’s main
export products grew more slowly than the value of world trade. The net positive
effect of partner and product composition implies that, had the region maintained
its competitiveness constant, LAC’s global market share would have grown slightly
instead of falling. This result is nevertheless strongly dependent on Mexico’s per-
formance (Box 3).

Competitiveness had been on a downward trajectory over the last decade, and,
in the last five years, its contribution to LAC’s export performance turned negative.
In addition, the composition effects also underwent substantial transformation dur-
ing the analyzed period. Considering 5-year intervals between 2000 and 2015, the
competitiveness effect, initially positive, fell continually and turned negative (-1.9
p.p.) in the last period. The product effect that strongly
drove exports during the first two intervals, adding 7.0 p.p. ¢——
and 12.7 p.p., also turned negative in the final 5-year period The
(-3.2 p.p.), consistent with the commodity price cycle. These competitiveness
trends contrast with the evolution of the partner effect, which effect was
turned positive in the last period and became the only driver negative for the
of growth (3.5 p.p.) (Figure 16). In the current context of low
external demand, reflected in the declining global effect, the years.
competitiveness effect has become increasingly relevant: in o

first time in 15
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BOX 3: THE COMPETITIVENESS EFFECT AND CHANGES IN GLOBAL MARKET SHARE

The change in global market share is frequently used to evaluate an economy’s trade competi-
tiveness, an indicator of the capacity of exporters to compete for markets. Given the relatively
small size of the region, and the heterogeneous performance of its economies, these changes are
more easily interpreted when expressed in terms of lost export revenue. Moreover, it is important
to understand which countries have been driving the observed variations.

In the period 2010-2015, LAC’s share in global trade fell from 6.16% to 6.07%. While the

change of 9 basis points (b.p.) may seem insignificant, it represents a loss of US$14.3 billion for
the region. The value also corresponds to 1.6% of total regional exports in 2015, and is equivalent,
for instance, to 25% of all exports from Argentina.
Additionally, as will be discussed in this chapter, Mexico’s performance was a crucial factor in
sustaining the region’s export dynamics. The country’s relevance rests on the fact that its exports
account for 40% of LAC’s foreign sales, and the positive evolution of its competitiveness was
markedly different from the negative one observed in South American exports. In fact, if Mexico
were excluded, the region’s global market share would have fallen from 4.12% in 2010 to 3.50%
in 2015, a 14.8% decline in only five years.

Acknowledging that the sectoral and geographical composition of an economy’s export
basket influences the variation in market share, the focus of this chapter is on a measure of trade
competitiveness net of these composition effects. The figure in this box thus simulates how the
region’s market share would have evolved if its competitiveness had remained on par with that

GLOBAL MARKET SHARE OF LATIN AMERICAN AND CARIBBBEAN EXPORTS
(Percentage and percentage points, 2010-2015)

LAC LAC w/o Mexico

7% R 7%

6.16% ' 6.18%

6% 6%

5% 5%

4.12%
4% 4% 3.75%
3.50% -
3% 3%
2010 2015 2010 2015
W Observed market share W Neutral competitiveness market share

Source: IDB Integration and Trade Sector with data from BACI (CEPII).

(continued to next page)
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BOX 3: THE COMPETITIVENESS EFFECT AND CHANGES IN GLOBAL MARKET SHARE
(continued)

of the rest of the world, that is, if the competitiveness effect had remained neutral. It is further
assumed that the sectoral composition and geographical distribution of the export basket re-
mained constant at 2010 levels.

Under these assumptions, LAC’s market share in 2015 would have marginally increased
to 6.18%, instead of falling. This increase of 11 b.p. with respect to the observed market share
would have resulted from a positive partner effect, which would have compensated a nega-
tive product effect. In other words, had the region not experienced an erosion in competitive-
ness, the value of exports would have been US$17 billion higher, even in a context of falling
commodity prices. Excluding Mexico, the region would have still lost market share, but at a
lower rate. In this scenario, the market share would have been 3.75% in 2015, that is, 25 b.p.
above the one actually registered that year, but still 37 b.p. below the one observed in 2010.
This reflects the negative impact of product and partner effects on the export performance
of South American countries.

the first period, it accounted for less than 10% of total export growth, whereas in the
last one it explained over 75%.

Even though some of these trends are common to all LAC economies, an analysis
disaggregated by country size and export specialization reveals relevant divergences.
Specifically, between 2010 and 2015, the average rate of export growth (2.5%) was

FIGURE 16 ®* DYNAMICS OF THE EXPORT GROWTH DETERMINANTS FOR LATIN
AMERICA AND THE CARIBBEAN
(Growth rates, percentage and percentage points, 2000-2015)
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Source: IDB Integration and Trade Sector with data from BACI (CEPII).
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FIGURE 17 ®* DETERMINANTS OF EXPORT GROWTH OF LATIN AMERICA AND THE

CARIBBEAN BY COUNTRY GROUP
(Growth rates, percentage and percentage points, 2010-2015)
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Note: The classification of countries is in footnote 3. The Caribbean includes Bahamas, Barbados, Belize, Guyana, Haiti,
Jamaica and Suriname. The group of countries intensive in fuels and energy includes Trinidad and Tobago.

driven by the exceptional performance of Mexico, whose exports ¢

increased 30.4% and more than compensated the contraction Marked
observed in the rest of the region (-11.4%) (Figure 17). Even asymmetries
more significant was the distinct incidence of the various de- in export

terminants,”? particularly the diametrically opposed profiles of
Mexico and Brazil in terms of adaptation to global demand. In

performance
emerged in the

the other countries and groups, the product effect was posi-
tive only in those with exports intensive in agricultural goods o
and in Central America, whereas the partner effect was also
positive in the latter.

The only LAC economy that gained competitiveness

post-crisis.

between 2010 and 2015 was

Mexico, where the effect added 7.0 p.p. to export growth. In countries with exports
intensive in agricultural products, the Caribbean, and Central America, the effect
was larger but negative, with contributions of -20.7 p.p., -16.5 p.p. and -12.8 p.p., re-
spectively. In Brazil, in countries with exports intensive in minerals and metals, and in
those intensive in fuels and energy, variations in competitiveness also had a negative

2 The global effect is not considered in the analysis since, by definition, it is equal for all subregions. Moreover,
in the most recent period, it was fairly small given the low rate of growth of global trade.
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impact, albeit of lesser magnitude, as the main determinants
of the export contraction were the composition effects.
In summary, during the post-crisis trade relapse, the

The superior
competitiveness

growth rate of regional exports was positive, but lower than of Mexico did
that of global trade. This resulted in a loss of market share not compensate
for LAC. Furthermore, the decomposition of regional export the loss in the
performance reveals that, with the exception of Mexico, the rest of the
growth differential between LAC and the world has been region.

determined not only by the region’s export specialization, —
but also by its declining capacity to compete in foreign

markets. This finding shifts the focus of policies from addressing the supposedly
penalizing impact of commodities specialization to fostering the ability of all pro-
ductive sectors to compete in international markets.

Export Competitiveness by Product and Partner —

Only agricultural
The analysis by product®™ reveals that LAC’s competitive-

ness declined in all categories. The only exception was that
of agricultural primary products, which contributed 1.1 p.p.
to regional export growth in 2015 (Figure 18). The largest
loss of competitiveness was in industrial manufactures (-1.3
p.p.), which becomes particularly stark once Mexico is excluded from the regional ag-
gregate (-4.8 p.p.). Competitiveness also declined in sectors of greater value added:
agricultural and mineral manufactures contributed negatively to growth and offset
the mostly positive impact of the equivalent primary products.
Looking at the incidence of the competitiveness effect across countries and
groups also reveals significant features. First, there is wide variation in the magnitude
o and direction of its contribution: from 7,0 p.p. to the growth of
Regional Mexican foreign sales to -20.7 p.p. in countries whose exports
competitiveness are intensive in agricultural products. Second, the largest rela-

commodities
gained
competitiveness.

tive declines in the competitiveness of industrial manufactures
were registered in Central America (-14.6 p.p.), countries with
exports intensive in agricultural products (-6.5 p.p.) and in
Brazil (-5.4 p.p.). Finally, in several groups, competitiveness

lagged in
manufacturing
sectors.

3 The analysis by product is based on the following six categories: Agricultural Primary Products (AP), Mineral
Primary Products (MP), Agricultural Manufactures (AM), Mineral Manufactures (MM), Industrial Manufactures (IM),
and Fuels and Energy (F&E). If a category contributes positively/negatively to the competitiveness component,
the interpretation is that the region is more/less competitive than the rest of the world in exports of the particular
product category. See Methodological Annex 5.
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FIGURE 18 ® COMPETITIVENESS EFFECT ON EXPORT GROWTH FOR LATIN AMERICA
AND THE CARIBBEAN BY PRODUCT
(Growth rate, percentage and percentage points, 2010-2015)
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Source: IDB Integration and Trade Sector with data from BACI (CEPII).
Note: The competitiveness effect is disaggregated based on the six product categories listed in footnote 13.

losses were concentrated in the most prominent categories

The greatest of their export baskets, as observed in countries with exports
loss of intensive in agricultural products (-8.9 p.p.) and in minerals
competitiveness and metals (-3.3 p.p.)."*

was in The disaggregation of the competitiveness effect by
intraregional partner' reveals that, for LAC, losses were particularly large

in the intraregional market. The declining competitiveness
— % inintraregional exports subtracted 2.7 p.p. from the growth

of total exports between 2010 and 2015 (Figure 19). Again,
the effect is larger (-4.3 p.p.) once Mexico is excluded. The region also lost ground
to global competitors in the EU market (-0.9 p.p.), despite gains by Mexico and the
Caribbean. In general, LAC’s exports became more competitive in the rest of de-
veloping Asia (0.9 p.p.), although performance was uneven across country groups.

exports.

4 The reported contributions are the sum of AP and AM (-6.0 p.p. and -2.9 p.p.) and of MP and MM (0.9 p.p.
and 4.2 p.p.), respectively.

5 The analysis by partner is based on the following six regions: LAC, China, rest of developing Asia (India and
ASEAN), European Union (EU), the United States (U.S.), and the rest of the world (ROW). In line with the analysis
by product, if a partner contributes positively/negatively to the competitiveness effect, it means that the region
is more/less competitive than the world in exports to that particular partner.
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FIGURE 19 ®* COMPETITVENESS EFFECT ON EXPORT GROWTH FOR LATIN AMERICA
AND THE CARIBBEAN BY PARTNER
(Growth rate, percentage and percentage points, 2010-2015)
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Note: The competitiveness component is disaggregated based on the six partners listed in footnote 15.
Mexico’s competitiveness increased in all destinations,
but the performance of the remaining country groups was The
asymmetrical across partners. All groups lost competitiveness competitiveness
in the intraregional market, with the most substantial decline of agricultural
affecting the exports of countries intensive in agricultural exporters

products (-12.1 p.p.). In the Chinese market, Brazil (1.8 p.p.) declined the
and the Caribbean (1.4 p.p.) increased their participation, while most in the
countries with exports intensive in agricultural and mineral regional market.
products, as well as Central America, lost ground. In the U.S. o
market, Central America (-6.8 p.p.) and the Caribbean (-5.1p.p.)
lost competitiveness, whereas Brazil gained (1.1 p.p.). Finally, in the European market,
the Caribbean and to a lesser extent the countries with exports intensive in fuels and
energy were the only groups that benefitted from the competitiveness effect (5.7 p.p.
and 0.6 p.p., respectively), while negative impacts were registered for agricultural
exporters (-4.6 p.p.), exporters of minerals and metals (-3.1p.p.), and Brazil (-3.3 p.p.).
In summary, the disaggregated analysis of the competitiveness effect reveals, in
broad lines, the sectors and destinations in which export opportunities were missed,
independently of the evolution of global demand. In particular, in the most recent
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period, LAC’s competitiveness declined in industrial manufactures and in the intra-
regional market. To complement the analysis, the next section identifies the region’s
main competitors and describes the variation in their market shares.

Patterns of Competition in the Global Market

Stylized competitiveness maps are constructed to illustrate

LAC’s export position with respect to its main competitors. Competitiveness
The maps present the variation of the market share controlled maps

by the region in its main export destinations (columns), and characterize the

contrasts it with that of other relevant export suppliers position in global
(rows).'® Market shares are calculated for four product cat- markets.

egories: primary products (PP), primary manufactures (PM), —
industrial manufactures (IM), and fuels and energy (F&E)V
(Figure 20). The change in market share is the net result of the previously-discussed
effects that drive export performance.’® The corresponding indicators for countries
and groups are reported in Statistical Annexes 1and 2.°

The share of global trade controlled by LAC declined significantly in the post-
crisis as a result of diverging performances of Mexico and the rest of the region. As
previously analyzed (Box 3), LAC’s exports fell from 6.16% of global trade in 2010
to 6.07% in 2015, a loss of 9 b.p. Excluding Mexico, the reduction was considerably
larger, from 4.12% to 3.50%, equivalent to 62 b.p., since Mexico’s market share actu-
ally increased from 2.04% to 2.56%. The lost trade revenue was equivalent to US$14.3

6 The analysis by competitor is based on the following groupings: the U.S.; the EU (including intra-zone exports);
Developing Asia (in short, Asia, including China, India, and the countries of the Association of South East Asian
Nations); Australia, New Zealand, and Canada (ANZC, which constitute the group of main agro industrial and
mining exporters); Russia and the oil countries of the Gulf and Africa (RGA, which represent the main extrare-
gional suppliers of fuels and energy); and the Rest of the World (ROW, within which Japan and South Korea are
particularly influential). In all cases global market shares are calculated including intra-EU exports.

7 For this analysis, all products defined at the 6-digit level of the Harmonized Commodity Description and Coding
System are aggregated under the previously defined product categories (see footnote 6). The PP category in-
cludes AP and MP, and the PM category contains AM and MM.

'8 For a correct interpretation of the results, it should be noted that the analysis in this section examines only
the product and competitiveness effects on the variation of market shares (see Statistical Annexes 1and 2).

9 Statistical Annex 1 provides disaggregated information for Mexico; Brazil; Central America, including the
Dominican Republic; countries with exports intensive in agricultural products (Argentina, Paraguay, and Uruguay);
countries with exports intensive in minerals and metals (Peru and Chile); and countries with exports intensive in
fuels and energy (Bolivia, Colombia, Ecuador, Venezuela, and Trinidad and Tobago). Unlike the map presented
for the aggregate of LAC in the main text, a more aggregated sector classification is used in the detailed maps
in the Annex. An additional competitor category, Other Countries of Latin America and the Caribbean (OLAC),
is also included. To reduce the complexity of the visualizations and to more precisely study the patterns of com-
petition, a “core export basket” is defined based on the most representative subset of export products for each
LAC country or country group. Statistical Annex 2 presents detailed data by country.



THE COMPETITIVENESS GAP

'sdnoJB pue s8113uN0d 214198ds U0} S8JNB1 SBPIACIA Z XBUUY |eD11SI3R}S pue ‘SaJeys 3axyJew Ul abueyd ayj Jo sjueuiuialep
8U3 U0 |Ie1ap seplAcad | Xauuy [ed11SI3e)S 108))8 8yl JO UOIIeALIBP 8y} sule|dxa 9 Xauuy |ed160j0pOoYIs|A ‘Paledipul 8Je Jsulied yoes 0} paullssp 021X INOYIM pue Yim spodxe Dy
JO @Jeys pue uoIsodwod ay] (SMoJ) $10313dwod Ulew S}i JO 3By} pue (SUWN|OD) SUOIIeU}Sep 340dXa UleW S}I Ul 84eYsS J8yJew S,Q ] Ul 86ueyd ay) 81edipul paliodai sanjeA ay] 210N

"(1ld32) 10Vg Wodj elep Y3im J0309S 8ped] pue uonjelBaiul gq| :824nos

J%dm WNdE ddm W=
00l

0 00L— 00} 0 00L— 00L 0 00L— 00L 0 00L— 00} 0 00L— 00l 0 00L—
r ™ ! ﬁ .
j _ ﬁ VO
|
_ -j | OZNY
_ |
=
a i 1 VISV W
7 || o
- »
=0
k na 3
| | ®
: :
vm| WH A Le— eu G- 02IX3\
o - -
z- = z )2 = om
= G- ) eu 6— V1
¢ 9 NWI € = g 5 MII
= = s L - V1
4 = cs Z 6=
MOY n3a s'n VISV aov1 atdom
O2IX8\ O/M 02IX3|\ O/M 02IX3|\ O/M 02IX3|\ O/M 02IX3|\ O/M 02IX3|\ O/M
vl vl vl ov1l vl ov1 ov1 ov1 ov1l ov1
= = SHE  TmEe EEEY EEE mEp=s S¥ER
sgly 3gge  399% 383y 3ash gss L Bl 0
= ) S g
M @
S,
8 m
N 3
%8|~ = 00IXe|\ o/m OV Ul 8bueyD 4 9]
5 @
%G'L— = 8leys jesiew Oy ut ebueyn 4 $

(S10Z-0107 ‘sjuiod siseq ‘aieys 1ayJew pliom ul abuey)d)
YOLILIdWOD ANV ‘1ONAO0YUd ‘YANLYVC A9 SLYOdXT NvIFDIdVI ANV NVIIIWY NILVT 40 SSANIAILILAdWOD « 0T FANDIL

39



40

TRADE AND INTEGRATION MONITOR 2017

billion, or 1.6% of total regional exports in 2015. Without
Mexico, the loss would have been equivalent to US$92.2
billion, or 17.4% of regional foreign sales. In relative terms, share affected
market share fell approximately 1.5% for the whole region, the entire region,
or 14.8% excluding Mexico, as the country’s share was 25% except Mexico.
higher in 2015 than in 2010. —
The divergence between Mexico and the rest of the
region is also apparent in the analysis by partners (Figure
20, in columns). With Mexico, LAC gained market share in the U.S. (25 b.p.) and, to
a lesser extent, in Asia (9 b.p.), and lost in the intraregional
S market (-17 b.p.), the EU (-14 b.p.) and the rest of the world (-12

The loss in market

The loss of p.b). Without Mexico, the picture is much more unfavorable: a
intraregional smaller gain of 4 b.p. was registered in the Asian market, and
market share the gain in the U.S. market reversed dramatically and turned
stands out. into a loss of 16 b.p. Declines of similar magnitude to the ones

——o registered for the LAC aggregate were observed in the rest
of the destinations.
The analysis by product underlines the incidence of both ¢

structural and cyclical adjustments in oil markets (Figure 20, The region

in rows). In the F&E segment, the region’s market share re- suffered sharp
tracted 49 b.p., essentially through a loss in the U.S. market. losses in energy
The adjustments in oil markets negatively affected not only markets.

LAC, but all the main suppliers, with the notable exception —
of the U.S., which gained market share, particularly in refined

products. The U.S. performance resulted from the adoption of innovative extraction
techniques in the country,?® and came at the expense of LAC, as well as the group
of fuel and energy producers (RGA), whose market share fell dramatically (326 b.p.).
However, in addition to countries whose exports are intensive in fuels and energy, the
adjustments in oil markets negatively impacted several other countries of the region
(see Statistical Annexes 1and 2).

Apart from this significant structural transformation, gains and losses in market
share exhibit significant variations by the goods’ degree of processing. For instance,
the region lost market share (-4 b.p.) in the aggregate category of commodities and
derivatives, which excludes energy products.?’ However, in the PP segment of lower
value-added, which includes both agricultural and mineral primary products, a gain
of 6 b.p was observed. This expansion occurred primarily in Asia, and was attributed

20 See Giordano (2014) for a more extensive treatment of the current transformations in the U.S. oil market and
their relevance for the region.
21 Commodities and derivatives (C&D) includes PP and PM.
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to the superior performance of Brazil and countries with ex-

Concentration ports intensive in mineral products, which compensated the

in products loss incurred by countries intensive in agricultural products
with lower (see Statistical Annexes 1and 2). In the opposite direction, in
value added the higher value-added PM segment, the region’s market share
increased. retracted 10 b.p. The loss was observed in all destinations,

——© except the U.S. In the European market and notably in the

intraregional market, LAC lost market share to U.S. and Asian

competitors. In Asia the latter gained market share at the expense of the region, and
strongly consolidated their global footprint in the segment.
The region registered important gains in the IM segment

(44 b.p.), which were concentrated in the U.S. market (52 b.p.) Only Mexico

and derived primarily from the already discussed export per- increased
formance of Mexico. The rest of the region lost market share market share
in all destinations, except for modest gains by Brazil in the in industrial

U.S. (Statistical Annex 2). The most relevant development in manufactures.
the IM segment was LAC’s loss in the intraregional market (-9 S
b.p.). This reduction came to the benefit of Asian competitors
and, to a lesser extent, of U.S. and EU suppliers. In the EU market, the region also lost
market share (-4 b.p.), in the face of competition from the same group of suppliers.
In sum, the analysis of Latin American and Caribbean export performance reveals
that, over the last decades, countries have followed clearly divergent trajectories. On the
one hand, Mexico’s exports became more competitive, and the country gained ground
in its main destination market, the U.S., which, in turn, displayed above-average dyna-
mism. On the other hand, the rest of the region, and particularly the countries of South
America, increased their participation in Asian markets for lower-value-added primary
products, but lost competitiveness in higher-value-added segments. Also noteworthy
are the losses in the intraregional market, where global rivals expanded their presence
at the expense of Latin American exporters. As opposed to what is commonly assumed,
competition is not only coming from developing Asia, but also from exporters located
in advanced economies. Two conclusions can be drawn from these findings: first, coun-
tries must prioritize policies that stimulate productivity and increase competitiveness
in international markets; second, they must search for innovative ways to participate
in global trade by harnessing the opportunities generated by disruptive technologies,
such as electronic commerce, which is discussed in the last chapter.
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The Potential of Electronic
Commerce

The sale of goods and services through electronic means, although not a new phe-
nomenon, has been expanding rapidly, creating new opportunities for consumers
and producers. In order to reap the benefits of this new type of exchange, Latin
American and Caribbean countries must address both traditional and new obstacles
to international trade. In addition, it is necessary to close the regulatory gap between
global best practices and the region’s commitments on the issue.

Information and communication technologies (ICT) have been revolutionizing
trade. By reducing costs, they narrow the distance between buyers and sellers, creating
new opportunities for international exchanges. However, calculating the volume and
value of e-commerce is a challenge due to the intangible nature and/or small value
of many transactions. This chapter provides an overview of the state of e-commerce
in LAC, examines the main obstacles faced by exporters, and benchmarks the re-
gion’s regulatory efforts against global best practices. The analysis suggests that,
despite its growing importance, e-commerce represents a small share of the value
of international trade. Thus, while it is appropriate that countries position themselves
to take advantage of this new way of trading, e-commerce will only partially address
the region’s competitiveness limitations.

The Characteristics of E-commerce

Electronic commerce or e-commerce is defined as the sale or purchase of goods or
services, conducted over computer networks by methods specifically designed for
receiving or placing orders.??2 Although the sale transaction must be conducted on-
line, the payment and delivery do not. Cross-border e-commerce, in turn, comprises
online transactions leading to the delivery of goods or services in a country other

22 QECD (2009). It should be noted that alternative definitions are used by other organizations.
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than that of origin. In general, e-commerce is classified
into five segments depending on the actors involved: B2B
(business to business), B2C (business to consumer), C2C

E-commerce:
an opportunity

for consumers, (consumer to consumer), B2G (business to government),
businesses and and C2B (consumer to business).2?
governments. The B2B segment, which includes domestic and inter-

national transactions that take place within value chains,
accounts for the dominant share of global e-commerce. ¢——

Since there are no official data on e-commerce flows, Business to
estimates are often based on proxy measures and as- business is the
sumptions, varying widely depending on the source and largest e-commerce

methodology. According to conservative estimates, the segment by value.
value of global B2B transactions was nearly US$7 trillion o
in 2015, whereas alternative sources report that it had al-

ready surpassed US$15 trillion in 2012-2013 (Figure 21).%* In the U.S., one of the few
countries with official figures, B2B e-commerce value more than doubled in nominal
terms from 2005 to 2015 (121%), reaching US$5.7 trillion. This figure is equivalent to
44% of U.S. traditional manufacturing and wholesale transactions, which increased
29% during the same period.

Compared to the B2B segment, global B2C e-commerce amounts to a much
lower value, but is growing at a substantially higher rate. Online purchases by con-
sumers reached between US$1.9 and US$2.7 trillion worldwide in 2016 (Figure 21).2°
Inthe U.S., they nearly quadrupled in nominal terms (368%) between 2005 and 2015.
In addition, it was equivalent to only 5% of U.S. traditional retail in 2015, suggesting
that there remains substantial room to grow.

Although cross-border e-commerce still constitutes a small percentage of in-
ternational trade, it is also picking up.2® International sales of goods in the B2C seg-
ment are estimated to have amounted to over US$300 billion in 2015, equivalent to

23 The classification applies to domestic and cross-border e-commerce. Due to data limitations, this chapter
focuses on the B2B and B2C segments.

24 Gtatista (2016a) and United National Conference on Trade and Development (2016).

25 Statista (2017) and E-commerce Foundation (2016).

26 Cross-border e-commerce includes the sale of physical products bought online and shipped across borders,
and of digital products (e.g. music, videos, applications and games) purchased and downloaded online, as well
as online services transactions. There is no agreed upon definition of digital products in the WTO, particularly in
what regards those products that used to be exchanged physically and that can now be traded virtually. There
is also lack of clarity regarding whether these transactions should be regulated by the General Agreement on
Tariffs and Trade (GATT) or the General Agreement on Trade in Services (GATS). In addition to the problems
with its definition, calculating the volume and value of cross-border e-commerce is an even greater challenge
than measuring domestic e-commerce. This happens because digitally-traded products are intangible and not
declared to customs, while physical shipments below a certain amount are also not captured in official statistics.
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FIGURE 21 ® ESTIMATED GLOBAL AND LATIN AMERICAN AND CARIBBEAN B2B AND
B2C E-COMMERCE SALES
(Billions of US$, selected time periods)
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Sources: IDB Integration and Trade Sector with data from Statista, the United Nations Conference on Trade and Develop-
ment (UNCTAD), and E-commerce Foundation.

Note: The figure summarizes the available estimates for B2B and B2C e-commerce sales, and includes domestic and cross-
border transactions. LAC B2C sales are reported with similar figures by Statista and E-commerce Foundation for 2015 (see
footnote 29). The low estimates for global B2C (for 2016) and B2B (for 2015) are reported by Statista. The high estimate
for global B2C (for 2016) is reported by E-commerce Foundation, and for global B2B (for 2013) is reported by UNCTAD.
There are no data for LAC B2B sales.

1.4% of global exports of goods that year.?’” The relative
importance of cross-border e-commerce is modest, but
it increased 30% from 2014 to 2015, and is expected to
continue expanding considerably to reach around US$1
trillion by 2020.28 One way to approximate the increas- but is growing at a
ing dynamism of cross-border B2C e-commerce is to higher rate.

The value of business
to consumer
transactions is lower,

27 Specific data on electronic trade in services are not available. Yet, it is possible to estimate its importance
based on figures for cross-border trade in services, corresponding to delivery mode 1 of the WTO classification,
as such transactions occur primarily through electronic means. For the 28 members of the EU, cross-border
trade in services accounted for 21% of total services trade by value in 2013 (EuroStat, 2016). Meanwhile, the U.S.
exported US$357.4 billion in digitally-deliverable services in 2011, representing over 60% of U.S. services exports
and about 17% of total U.S. goods and services exports (U.S. Department of Commerce, 2014). These figures
indicate that electronic transactions are potentially more relevant and represent a larger share in the services
than in the goods sector.

28 AliResearch-Accenture (2016).
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FIGURE 22 ® LATIN AMERICA DOMESTIC AND INTERNATIONAL SMALL PARCEL
DELIVERY
(Average annual variation and share of world total, percentage, 2005-2015)
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Source: IDB Integration and Trade Sector with data from the Universal Postal Union (UPU).

observe the growth of international small parcel delivery.
Despite considerable annual variation, and the fact that A small percentage

international deliveries account for less than 2% of small of international
parcel shipping, its number has grown faster than that of trade is conducted
domestic deliveries nearly every year since 2005, increas- electronically.

ing around 155% until 2015 (Figure 22). —
Latin America’s participation in e-commerce remains

marginal, despite substantial increase. B2C sales in the region were around US$47
billion in 2015, a growth of 24% from the previous year.?° Yet, the share of global
B2C spending controlled by the region hovers around 2%, which is lower than its
S participation in global GDP (7%) and in international merchan-

E-commerce dise trade (6%). It is also substantially below the 40% share
of global B2C spending controlled by Asia. Additionally, as
a percentage of GDP, e-commerce represented less than 1%
in the region, whereas it was over 3% globally, and between
4 and 5% in Asia in 2015.3° Finally, as a share of total retail

sales in Latin
America are
below potential.

29 Statista (2016b) and E-commerce Foundation (2016). Statista (2016b) reports B2C sales of US$47.4 billion in
2015, while the E-commerce Foundation (2016) reports US$46.2 billion. The E-commerce Foundation includes
Mexico in North America; the figure reported for Latin America from this source is adjusted to include Mexico.
30 E-commerce Foundation (2016).
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sales, e-commerce sales in Latin America (1to 1.9%) were
considerably below the world average (7 to 8.7%) in 2016.%' Nearly 70%

Only a few Latin American countries are actively of regional
participating in e-commerce. Brazil, Mexico and Argentina e-commerce value
account for around 70% of all regional transactions by is generated in
value, slightly above their corresponding share of the re- Brazil, Mexico and

gion’s GDP. Brazil is the e-market leader with over US$15 Argentina.
billion in sales in 2015, followed by Mexico with sales of —t
over US$13 billion, and Argentina with nearly US$5 billion.32
The average number of annual online transactions per capita in Latin America in 2016
S was the lowest worldwide, 9.2, compared to 22.1in Asia.??

The digitalization Cross-border e-commerce is a booming segment in
the region. Latin America has the highest percentage of
online consumers that make purchases exclusively abroad
(15%), compared to 4% in Asia. Additionally, 42% of Latin
American online consumers make purchases both domestic
and internationally.34 However, while consumers are buying
abroad, Latin American sellers are not taking as much advantage of international
e-commerce markets, as gathered from the region’s falling share and lower rate of
growth of international parcel dispatches (Figure 23).3°

In a context of low growth rates for both the region’s GDP and global trade,

e-commerce emerges as a potentially revitalizing force. However, what is sold is as
important as how it is sold, and the fact that LAC countries specialize in the export
of goods that are not particularly suitable for online sales may limit the potential of
e-commerce in the region.®¢ Additionally, there are specific barriers that may prevent
consumers and producers from becoming online buyers and sellers, as discussed below.

of consumers is
greater than that
of producers.

Regional Barriers to E-commerce

Fostering e-commerce requires addressing both longstanding obstacles to trade and
emerging constraints that are specific to doing business online. As with traditional

31 Statista (2017) and E-commerce Foundation (2016).

32 E-commerce Foundation (2016).

3 Statista (2016b).

34 |psos PayPal (2016).

35 The next section addresses some of the obstacles faced by online exporters in the region.

36 The B2B segment, which comprises the bulk of e-commerce transactions by value, is partially structured around
manufacturing supply chains. Thus, LAC’s relatively minor share of global e-commerce is partially explained by its
specialization in commodities and low engagement in production sharing schemes. For an analysis of LAC’s export
specialization, see Giordano (2016); for an overview of LAC’s participation in global value chains, see Blyde (2014).

o
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FIGURE 23 ®* GLOBAL DOMESTIC AND INTERNATIONAL SMALL PARCEL DELIVERY
(Volume and average annual variation, millions and percentage, 2005-2015)
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Source: IDB Integration and Trade Sector with data from the Universal Postal Union (UPU).

Note: The figure summarizes the annual statistics on postal parcels collected from national postal operators by the UPU.
For international service, postal parcels are articles transported under the conditions of the Universal Postal Convention
and the Regulation on Postal Orders. For domestic service, the country-specific definition applies. The volume is mea-
sured in number of packages.

forms of international trade, e-commerce is hampered by

macroeconomic instability, lack of access to financial services, Digital barriers
low-skilled labor force, inexistent or deficient infrastructure, compound
and burdensome customs procedures, among other factors. It traditional ones.

is also hindered by barriers that prevent businesses and con- S
sumers from accessing the online marketplace, carrying out
electronic payments, and completing the delivery of both digital and physical goods
and services purchased over the Internet. As the first set of constraints has been ex-
tensively analyzed in the literature, this section focuses on those obstacles specific to
e-commerce transactions, particularly cross-border, and analyzes how LAC countries
have been addressing them in the context of preferential trade agreements (PTAS).
As per the definition, e-commerce includes the online
S sale of goods or services, while the payment and delivery
Internet access may occur online or offline. Table 4 describes the basic
is increasing, but requirements for the successful completion of each of the
three stages (sale, payment and delivery), as well as those
for the establishment of a supportive regulatory framework
4 for e-commerce.’”

remains below
potential.

37 Some requirements may be common to multiple stages, although they are not repeated in the table. Regulatory
aspects are analyzed in the last section.
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TABLE 4 °® STAGES OF E-COMMERCE TRANSACTIONS

Submitting/Processing

o Placing/Receiving Orders 9 Payments e Completing Deliveries
* Access to reliable and * Access to electronic payment * Logistics and transportation
affordable ICT and energy methods (e.g. credit and debit systems adapted to the
infrastructure and services. cards) and/or online banking. requirements of smaller and
+ Development of ICT/digital * Access to secure electronic higher-frequency shipments.
skills (for workforce and payment solutions (e.g. third » Standardized, harmonized
consumers). party e-payment service and simplified customs
providers). procedures, especially for

lower-value consignments.

Regulatory Framework

Market Access E-commerce Facilitation Protection of Users

Source: IDB Integration and Trade Sector.

To engage in e-commerce, businesses and consumers must have Internet access.
Policies to expand availability and adoption of ICT have been implemented by most
countries in LAC, with encouraging results in some areas such as mobile broadband.38
In fact, the average number of mobile broadband subscriptions per 100 inhabitants
increased from 5.6 in 2011 to 59.1in 2016. However, there is still wide variation across
subregions and penetration remains lower than the average for OECD countries, at
87.1 lines per 100 inhabitants in 2016 (Figure 24).

Despite progress in Internet penetration, service quality and cost remain prob-
lematic. In 2016, the average speed for mobile broadband in LAC was 2.05 Mbps,
compared to 22.02 Mbps for OECD countries. Additionally, in the same year, the
monthly mobile subscription cost US$35.1in the region, while in wealthier OECD
countries customers paid on average US$24.5.3° Finally, access to technology is
not enough in the absence of relevant ICT skills. Although
data are limited to a few countries and correspond to
2009, the UNESCO“° reports that 69% of Brazilian second-
ary schools have access to the Internet for pedagogical
purposes, while Ecuador stands at 45%, and Argentina at
36%. The regional outlier is Uruguay, with 100% coverage.
The different rates of Internet access, quality and cost, as

The quality and
cost of Internet
access limit the
participation of
firms.

38 Mobile broadband is a service that allows users to access the internet anywhere, whenever mobile coverage
is available.

39 Monthly subscription prices are measured in U.S dollars in terms of purchase power parity. For detail on meth-
odology and sources, refer to the indice de Desarrollo de Banda Ancha of the IDB, available at https://descubre.
iadb.org/es/digilac/pages/indice-de-desarrollo-de-banda-ancha.

40 UNESCO (2017).
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well as skills availability, are reflected in a lower share of LAC firms with online
presence (41%) compared with that of OECD firms (78%), and the world average
(44%) (Figure 25).

FIGURE 24 ®* MOBILE BROADBAND SUBSCRIPTIONS BY SUBREGION
(Number of subscriptions by 100 inhabitants, 2011 and 2016)
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Source: IBD Integration and Trade Sector with data from the /ndice de Desarrollo de Banda Ancha.

Note: LAC corresponds to all IDB member countries, grouped according to the Bank’s classification: Caribbean (Baha-
mas, Barbados, Guyana, Jamaica, Suriname, Trinidad and Tobago), Andes (Bolivia, Colombia, Ecuador, Peru, Venezuela),
Central and North America (Belize, Costa Rica, El Salvador, Guatemala, Honduras, Nicaragua, Mexico, Panama, Dominican
Republic), South America (Argentina, Brazil Chile, Paraguay, Uruguay).

FIGURE 25 ® LATIN AMERICAN AND CARIBBEAN FIRMS WITH WEBSITE
(Share of total, percentage, 2010)
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FIGURE 26 ®* POPULATION WITH SELECTED PAYMENT METHODS
(Share of total, percentage, 2011 and 2014)
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Source: IDB Integration and Trade Sector with data from the Global Financial Inclusion Database.
Note: Denotes the percentage of respondents 15 years of age or older who report having an account (by themselves or
together with someone else) at a bank or another type of financial institution, a credit card or a debit card.

Carrying out e-commerce transactions requires access to

efficient and secure payment methods and systems. In 2014, Limited access
the share of LAC’s population with an account at a financial to financial
institution was reasonably on par with world averages (51% intermediaries
and 61%, respectively). Even greater parity was observed in restrict payment

the case of credit and debit cards (22% and 18% for credit options.

cards, and 40% each for debit cards). Yet, the proportion —
is much lower than that in OECD countries (94%, 53% and

80% for each respective category). In fact, LAC’s 2014 figures are lower than those
exhibited by OECD countries in 2011 (Figure 26). In addition, the data does not take
into consideration whether these systems are suitable for international transactions,
and analyses suggest that banks in the region still charge high fees to transfer and
receive money from abroad,* while debit and credit cards can only be used in trans-
actions in the countries’ national currencies, hampering cross-border trade.

4 The Multilateral Investment Fund (MIF) of the IDB reports that the cost of transferring money in the region
dropped from as high as 20% of the transferred amount in 2000 to an average of 5.5% in 2010 (MIF, n.d.).
Although the cost is still considered high, the drop has been partially driven by greater competition in finan-
cial market due to the entry of start-ups and other non-bank institutions, which offer lower rates, but also less
guarantees. For an overview of MIF research on money transfers, see www.iadb.org/en/topics/remittances/
by-the-numbers,2584.html.
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One of the major barriers faced by regional exporters

is the monetary and time costs imposed by international Deficient
transportation and customs procedures. These issues con- logistics
stitute a particularly difficult challenge to the shippers of translate into
small and low-value consignments (Box 4). The sales of small high shipment
and medium-sized enterprises (SMEs) venturing into the in- costs.

ternational trade business lack the scale that would lead to —
lower shipping costs, which, all else equal, make up a higher
proportion of the final price of low-value goods.2
Regional SMEs engaged in cross-border e-commerce
—— recognize the particularly harmful effects of poor logistics
Digital obstacles and burdensome customs regulations. A survey of firms
are particularly engaged in the ConnectAmericas platform revealed that
detrimental over 30% of regional exporters rate market access, logistics
and customs regulations as the most serious barriers to
online cross-border trade (Figure 27). Partial solutions to
these obstacles include improving infrastructure, standard-
izing procedures and forms, electronically interconnecting
customs and logistic operators to allow for advanced cargo information, and au-
tomatizing risk management processes. Yet, new regulatory issues emerge, such
as the discussion over increasing de minimis exemption levels.*® In this regard, IDB
estimates for eight Latin American countries suggest that median firm-destination
exports would increase 20% in response to a doubling of the de minimis level
across destinations.*4
In sum, harnessing the opportunities of modern technologies for international
insertion requires overcoming obstacles that have long prevented LAC producers
from thriving in the global stage. It also requires addressing new issues ranging from
access to various forms of ICT infrastructure and services to customs modernization
and harmonization. Underpinning these issues is the need to establish a regulatory
framework that gives producers and consumers the necessary instruments, guaran-
tees and protection to engage in electronic transactions.

to small
enterprises.

42 Forexample, if the exported good costs US$100, US$Tin shipping costs represents only 1% of the price, whereas
it amounts to 10% of the cost of a US$10 good.

43 The term de minimis refers to the value below which imported goods can be exempted from customs duties
upon entering the country. This value varies across countries.

44 Unpublished IDB estimates. These gravity-based estimates include the traditional controls such as distance,
GDP, trade agreements, common language, etc.
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BOX 4: EXPORTA FACIL - FACILITATING SMES EXPORTS THROUGH POSTAL

INTEGRATION

Engaging in cross-border e-commerce, while particularly beneficial, is also relatively costlier
to SMEs. This is so because such firms tend to sell small volumes of lower-cost items, and have
more limited knowledge of customs procedures and export regulations. It is precisely in this kind
of situation that programs such as Exporta Facil, implemented by some Latin American postal
services, can have the greatest impact. Postal services are well positioned to facilitate trade:
their offices are present virtually everywhere and are entry/exit points for international deliveries.
Additionally, the costs associated with shipping through their network and using their logistics
solutions tend to be lower, especially for SMEs located in remote areas and those producing
specialized goods.?

Exporta Facil was launched in Brazil in 2000 to take advantage of the postal service net-

work to promote SME exports. The positive results obtained in the country led the program to
be selected in 2004 as one of the 31 strategic priority projects of the Initiative for the Integra-
tion of Regional Infrastructure in South America (IIRSA). Since then, it has expanded to another
four countries (Colombia, Ecuador, Peru, and Uruguay) and four others are in the process of
implementation (Argentina, Bolivia, Chile, and Venezuela), with a view towards integrating the
different national platforms to facilitate intraregional trade in small parcels.
By allowing SMEs to submit simplified customs documentation electronically, and taking over
the logistics for small shipments through the postal services, countries implementing the Exporta
Facil program support the diversification of exports in terms of firms, products and destinations,
which is essential in reducing vulnerabilities and increasing competitiveness.

EXPORTA FACIL EXPORT VALUES BY COUNTRY
(Average annual variation, percentage, selected time periods)
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70% 63.3% 67.5%
60%
50%
40%
30% 24.6% 26.3%
20% 18.4%
- n |

0%

Peru Uruguay Brazil Colombia Ecuador

Source: IDB Integration and Trade Sector with data from national authorities participating in IIRSA’s Trade Integration
through Postal Services for MSMEs project.

Note: Data refer to the following periods: Peru and Uruguay (2009-2013), Brazil (2000-2013), Colombia (2010-2013)
and Ecuador (2012-2013).

2@ Volpe (2016).

53



54

TRADE AND INTEGRATION MONITOR 2017

FIGURE 27 ® PERCEPTION OF CHALLENGES BY LATIN AMERICAN COMPANIES IN
CROSS-BORDER E-COMMERCE
(Share of respondents, percentage, 2017)
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Source: IDB Integration and Trade Sector with data from a survey of ConnectAmericas firms.

Note: Figure based on responses to a survey of 300 LAC companies that participate in the ConnectAmericas platform.
Respondents were asked to rate each issue on a scale from 1 (not a challenge) to 5 (a significant challenge). Percentages
reported refer to respondents that gave rates of 4 or 5.

Regulating Cross-border E-commerce

International trade, whether conducted via traditional or digital
means, is subject to the multilateral rules established under The multilateral
the auspices of the WTO. The General Agreement on Tariffs regulatory

and Trade (GATT), for instance, applies to goods purchased framework on
online and physically delivered across borders, whereas the e-commerce is
General Agreement on Trade and Services (GATS) does not incomplete.
distinguish between the means through which services are —_
delivered. Likewise, other agreements such as the Agreement

on Trade-related Intellectual Property Rights (TRIPS) and the Agreement on Technical
Barriers to Trade (TBT) have direct implications for e-commerce. Yet, the extent to
which these multilateral rules apply to e-commerce is not always clear. This prompted
the WTO to establish a Work Program on Electronic Commerce in 1998 to clarify
application and close loopholes. Additionally, e-commerce was selected as a core
topic of discussion during the organization’s 11" Ministerial Conference in Buenos
Aires in December 2017.
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Lack of clarity and gaps in regulation, coupled by the

slow pace at which the issue is being addressed in multilateral The TPP
fora, has led countries to start including e-commerce provi- agreement is
sions in PTAs, so as to establish a level playing field among a reference
partners. The Trans-Pacific Partnership (TPP), negotiated in terms of
between twelve countries in the Asia-Pacific region, includ- e-commerce

ing Chile, Mexico and Peru in LAC, is potentially the trade
agreement with the broadest range of e-commerce provi-
sions. These are mostly contained in Chapter 14 and cover 12
different issues (Box 5). The uncertainty surrounding the agreement’s entering into
force due to the decision by the U.S. to withdraw from it does not change the fact
that its e-commerce provisions can be regarded as a benchmark against which other
agreements can be appraised.*®

provisions.

BOX 5: SUMMARY OF E-COMMERCE PROVISIONS IN THE TPP

The following are obligations pertaining to e-commerce included in the TPP agreement.? Al-
though the provisions are not grouped by theme in the agreement, for analytical and illustrative
purposes, they are classified here under three categories: market access, e-commerce facilitation,
and protection of users. References in parenthesis refer to articles in the agreement.

Market Access

1. Non-discriminatory treatment of digital products: determines that Parties shall not accord
less favorable treatment to digital products from one Party than accorded to other like digital
products, excluding broadcasting (Article 14.4).

2. Customs duties: forbids the imposition of customs duties on electronic transmissions, in-
cluding content transmitted electronically, but maintains the Parties’ right to impose internal
taxes or other charges (Article 14.3).

3. Cross-border transfer of information by electronic means: requires Parties to allow the
cross-border transfer of information by electronic means, recognizing that each party may
have its own regulatory requirements concerning such transfer (Article 14.11).

4. Location of computing facilities: forbids Parties from requiring the use or location of com-
puting facilities in the Party’s territory as a condition for conducting business (Article 14.13).

5. Source code: forbids Parties from requiring the transfer of, or access to, source code of soft-
ware owned by a person of another Party, as a condition for the import, distribution, sale or
use of such software, or of products containing such software, in its territory (Article 14.17).

(continued on next page)

45 Michalczewsky and Ramos (2017).
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BOX 5: SUMMARY OF E-COMMERCE PROVISIONS IN THE TPP (continued)

E-commerce Facilitation

6. Domestic electronic transactions framework: requires Parties to maintain a domestic legal
framework consistent with the principles of the 1996 United Nations Commission on Interna-
tional Trade Law (UNCITRAL) Model Law on Electronic Commerce or the 2005 United Nations
Convention on the Use of Electronic Communications in International Contracts (Article 14.5).°

7. Electronic authentication and electronic signature: establishes the legal validity of electronic
signatures and requires the adoption of measures for electronic authentication (Article 14.6).

8. Paperless trading: compels Parties to make trade administration documents available in elec-
tronic form, and to accept such documents submitted electronically as the legal equivalents
of paper versions (Article 14.9).

9. Cooperation: recognizes the importance of working together to facilitate the use of e-
commerce by SMEs, and compels Parties to exchange information on regulations, policies,
enforcement and compliance, participate in regional and multilateral fora, and encourage the
development of methods of self-regulation by the private sector (Article 14.15).

Protection of Users

10. Online consumer protection: recognizes the importance of adopting and maintaining trans-
parent and effective measures to protect consumers, and of cooperation among consumer
protection agencies on activities related to cross-border electronic commerce (Article 14.7).

11. Personal information protection: requires Parties to adopt or maintain a legal framework
that provides for the protection of personal information, taking into account the principles
and guidelines of relevant international bodies (Article 14.8).

12. Unsolicited commercial electronic messages: mandates Parties to adopt or maintain mea-
sures regarding unsolicited electronic messages, and to provide recourse against suppliers
of such messages (Article 14.14).

@ The analysis focuses on the provisions contained in Chapter 14 (E-commerce) of the TPP, recognizing that mea-
sures affecting the supply of services delivered or performed electronically need to be in line with the obligations
contained in Chapters 9 (Investment), 10 (Cross-border Trade in Services), and 11 (Financial Services). Article 14.10 on
the principles on access to and use of the Internet for electronic commerce, Article 14.12 on Internet interconnection
charge sharing, and Article 14.16 on cooperation on cybersecurity measures are excluded from the analysis as they
recognize the importance of these issues, but do not establish specific obligations. Article 14.18 on dispute settle-
ment is also excluded as it pertains to exemptions and extended transition periods awarded to Malaysia and Vietnam.
®The Model Law on Electronic Commerce and the United Nations Convention on the Use of Electronic Communica-
tions in International Contracts aim to facilitate e-commerce by providing national legislators with a set of inter-
nationally acceptable rules on electronic communications. In particular, they provide for equal treatment between
paper-based and electronic information, which is essential for enabling paperless trading.

Although only three LAC countries are party to the TPP, several of them have
signed agreements containing full chapters or specific provisions on e-commerce. In
this context, it is opportune to analyze the inclusion and treatment of these regulatory
issues in the network of PTAs subscribed by LAC countries, benchmarking regional
efforts against the TPP agreement.
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E-Commerce Provisions in Preferential Trade Agreements

Around 70%

The analysis of e-commerce provisions in LAC’s PTAs includes
both a quantitative and a qualitative dimension. First, it identifies

whether the provisions on e-commerce included in Chapter 14 of of trade

the TPP are also reflected in the selected sample of PTAs signed agreements
by LAC countries.*® Second, it examines the treatment of these include
issues in terms of depth of commitments.#’ The quantitative e-commerce
analysis reveals that nearly 70% of the surveyed PTAs contain provisions.

at least one provision on e-commerce, with 52% containing a o
separate e-commerce chapter. All but two (85%) extraregional
PTAs include either a full chapter or provisions pertaining to e-commerce, whereas a
little over half (56%) of the intraregional ones do so. A total of 100 provisions on e-
commerce were identified, with an average of 3.4 provisions per agreement (Figure 28).
LAC PTAs contain on average less than a third of the e-commerce provisions included
in the TPP, and most commitments, 89 out of the 100, were undertaken in agreements
signed in the last decade (2006-2017). It should be noted also that nearly two thirds
of the analyzed agreements were signed in the last ten years.

The types of commitments undertaken and their depth
vary widely. Provisions in the category of e-commerce fa- ¢

cilitation are the most frequent ones. Of the 100 identified E-commerce
provisions, 45 were in this category. Specifically, 17 out of the facilitation
29 agreements (59%) have some commitment on paperless obligations
trading. These are not necessarily within e-commerce chapters, are the most

asinthe TPP, but rather in chapters dealing with trade facilita- frequent
tion and customs administrations. Provisions on cooperation o

46 For this analysis, a sample of PTAs was selected based on the following criteria: agreements signed after
1995, classified as free trade areas, and notified to the WTO. 29 agreements were analyzed, of which 16 are
intraregional and 13 are extraregional with LAC’s main partners: China, the EU, and the U.S. The main regional
trade agreements, namely the Andean Community (CAN), the Caribbean Community (CARICOM), the Central
American Common Market (CACM), and the Southern Common Market (MERCOSUR), were excluded from
the statistical analysis. This methodological choice was based on the fact that the referred agreements were
signed prior to 1995 and do not comprise, in their original texts, specific provisions on a relatively new topic
such as e-commerce. Their inclusion would, therefore, bias the results of the analysis downwards. They are
nonetheless included in the qualitative discussion on measures adopted by the blocs and not reflected in the
text of the agreement.

47 Some methodological limitations are the following: the quantitative exercise is based on the texts of the PTAS’
underlying agreements, focusing exclusively on legal commitments undertaken in the context of trade negotia-
tions, which excludes complementary legislation and initiatives. Additionally, it does not consider the degree of
implementation of undertaken commitments, meaning that, while countries might have agreed to certain obliga-
tions, the reality on the ground might not reflect them. Refer to Methodological Annex 7 for further details on
coverage, procedures and limitations.
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FIGURE 28 ®* E-COMMERCE PROVISIONS IN SELECTED LATIN AMERICA AND
CARIBBEAN PREFERENTIAL TRADE AGREEMENTS
(Number of agreements and provisions per agreement)

a. Agreements b. Provisions per agreement

3.6
33 3.4

With provisions Without provisions Intraregional Extraregional Total

M Extraregional M Intraregional

Source: IDB Integration and Trade Sector with data from INTrade.

on e-commerce issues, and on electronic authentication and electronic signature are
found in 41% and 38% of agreements, respectively. Finally, 17% of agreements deal with
domestic regulatory framework, but with much weaker language than the TPP, only
requiring that regulations be transparent and not unnecessarilyrestrictive (Figure 29).
The second most common category of provisionsis .

that of market access, with 36 out of the 100 provisions. The Market access

prohibition on the imposition of customs duties on electronic
transmissions is found in 48% of the agreements, making
permanent and legally binding the WTO moratorium, as in
the TPP.#8 Provisions on the free flow of information across
borders are found in 38% of the agreements. However,
the TPP includes a separate article compelling parties to
allow the cross-border transfer of information, while most LAC PTAs determine
that countries shall cooperate or hold future discussions to ensure that informa-
tion flows freely. That is, the provisions included in LAC PTAs constitute a much
lighter best endeavor obligation. Different wording is also found in the 38% of
agreements that deal with the non-discriminatory treatment of digital products:
the TPP and the majority of LAC PTAs prohibit discrimination of digital and “like
products”.*® Yet, a few PTAs determine that digital goods will not receive less

provisions are
found in nearly
half of the
agreements.

48 While no specific agreement is reached in the WTO regarding global electronic commerce, member countries
agreed not to impose customs duties on electronic transmissions, the so-called “moratorium”.

49 In general, “like products” are those that are identical in all respects to the product under consideration or,
in the absence of such a product, another product which has characteristics closely resembling those of the
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FIGURE 29 ®* E-COMMERCE PROVISIONS IN SELECTED LATIN AMERICA AND
CARIBBEAN PREFERENTIAL TRADE AGREEMENTS BY TYPE
(Percentage)
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favorable treatment than those traded “by other means”, not specifying if the
prohibition applies only to identical or also to similar products. Finally, none of
the analyzed PTAs deals with the issues of source code and location of computing
facilities (Figure 29).

Protection of users is largely excluded from the list of
commitments undertaken by LAC countries. The issue com-
prises only 19 of the 100 provisions, and while 34% of them of users is
include wording on online consumer protection, the commit- absent in most
ment is often to maintain dialogue on the issue and to ensure agreements.
cooperation between national consumer protection agencies. B

Protection

Protection of personal information and against unsolicited electronic messages are
only cursorily mentioned under cooperation initiatives in a handful of agreements
(Figure 29).

In sum, while most of the analyzed agreements contain e-commerce provisions,
their average number of commitments is less than a third of those contained in the TPP.
Greater progress has been achieved inimplementing e-commerce facilitation measures,
but these include a few commitments that are not exclusive to digital trade, such as

product under consideration. Yet, the practical determination of what constitutes a like product is often done
on a case-by-case basis and varies across agreements.
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the automation of customs procedures. Meanwhile, very few negotiations have ad-
dressed e-commerce specific topics, particularly those pertaining to online protection.

The Regulatory Gap in Latin America and the Caribbean

The disparity between LAC’s regulatory framework on e-com-

There is a merce and the global benchmark (TPP) is even more evident
gap between if measured in terms of the gap between potential and actual
potential commitments. Potential commitments are those that LAC coun-
and actual tries would have to abide by if all 12 provisions of the TPP were
commitments. to be adopted. Actual commitments are those that have in fact

— & been undertaken in the countries’ PTAs.>° The analysis con-
ducted in this section measures the quantitative gap between

the provisions contained in the TPP and those included in the selected sample of LAC
PTAs, giving equal weight to each provision. It should be recognized nonetheless that
some provisions have a greater potential impact on the expansion of e-commerce than
others. For instance, if all parties to a PTA already have compatible domestic legislation
establishing the equivalence of paper-based and electronic communications, including
such a provision in the agreement, while reducing the quantitative gap, should not have
a substantial qualitative impact on e-commerce. Similarly, the .
inclusion of a provision prohibiting the imposition of customs The regulatory
duties has had negligible qualitative impact, as no country ef-
fectively does so. The potential impact of specific provisions,
in addition, is partially dependent on the context in which they
are negotiated. Thus, defining which ones should be prioritized
must be determined on a case-by-case basis.®

gap is large, but
slightly smaller

in extraregional
agreements.

50 To quantify the gap between potential and actual commitments, a matrix of bilateral relationships of LAC
countries amongst themselves and with the 3 main extraregional partners was built. To each bilateral relation-
ship the number of potential commitments (12, using the TPP as a benchmark), and the number of actual com-
mitments were assigned. Since the Caribbean countries have near uniform commitments, they were treated as
a single unit, resulting in a dataset of 19 LAC countries (18 Latin American countries plus the Caribbean) and 3
extraregional (China, EU and the U.S.), for a total of 22. This dataset comprises 171 intraregional bilateral rela-
tionships and 57 bilateral relationships between the region and the 3 extraregional partners. Thus, if all the TPP
provisions were adopted by LAC countries, 2,052 bilateral commitments (12*171) would be undertaken within
the region and 684 (12*57) with the extraregional partners. These are the potential commitments against which
actual commitments are compared. Refer to Methodological Annex 7 for details on the construction of the matrix
and assignation of commitments.

51 Some provisions are arguably essential in enabling e-commerce, particularly those pertaining to cross-border
data transfers and protection of e-commerce participants. Yet, the qualitative impact of including them in trade
agreements still depends on whether the issues are regulated via domestic legislation, and on the compatibility
of such legislation across signatory countries.
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Actual commitments correspond to only 13% of poten-

tial obligations. The gap is slightly smaller for extraregional Protection
agreements, that contain 17% of all potential obligations, in of users is
comparison to 12% for intraregional ones. The number of absent in the
provisions per bilateral relationship is marginally larger in majority of the
extraregional than in intraregional ACPs (2 and 1.5, respec- agreements.

tively) (Figure 30). The extraregional gap is in great part ——
due to the scarcity of PTAs with China, compounded by the
small number of provisions in the few PTAs that have been signed with the country.
Agreements with the EU and the U.S. are more numerous and contain a higher number
of e-commerce provisions. However, commitments in LAC-U.S. agreements tend to
be deeper than those with EU countries, which are mostly restricted to recognizing
the importance of the topic and pledging to maintain dialogue and cooperation on
e-commerce development.

The member countries of the Pacific Alliance adopted the

greatest number of provisions, 10 on average. Chile, Colombia, Pacific Alliance
Mexico and Peru have been the most prolific negotiators, countries have
and the agreements subscribed by them contain the highest undertaken
number of e-commerce provisions. As three out of the four the greatest
countries are party to the TPP negotiations, commitments number of
have been undertaken in all the categories: market access, commitments.

e-commerce facilitation, and protection of users.

FIGURE 30 ®* COVERAGE OF E-COMMERCE PROVISIONS IN LATIN AMERICA AND THE
CARIBBEAN
(Percentage and number per bilateral relationship)
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Source: IDB Integration and Trade Sector with data from INTrade.

Note: Actual commitments refer to those that have in fact been undertaken by countries in the region in the framework of
selected PTAs. Potential commitments refer to those that LAC countries would have to abide by if the 12 provisions of the
TPP were to be adopted in all intra and extraregional bilateral relationships.
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The Common Market of the South (MERCOSUR) has
remained largely on the sidelines. Negotiations involving
Argentina, Brazil, Paraguay and Uruguay have stalled in the MERCOSUR

Regulations in

last few years, leading to a large gap between potential and have been

actual e-commerce commitments. However, it should be established
noted that MERCOSUR has advanced some internal standards via internal
through decisions and resolutions on electronic authentication resolutions.

and signature, consumer protection, and paperless trading, S—
in addition to establishing a working group on e-commerce

to foster cooperation. Bolivia is closer to MERCOSUR in terms of coverage, while
Ecuador has undertaken some commitments in the context of its negotiations with
Colombia, Peru and the EU.

S Central American and Caribbean countries benefited

Central from extraregional negotiations to advance e-commerce
America and regulations. While there are no provisions in the text of the
the Caribbean Central American Common Market (CACM), these countries
undertook undertook some significant obligations—about 6 out of the

12 included in the TPP—by signing the Free Trade Agreement
with the U.S. and the Dominican Republic (CAFTA-DR).
These provisions are spread equally between market ac-
cess and e-commerce facilitation categories. Similarly, the
negotiations. CARIFORUM-EU agreement provided Caribbean countries
o with the opportunity to agree on 5 out of 12 provisions,
although the language is lighter and commitments are not as deep as those in the
TPP. Additionally, the Revised Treaty of Chaguaramas establishing the CARICOM
single market and economy included a provision requesting countries to elaborate
a protocol on e-commerce.

In conclusion, while LAC countries still struggle to address longstanding ob-
stacles to international trade, new challenges emerge with electronic commerce. The
analysis of PTA provisions shows that LAC lags in terms of establishing a supportive
and harmonized regulatory framework dealing with the topic. While the significance
of e-commerce is still marginal compared to the value of traditional trade, conditions
are evolving at the speed of technological change. The extent to which the region will
be able to capitalize on these developments depends on how quickly it can modernize
its regulatory framework and close the competitiveness gap analyzed in this report.

commitments
through
extraregional



Conclusions

After the trade relapse of 2014, the so-called “double-dip”, LAC’s exports returned
to a path of growth. However, the trend reversal has been primarily driven by a re-
bound in commodity prices and, as of mid-2017, the recovery remains fragile and
concentrated in a few economies. Coming out of the longest trade recession in its
recent history, LAC faces a global outlook substantially less favorable than the one
that prevailed before the crisis. This scenario is characterized by the end of the com-
modity price boom that sustained external demand for more than a decade, endemic
competitiveness limitations that resulted in an erosion of regional and global market
shares, and protectionist tendencies that could hamper access to key markets. These
factors underscore the need to implement productivity-enhancing policies to improve
the region’s competitiveness, as well as to harness the opportunities generated by
disruptive technologies, such as electronic commerce.

After a decade in which trade either stagnated or contracted, the export recovery
marks a much-needed trend reversal for Latin America and the Caribbean. However,
the fragility of the recovery stresses the far-reaching impact of the transformations
underway in the global economy, as well as their implications for the region’s trade
prospects.

The easing of external pressures, resulting primarily from higher oil and mineral
prices, should not overshadow the long-term trends that characterize commodity
markets. In nominal terms, it seems clear that the price boom that sustained regional
trade performance for more than a decade has come to an end. Despite a brief im-
provement at the beginning of the year, the region’s terms of trade have reverted to
a level similar to that prevailing before the disruptive entry of China into the global
trading system. Moreover, the structural transformation in the United States oil market,
due to the adoption of unconventional extractive techniques, and the growing uncer-
tainty about the long-run growth rate of the Chinese economy, point to stabilization
or even deflation in the next few quarters. In real terms, although global trade has
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regained momentum after the slowdown of recent years, LAC has remained insulated
from the more dynamic sources of growth.

In a longer-term perspective, the analysis of regional trade performance indicates
an erosion of participation in global markets. The loss of global market share resulted
not only from the composition of the region’s export basket, biased towards com-
modities whose prices have been falling, but also from its declining competitiveness.
The analysis also reveals the divergent paths followed by Mexico, whose manufactur-
ing exports gained ground in the United States market, and by the majority of South
American economies, which largely reoriented their exports towards Asia and lost
competitiveness in higher-value-added segments. Despite these divergences, there
has been a generalized loss of competitiveness in the intraregional market, where most
economies lost ground to foreign competitors. Thus, as Mexico faces the challenge
of renegotiating the terms of access to its main export market, and the remaining
countries face headwinds in commodity markets, there is a renewed sense of urgency
in fostering regional integration, and prioritizing policies to strengthen the region’s
competitiveness in international markets.

Looking forward, and in a context of fragile growth and low competitiveness,
electronic commerce emerges as a revitalizing force. Even though the size of the
market is relatively small and insufficient to be a driving factor in overall regional
trade flows, LAC countries should be able to expand their presence in cross-border
electronic commerce, particularly in those segments that are growing substantially
faster than traditional merchandise trade. The challenge is to overcome longstand-
ing trade barriers, whose costs are proportionally greater for operators in the new
economy, as well as obstacles related to the digital nature of e-commerce. A review
of the international commitments undertaken by LAC countries reveals that the re-
gional regulatory framework is relatively incomplete and fragmented. This provides
ample opportunity for reform, as governments place the issue at the forefront of the
multilateral trade agenda.

These are just some of the elements that should be included in an ambitious
policy agenda to sustain the incipient trade recovery. However, it is evident that in
order to adjust to the structural forces that are shaping the global economy, a more
protectionist stance in developed countries, and to overcome the endemic competi-
tiveness shortcomings accumulated over the last decades, the region must recast
the private sector development strategies with a new emphasis on expediting its
internationalization.
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Statistical Annex 1

Patterns of Competitiveness in Export
Markets by Country and Group

This annex analyzes the changes in market shares of LAC countries and of their
most relevant competitors in primary export destinations. To this end, exports are
disaggregated into two broad product categories: industrial manufactures (IM) and
commodities and their derivatives (C&D). Markets to which the region exports the
two product categories are identified. In order to make the analysis more tractable,
the range of products analyzed is restricted in two aspects: first, for each country a
“core basket” of exports is defined. Second, exports of fuels and energy are excluded,
except for the group of countries specialized in that category of products.5? It is im-
portant to note that the analysis abstracts from the global and partner compositional
effects when comparing specific destination markets.>3

Mexico

Mexico’s core basket covers 44% of the country’s total exports® and is composed
in almost 90% by IM, mostly automotive and electric and electronic goods. It also
includes a significant proportion of C&D, both agricultural (fruits, beverages, and
meats) and mineral (silver, iron ore and iron manufactures, and copper derivatives),>®

52 The core basket for each country or group of countries is obtained by excluding those 6-digit HS categories whose
flows represented less than 1% of exports in 2015. This restriction allows for a clearer identification of the analyzed
countries’ and group’s main competitors in the most relevant export categories. For example, if energy exports were
included in the baskets of countries specialized in a different category, the main oil exporters would be included
as their competitors, although they are not relevant in the analysis. It should be noted, however, that working with
core baskets sacrifices the additive property, that is, the sum of the changes in market share for individual LAC
countries and groups is not equivalent to the changes for the aggregate of LAC, provided in Figure 20 of Chapter 3.
53 Since the global effect affects all economies equally, when working with market shares the effect disappears.
When observing one destination in particular, the partner effect is also canceled out. The product effect persists
since, even with a limited basket of goods, the countries or country groups experience changes in market share
resulting from the composition of their export baskets. The competitiveness effect also persists.

54 Of the 56% excluded, 6% is composed of F&E and 50% of categories with less than 1% (8% C&D and 42% IM).
55 This analysis excludes exports of F&E, which are the main export products in the C&D category for Mexico.
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PATTERNS OF COMPETITIVENESS IN EXPORT MARKETS BY COUNTRY AND GROUP

Mexico distributed proportionately between commodities
and manufactures.

Mexico increased its market share in both
product categories and in practically all relevant
destinations, especially the U.S., its main market
(Figure ATl). The increase in Mexico’s IM share
even exceeded that of the U.S. and Asia. In C&D,
Mexico not only gained more than these countries,

AP BAM  EMP  EMM - EIM but also outpaced the EU and the group of main
agro exporters (ANZC). Finally, with regards to the
intraregional market, Mexico’s gain in C&D came

at the expense of other countries of Latin America and the Caribbean (OLAC). Yet,
LAC is the only destination in which Mexico lost market share in IM.

In the U.S., the increase in Mexico’ share in the IM market was due to gains in
both automotive goods, at the expense of Japan (included in ROW), and electric
and electronic goods, where market share was gained from China (included in Asia).
Simultaneously, the improved position in C&D was due to increased exports of fruits,
beverages, and meats. In the EU, Asian, and LAC markets, Mexican sales of C&D
gained ground at the expense of other LAC countries and despite strong competi-
tion from the EU.

Brazil

In the case of Brazil, the core basket represents 55% of exports.>® About three quar-
ters correspond to C&D, where commodities dominate. The basket incorporates both
agricultural (soybeans, meats, coffee, sugar, fruits)

and mining products (iron ore and derivatives), and IM

(especially goods of the automotive complex, aircraft, Brazil

and chemicals).

At the global level, Brazil preserved its market
share in IM and gained ground in C&D (Figure A2).
However, as an economy with a relatively homogeneous
distribution of export destinations, the aggregate result
hides contrasting dynamics. On the one hand, the coun-
try increased its market share in Asia, driven by C&D,
andinthe U.S., where it also conquered IM markets. On AP EAM ®MP EMM MM

56 Of the 45% excluded, 7% is composed of F&E and 38% of categories with less than 1% (17% C&D and 20% IM).
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PATTERNS OF COMPETITIVENESS IN EXPORT MARKETS BY COUNTRY AND GROUP

the other hand, Brazil lost ground in the EU, mainly in C&D, and in the intraregional
market in both categories.

In Asian markets, significant for C&D, Brazil sharply raised its presence in the
category. This was particularly true in China, Brazil gained ground against other Asian
countries such as India. In the U.S., where Brazil also expanded its presence, the in-
crease in C&D was at the expense of OLAC, which lost significant ground, and of EU
exporters to a lesser extent. In IM, Brazil gained share in the U.S. market from Canada
(ROW) and the EU. In contrast, in the intraregional market, Brazil’s performance was
relatively poor. In its main export market for IM, Brazil lost to competitors from Asia
and the EU. It also lost market share in C&D due to a notable penetration of U.S. ex-
ports. Finally, in the EU, the South American giant was left behind as exporters from
the EU itself and from the U.S. gained ground.

Central America

Central America’s® core basket accounts for 71% of Central America
the subregion’s exports.>® IM represents just over half, 2
and includes apparel, medical instruments, ortho-
pedic apparatus, integrated circuits, and medicines.
The other half of the basket is composed mainly of
agricultural products such as tropical fruits, coffee,
sugar, and tobacco.

The subregion lost market share in IM and gained
in C&D (Figure A3). In the first category, market share AP EAM ®MP EMM M
was lost to competition from Asia, especially China.
The loss was replicated in all main markets, except
for the intraregional, which represents a significant 23% of total exports. In C&D, the
loss of market share in the U.S. was more than compensated by gains elsewhere.

While in the IM markets the competition from Asian exporters was unequivocal,
Central America also lost ground to U.S. exporters, mainly in the EU and in LAC. In
the intraregional market, the only one where Central America gained share, prog-
ress came at the expense of OLAC and Japan (ROW). In contrast, in C&D, the loss
of market share in the U.S. to Canada (ANZC) was somewhat compensated by slight
gains in other markets.

3%

57 Includes Costa Rica, the Dominican Republic, El Salvador, Honduras, Guatemala, Nicaragua, and Panama.
58 Of the 29% excluded, 3% corresponds to F&E and 26% to categories representing less than 1% (11% C&D and
15% IM).
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PATTERNS OF COMPETITIVENESS IN EXPORT MARKETS BY COUNTRY AND GROUP

Countries with exports intensive in agricultural products

The core basket for exporters of products intensive Agricultural
in agriculture® includes 65% of the group’s exports.t°
More than three quarters of the basket are C&D
products, mostly agricultural (soybeans, wheat, corn,
and beef), while the rest of the export supply under
analysis is composed of IM (autos, pharmaceuticals,
chemicals, and plastics).

Globally, these economies lost market share in
C&D and IM (Figure A4). In the former, the group lost AP EAM EMP mIM
ground in all markets, except the U.S., while in the lat-
ter the setback was mainly in the intraregional market.

In LAC, which is the main destination for IM exports, ground was lost mainly
to competition from other Latin American countries (OLAC), the U.S., and the EU,
with smaller losses to Asia. The pattern was repeated on a greater scale in the case
of C&D, where the loss was mostly in favor of the EU. In Asia, the most important
destination for agricultural exports, the group lost market share to Brazil (OLAC). In
the EU, which represents another significant market for C&D exports, the loss was in
favor of the U.S. and intra-EU trade.

Countries with exports intensive in minerals and metals

The core basket of the group of countries with exports intensive in minerals and met-
als®' represents 68% of their total exports.®? Close to

Mineral 70% of the basket is composed of copper, copper
concentrates, and refined copper, with just over
20% composed of agricultural, forestry, and fishery
products (fruits, wine, fish and fish oils, seafood, and
paper pulp). The remaining 10% correspond to IM

o0 (textiles, fertilizers, rubber, paper, and cardboard).
The group’s competitive dynamics was het-

erogeneous (Figure A5). In the IM sector, it gained

AP EAM EMP EMM HIM in intraregional market and the U.S., the most

59 Includes Argentina, Paraguay and Uruguay.

60 Of the 35% excluded, 5% corresponds to F&E and 30% to categories representing less than 1% (20% C&D and 10% IM).
61 Includes Chile and Peru.

62 Of the 32% excluded, 3% is F&E and 29% categories with less than 1% of export (23% C&D and 6% IM).

75



TRADE AND INTEGRATION MONITOR 2017

‘RloBaied

10npoud Aq s103138dwod jedidulid ay3 J0j umoys Ajuo aie sebueyd aleys 1eyJew “e'u "GlQg Ul Si8}10dxs046e Dy WoUy S3I0dXa [e103 JO %G9 SUIRIUOD 18X4Se( 8400 8y "QZ 9Inbi4 995 :9J0N
"(11d32) 10Vd Wo4j e3ep Y3im J0309S 8ped] pue uoljelBaiul ga| :924nos

005

asom W m
0 00S— 00S 0 00G— 00S 0 00G— 008 0 00G— 009 0 006~
5 b2 z 62 _ 8l
MO¥Y
£5z— z olz-
Ao A 16—
OZNV
‘e'u ‘e'u ‘e'u
06~ vei-
VISV
ve- Spi-
9~
na
o —
_ n
604
V10
€ez
65
o HOv
‘s’ n3 VISV V1 aTdOM
%z %z %L %1

%91

=

syodx3 jo aleys

%LT

%EL

%9

%01~ = @80 8bueyo aieys joxeN 4

%.Z2— = NI 9bueyo aieys joxepn 4

aleys 1oxep

(5102-0107 'siuiod siseq ‘@ieys j@xiew uj abueyD)
SLINYVW LYOdXT TVdIONIdd NI SOIWVYNAQ FAILILIWOD - SHILYOdXT SLINA0Hd TVINLINDINOV o #V JUNOI

76



PATTERNS OF COMPETITIVENESS IN EXPORT MARKETS BY COUNTRY AND GROUP

‘A10683e0 30Nnpo.d

Aq sio33edwod |edidulid 8y) 40) UMOYS Ajuo aJe sebueyd aieys 39)Jeul “e'u ‘GlOZ Ul SJ8110dX8 |[ejaw/|eJaulll Wolj S140dxe [e10} JO %89 SUIRIUOD 19XSeq 8402 8| "0Z 8Inbi4 89S :8JON

‘(11d32) 10V'g WOy BIRP YiIM J0)08S dpedL pue uoljelbalu| gl :924nos

asom WI

005 0 005 00S 0 005~ 005 0 005 005 0 00S— 00§ 0 005-
P | 8L 81z 18
MOY
- 9 24 9l
vo- Z91- L 562 69
DZNV
eu eu ‘e'u ‘e'u ‘e'u
gl- 1= 3
. VISV
€e L e
. 0se €Ll g
n3a =
05~ 2
wn
3
L vl S
_ <n
1€ 8.
08- 9gz-
V10
L 28
z91- 6l
6l - 61— NIn
ov1 's'n n3 VISV aTdOM

|
|

%E %2

%l %6

I %l %0

%G— = 090 abueyo aleys 1osiep »

%S
? %8 = NI eBueyd aseys 1oxen §

%0%

syodx3 jo aleys

(5102-0107 'siuiod siseq ‘@ieys j@xiew uj abueyD)

SLINYVIW LHOdX3 TVdIONIdd NI SOINVNAQ FAILILAdWOD - SY3LY0dX3T TVLIW ANV TVHINIW « SV FANOIL

77



78

TRADE AND INTEGRATION MONITOR 2017

important markets. The group’s position in C&D deteriorated markedly as a result
of setbacks in nearly all destinations, especially in the region itself, which were not
compensated by gains in Asia.

The most relevant changes were observed in the intraregional market. On one
hand, there was a sharp decline in C&D market share, in favor of practically all com-
petitors. On the other, in IM, the group grew its market share not only at the expense
of OLAC, the U.S., and the ROW, but also resisted competition from Asia, that signifi-
cantly expanded its presence. In Asian markets, the strong penetration of C&D eroded
the position of OLAC and Asia itself. However, this driver was weaker than for other
competitors. Finally, in secondary markets such as the U.S. and the E.U,, significant
negative movements were recorded. There were some gains in agricultural products,
but these were not sufficient to compensate for the setbacks in mining products.

Countries with exports intensive in fuels and energy

Energy For the exporters of fuels and energy,®® the core
basket represents 70% of exports.®* It is extremely
concentrated, as 90% of the total are energy products
(crude and refined oil, natural gas, and coal), while the
rest includes petrochemical manufactures, fertilizers,
plastics, and autos.

S The group lost market share in IM and C&D (Figure
caD AB). In the former, the most relevant loss was within the
region, where Asia and the EU gained ground. Exports
to the U.S,, also relevant, lost ground to goods from
the EU. The IM goods sold in the EU held their position,
as the U.S. increased its market share.

In their core specialization, energy goods, there were significant changes. The
loss of global market share was explained mainly by declining participation in the
U.S. and LAC markets, the first and third most important ones. In the U.S., the main
competitor was Canada (RGAC), while in the regional market it was the U.S. that in-
creased its presence through exports of refined products. Improvements in Asia, the
second most important market, compensated partially for the losses. Finally, in the EU,
the group share remained steady in the face of increased sales from Norway (ROW).

IM F&E

63 The group includes Bolivia, Colombia, Ecuador, Trinidad and Tobago, and Venezuela. Unlike that of other
countries and groups, this group’s core basket includes fuels and energy.
64 The 30% excluded is made up of categories with less than 1% of exports (25% C&D and 5% IM).
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Statistical Annex 2

Decomposition of
Exports Variation by Country

This statistical annex shows the disaggregation of export growth rates of LAC countries
between 2010 and 2015. As described in Methodological Annex 6, the export growth
rate of an economy is divided into three composition effects (global, products, and
partner) and the competitiveness effect. The global effect is equal to the growth of
world trade (Table Al). Additionally, the competitiveness effect can be disaggregated
into a product (Table A2) and a partner component (Table A3). Finally, the market
shares for 2010 and 2015 are reported for the region (and its subgroups) and its
competitors in the main export markets (Tables A4-A10).
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TABLE A1 ®* COMPONENTS OF EXPORT GROWTH
(Growth rates, percentage and percentage points, 2010-2015)

Contribution to the variation of exports

Global Product Partner Competitiveness Growth Rate (%)
Argentina 41 G165 -5.0 -26.4 -17.8
Bahamas 41 -14.1 0.1 =277 -37.6
Belize 44 -11.0 -7.6 29.3 14.8
Bolivia 41 2.8 19.7 -57 20.9
Brazil 41 -5.6 -2.9 -1.7 -6.1
Barbados 41 0.0 -22.3 -45.0 -63.2
Chile 41 -8.3 0.9 -5.7 -9.0
Colombia 41 -19.2 0.1 5.2 -9.8
Costa Rica 41 0.4 8.3 —44.5 =31.7
Dominican Republic 41 8.8 21 6.6 21.6
Ecuador 41 -18.3 3.2 8.9 -2.1
Guatemala 4.1 3.0 0.8 19.8 217
Guyana 4.1 9.8 -6.9 49.8 56.8
Honduras 4.1 9.8 6.6 11 21.6
Haiti 41 5.6 0.6 58.9 69.3
Jamaica 41 43 345 -40.8 21
Mexico 44 519 13.4 7.0 30.4
Nicaragua 4.1 12.5 14.8 43.7 751
Panama 41 -10.5 -14.5 -30.7 -51.6
Peru 41 -39 -0.9 0.8 041
Paraguay 41 1.1 -11 17.6 31.7
El Salvador 41 6.1 11.2 2.9 243
Suriname 4.1 -4.2 -9.5 -291 -38.7
Trinidad and Tobago 4.1 -91 4.6 -19.6 -20.0
Uruguay 4.1 12.4 2.7 -0.3 185
Venezuela 41 -37.5 -5.9 -8.4 —47.7

Source: IDB Integration and Trade Sector with data from BACI (CEPII).



STATISTICAL ANNEX 2: DECOMPOSITION OF EXPORTS VARIATION BY COUNTRY

TABLE A2 ®* COMPETITIVENESS EFFECT ON EXPORT GROWTH BY PRODUCT
(Percentage points, 2010-2015)

Contribution to the competitiveness effect Contribution to
the variation of
AP MP AM MM F&E IM exports
Argentina -6.6 -1.0 -5.2 -2.3 -3.1 -8.3 -26.4
Bahamas 0.0 -0.6 -0.4 -2.3 -37.0 127 -27.7
Belize 7.5 0.0 16.3 37 -3.7 5.4 29.3
Bolivia -1.3 -5.6 141 1.2 0.7 -1.7 -5.7
Brazil 4.4 -1.5 -0.3 0.7 0.4 -5.4 -1.7
Barbados -1.3 0.0 -5.8 -0.8 -4.3 -32.8 -45.0
Chile 0.9 0.6 -0.3 -5.5 -0.1 -1.4 -5.7
Colombia 1.1 -0.1 0.2 -2.9 9.1 -2.2 5.2
Costa Rica -1.3 0.0 -0.1 -0.5 -0.3 -42.2 -44.5
Dominican Republic 1.4 -0.1 -0.1 -3.0 -0.5 8.8 6.6
Ecuador 8.9 0.0 0.2 0.7 0.8 -1.7 8.9
Guatemala 3.6 57 5.6 1.2 0.7 31 19.8
Guyana 14.0 4.7 24 1.9 0.0 26.9 49.8
Honduras 3.0 -1.6 0.9 -0.1 -2.2 1.1 11
Haiti -0.1 0.0 0.4 0.8 0.0 57.8 58.9
Jamaica -1.4 3.0 -8.5 -0.4 -1.4 -32.1 -40.8
Mexico 0.6 0.6 0.3 -0.5 0.2 5.7 7.0
Nicaragua 33 0.0 8.3 0.3 -0.1 31.9 437
Panama -0.9 0.0 -1.1 -0.9 2.7 -30.5 -30.7
Peru 4.2 1.6 -1.9 -1.2 -1.8 -0.1 0.8
Paraguay -0.9 0.0 10.2 0.5 35 43 17.6
El Salvador -1.8 0.0 -0.3 -1.7 -0.2 6.9 29
Suriname 0.0 -0.8 1.0 -0.4 -3.7 -25.1 -29.1
Trinidad and Tobago 0.1 -0.9 -0.3 -0.9 -13.6 -3.9 -19.6
Uruguay -5.4 0.0 6.7 0.6 -2.3 0.2 -0.3
Venezuela 0.0 -0.3 0.0 -2.4 -4.0 -1.6 -8.4

Source: IDB Integration and Trade Sector with data from BACI (CEPII).
Note: The acronyms are defined in footnote 13.
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TABLE A3 ® COMPETITIVENESS EFFECT ON EXPORT GROWTH BY PARTNER
(Percentage points, 2010-2015)

Contribution to the competitiveness effect Contribution to

Rest of the variation of
LAC China Developing Asia EU uU.S. ROW exports
Argentina -14.2 -4.1 -0.3 -5.9 -0.8 1.1 -26.4
Bahamas -19.7 0.5 -6.8 13.6 -12.7 -2.5 =277
Belize 3.7 0.5 1.8 9.9 4.8 8.6 29.3
Bolivia 141 0.1 1.1 1.7 -2.7 -4.9 -5.7
Brazil -2.9 1.8 1.8 -3.3 1.1 -0.1 -1.7
Barbados -4.2 0.7 0.3 -14 -14.7 -25.6 -45.0
Chile -2.0 -2.2 -0.4 -3.3 0.7 1.3 -5.7
Colombia 1.9 -3.0 0.6 55 -2.9 3.1 5.2
Costa Rica -9.5 -6.0 -31 -3.5 -21.9 -04 -44.5
Dominican Republic 7.6 -0.6 0.9 0.4 -4.4 2.6 6.6
Ecuador -11.4 1.5 3.8 0.6 10.7 3.6 8.9
Guatemala -0.1 2.0 0.1 4.5 5.7 7.6 19.8
Guyana 37.3 3.9 -1.3 5.4 1.6 2.9 49.8
Honduras 2.3 -21 0.0 3.0 -3.0 0.9 1.1
Haiti 6.7 0.6 -0.6 -0.2 49.4 29 58.9
Jamaica -3.3 2.0 -0.5 44 -10.8 -32.5 -40.8
Mexico 0.4 0.4 0.6 1.3 2.3 2.0 7.0
Nicaragua 17.5 0.8 -0.5 3.4 18.9 3.6 43.7
Panama -20.1 2.6 -1.0 -1.0 -6.6 -4.7 -30.7
Peru 0.8 4.3 0.7 -2.7 -1.0 -1.2 0.8
Paraguay 75 0.5 1.8 0.9 0.6 6.4 17.6
El Salvador -141 1.0 0.0 -1.2 3.6 0.7 2.9
Suriname -13.0 3.2 5.2 -4.7 -8.1 1.7 -29.1
Trinidad and Tobago -3.6 -0.5 -01 -0.9 -4.8 -9.8 -19.6
Uruguay -8.9 5.2 -0.6 2.3 2.2 -04 -0.3
Venezuela -5.8 2.0 3.6 -2.2 -2.4 -3.6 -8.4

Source: IDB Integration and Trade Sector with data from BACI (CEPII).
Note: The competitiveness component is disaggregated based on the six regions listed in footnote 15.



STATISTICAL ANNEX 2: DECOMPOSITION OF EXPORTS VARIATION BY COUNTRY

TABLE A4 ° LAC - MARKET SHARE BY REGION, PRODUCT, AND PARTNER
(Percentage, 2010 and 2015)

Primary Products

Developing
LAC Asia u.s. EU ROW World

2010 2015 2010 2015 2010 2015 2010 2015 2010 2015 2010 2015
LAC 011 010 031 038 016 021 026 022 033 033 118 1.25
LAC w/o Mexico 011 040 030 037 010 042 025 021 032 030 109 1.10
ROW 0.01 001 019 024 003 004 028 028 033 033 085 0.90
EU 0.01 0.01 0.05 0.08 002 002 106 106 025 024 138 142
u.s. 011 012 048 020 0.00 000 006 008 028 026 062 0.66
Developing Asia 0.02 0.02 033 030 0.08 009 012 011 033 032 0.88 0.85
ANZC 0.02 002 035 04 010 013 007 007 028 024 0.82 0.87
RGA 0.00 0.00 0.06 0.05 000 000 003 003 010 010 019 0.8
Total PP 029 029 147 167 039 049 188 185 189 181 592 6.12

Primary Manufactures

Developing
LAC Asia u.s. EU ROW World

2010 2015 2010 2015 2010 2015 2010 2015 2010 2015 2010 2015
LAC 024 021 023 022 023 027 025 021 027 021 122 11
LAC w/o Mexico 0.21 0.19 022 0.21 012 0.13 024 020 025 020 1.05 0.93
ROW 0.06 0.06 076 0.7 022 026 062 057 1.06 090 273 2.50
EU 0.09 0.10 037 040 026 0.31 3.71 3.51 1.1 1.06 555 5.37
u.s. 0.21 0.24 0419 0.22 0.00 0.00 0.14 0.14 044 044 098 1.04
Developing Asia 0.07  0.12 069 091 028 037 035 037 1.05 116 245 2.94
ANZC 0.02 0.02 0417 017 0.32 035 0.08 0.07 019 0.15 0.78 0.75
RGA 0.01 0.01 0.18 0.15 0.04 0.04 021 0.18 040 037 0.83 0.75
Total PM 070 077 260 277 135 159 536 5.04 452 4.29 1453 14.45

(continued on next page)
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TABLE A4 ®* LAC - MARKET SHARE BY REGION, PRODUCT, AND PARTNER
(Percentage, 2010 and 2015) (continued)

Industrial Manufactures

Developing
LAC Asia u.s. EU ROW World

2010 2015 2010 2015 2010 2015 2010 2015 2010 2015 2010 2015
LAC 063 054 008 010 131 183 023 019 027 029 251 295
LAC w/o Mexico 0.51 041 0.04 0.05 022 023 014 009 011 009 1.01 0.87
ROW 069 057 445 413 166 192 284 270 332 3.04 1297 12.36
EU 069 075 176 1.88 172 225 1431 1430 513 501 23.61 24.20
u.s. 123 140 101 120 000 000 134 157 236 252 595 6.69
Developing Asia 1.04 135 314 412 296 3.87 356 371 478 6.06 1547 19.10
ANZC 0.07 0.07 011 012 093 103 013 011 020 017 1.43 1.50
RGA 0.02 003 023 027 004 005 016 016 054 049 0.99 1.00
Total IM 436 470 10.78 11.82 8.62 10.94 22.57 22.75 16.60 17.58 62.93 67.80

Fuels and Energy
Developing
LAC Asia u.s. EU ROW World

2010 2015 2010 2015 2010 2015 2010 2015 2010 2015 2010 2015
LAC 021 017 016 047 064 028 011 008 013 005 1.25 0.75
LAC w/o Mexico 0.21 0.16 0.15 0.16 040 019 0.08 0.05 012 0.04 097 0.60
ROW 0.06 0.03 058 055 015 0.06 107 080 069 063 256 2.07
EU 0.04 0.04 004 005 014 0.09 143 1.2 0.41 039 2.07 177
u.s. 0.24 033 004 0.04 000 0.00 009 0.09 0417 0.22 0.55 0.68
Developing Asia 0.04 0.02 072 063 003 0.03 007 003 068 051 1.54 1.22
ANZC 0.02 0.01 017 0.12 058 049 004 0.02 028 020 1.09 0.84
RGA 0.10 0.08 148 130 077 027 201 1.28  3.21 139 757 431
Total F&E 0.73 0.67 3.20 2.86 232 121 482 3.51 556 3.39 16.62 11.63

Source: IDB Integration and Trade Sector with data from BACI (CEPII).

Note: The acronyms are defined in footnote 16.



STATISTICAL ANNEX 2: DECOMPOSITION OF EXPORTS VARIATION BY COUNTRY

TABLE A5 ® MEXICO — MARKET SHARE BY REGION, PRODUCT, AND PARTNER
(Percentage, 2010 and 2015)
Commodities and Derivatives

Developing
LAC Asia u.s. EU ROW World

2010 2015 2010 2015 2010 2015 2010 2015 2010 2015 2010 2015
Mexico 3.7 5.0 {25 22 342 403 0.4 1.2 24 3.7 4.9 7.2
OLAC 543 369 3441 29.9 14.4 95 145 1.0 196 151 22.5 17.8
u.s. 242 304 2.9 2.7 0.0 0.0 1.2 241 7.2 9.8 4.5 515
EU 6.7 9.0 6.3 86 136 120 643 669 16.2 177 2841 28.9
Developing Asia 5.6 1.3 187 204 6.7 8.5 4.4 39 195 194 126 133
ANZC 1.7 1.4 1.2 109 264 244 21 2.3 7.9 8.1 8.5 8.8
ROW 3.7 6.0 2563 254 4.6 53 130 126 273 262 189 184
Total C&D 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Industrial Manufactures

Developing
LAC Asia u.s. EU ROW World

2010 2015 2010 2015 2010 2015 2010 2015 2010 2015 2t010 2015
Mexico 7.9 741 1.2 22 290 3441 1.0 1.5 4.2 4.8 9.2 124
OLAC 17.9 1.4 0.2 0.2 0.7 0.8 0.4 0.2 0.3 0.2 1.7 1.2
u.s. 25 BE GE5 9.0 14.9 0.0 0.0 41 44 209 217 9.8 10.5
EU 12.7 129 323 318 141 172 758 735 271 26.8 39.0 36.8
Developing Asia  10.5 17.7 185 216 135 111 6.9 90 189 215 1341 14.5
ROW 214 174 38.8 293 427 36.9 1.9 1.4 285 249 271 24.5
Total IM 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Source: IDB Integration and Trade Sector with data from BACI (CEPII).
Note: The acronyms are defined in footnote 16.
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TABLE A6 ® BRAZIL — MARKET SHARE BY REGION, PRODUCT, AND PARTNER
(Percentage, 2010 and 2015)

Commodities and Derivatives

Developing
LAC Asia u.s. EU ROW World
2010 2015 2010 2015 2010 2015 2010 2015 2010 2015 2010 2015
Brazil 183 146 216 259 249 271 271 249 253 249 24.0 248
OLAC 339 256 135 166 332 314 166 158 14.0 1641 16.0 17.4
u.s. 416 545 13.0 127 0.0 0.0 8.8 46 138 126 1241 12.7
EU 0.9 0.7 1.3 14 3.4 24 297 3238 5.8 5.9 8.9 9.3
Developing Asia 0.5 0.7 137 7.4 6.3 6.4 4.0 44 9.7 10.6 9.4 7.3
ANZC 2.0 1.2 259 259 250 265 3.7 3.6 161 147 16.7 16.6
ROW 2.8 27 1.0 101 7.2 6.3 157 139 152 152 129 11.8
Total C&D 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Industrial Manufactures
Developing
LAC Asia u.s. EU ROW World
2010 2015 2010 2015 2010 2015 2010 2015 2010 2015 2010 2015
Brazil 13.5 101 0.7 11 1.2 2.5 0.9 0.5 1.4 1.5 1.9 1.8
OLAC 196 1441 0.9 1.0 17.8  19.0 0.5 0.7 2.2 2.5 5.0 6.0
u.s. 205 211 203 31.0 0.0 0.0 102 144 172 198 12.2 15.2
EU 216 254 400 380 336 323 748 700 419 421 52.2 478
Developing Asia 35 107 132 9.9 3.8 41 21 2.3 7.5 ©).8 5.0 6.0
ROW 213 186 249 19.0 436 421 1.5 122 298 249 237 233
Total IM 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Source: IDB Integration and Trade Sector with data from BACI (CEPII).

Note: The acronyms are defined in footnote 16.



STATISTICAL ANNEX 2: DECOMPOSITION OF EXPORTS VARIATION BY COUNTRY

TABLE A7 ® CENTRAL AMERICA — MARKET SHARE BY REGION, PRODUCT, AND PARTNER
(Percentage, 2010 and 2015)
Commodities and Derivatives

Developing
LAC Asia U.S. EU ROW World

2010 2015 2010 2015 2010 2015 2010 2015 2010 2015 2010 2015
Central America 15.8  16.0 0.4 0.5 8.3 7.7 2.3 2'5 1.0 1.5 2.7 3.0

OLAC 40.2 356 5.0 6.7 193 19.6 74 75 113 9.8 109 10.9
u.s. 225 264 7.4 7.8 0.0 0.0 2.2 2.6 9.8 110 6.3 6.9
EU 79 9.4 8.3 93 M7 121 629 618 192 204 295 29.0
Developing Asia 7.2 74 483 477 268 26.0 ol5 96 300 281 25.8 25.3
ANZC 1.9 2.0 441 6.3 136 15.2 1.2 1.2 47 4.8 4.4 5.3
ROW 4.5 32 265 218 202 195 145 147 240 245 203 195
Total C&D 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Industrial Manufactures

Developing
LAC Asia uU.S. EU ROW World

2010 2015 2010 2015 2010 2015 2010 2015 2010 2015 2010 2015
Central America 3.7 3.9 0.6 0.2 4.5 3.6 0.4 0.3 0.4 0.3 1.3 1.0

OLAC 9.8 8.1 0.3 07 165 135 0.6 0.6 1.5 1.3 3.7 3.3
u.s. 21.8 231 7.6 7.3 0.0 0.0 6.6 8.1 1.2 11.0 7.9 8.3
EU 1.4 124 7.8 86 1564 148 582 557 260 226 31.0 28.6
Developing Asia 25.8 354 385 415 377 453 164 189 341 41.0 28.8 34.2
ROW 275 171 4541 416 2569 227 178 165 268 23.8 273 245
Total IM 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Source: IDB Integration and Trade Sector with data from BACI (CEPII).
Note: The acronyms are defined in footnote 16.
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TABLE A8 ® AGRICULTURAL PRODUCTS EXPORTERS — MARKET SHARE BY REGION,
PRODUCT, AND PARTNER
(Percentage, 2010 and 2015)

Commodities and Derivatives

Developing
LAC Asia U.S. EU ROW World

2010 2015 2010 2015 2010 2015 2010 2015 2010 2015 2010 2015

Intensive in Agriculture 258 19.2 114 103 2%5 3 8.3 7.0 7.8 7.8 9.9 8.9

OLAC 207 204 252 329 179 19.0 156 148 130 138 175 20.5
us. 415 480 213 163 0.0 00 43 53 183 156 15.8 147
EU 42 46 6.0 6.0 178 174 595 604 172 182 257 243
Developing Asia 0.7 10 129 M6 173 164 3.1 31 159 152 10.5 10.0
ANZC 6.5 59 143 137 411 408 3.1 27 123 133 M2 1.9
ROW 0.6 09 89 9.0 3.3 3.2 6.0 6.7 155 1641 94 9.6
Total C&D 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Industrial Manufactures

Developing
LAC Asia u.s. EU ROW World

2010 2015 2010 2015 2010 2015 2010 2015 2010 2015 2010 2015

Intensive in Agriculture 9.6 7.7 0.0 041 041 0.3 0.3 041 041 0.2 1.0 0.7

OLAC 15.8 153 1.3 12 21.8 240 1.0 0.8 2.6 2.7 5.6 6.8
u.s. 16.4 215 141 23.6 0.0 0.0 6.3 9.8 156 17.8 9.4 124
EU 173 212 340 343 266 270 731 710 388 39.2 49.3 46.9
Developing Asia 10.5 13.2 144 157 9.9 9.5 5.6 41 144 171 9.7 104
ROW 305 21.0 36.2 250 417 39.2 137 141 284 23.0 25.0 22.8
Total IM 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Source: IDB Integration and Trade Sector with data from BACI (CEPII).
Note: The acronyms are defined in footnote 16.



STATISTICAL ANNEX 2: DECOMPOSITION OF EXPORTS VARIATION BY COUNTRY

TABLE A9 ® MINERAL AND METAL EXPORTERS - MARKET SHARE BY REGION,
PRODUCT, AND PARTNER
(Percentage, 2010 and 2015)

Commodities and Derivatives

Developing
LAC Asia U.S. EU ROW World

2010 2015 2010 2015 2010 2015 2010 2015 2010 2015 2010 2015
Intensive in Minerals  52.4 440 186 205 201 185 142 105 183 170 18.4 175

OLAC 205 168 13.0 104 244 270 157 149 114 126 144 13.9
(UASH 16.3 223 2.7 2.8 0.0 0.0 2.7 3.4 47 6.2 3.4 41
EU 3.0 3.9 3.5 4.6 9.1 99 410 445 M9 143 163 179
Developing Asia 3.5 78 155 9.7 10.0 Oio) 515 53 19 102 111 8.6
ANZC 1.8 1.2 305 334 321 304 41 37 213 189 202 209
ROW 2.6 41 163 185 43 43 168 176 205 209 163 171
Total C&D 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Industrial Manufactures

Developing
LAC Asia U.S. EU ROW World

2010 2015 2010 2015 2010 2015 2010 2015 2010 2015 2010 2015

Intensive in Minerals 5.2 5.7 0.7 0.5 1.0 1.2 0.4 0.3 0.2 0.4 0.8 0.8

OLAC 211 20.0 0.4 1.2 9.9 103 0.4 0.4 1.0 1.3 3.2 3.7
u.s. 234 214 4.5 5.3 0.0 0.0 6.7 104 13.7 12.0 8.2 9.2
EU 206 211 238 287 331 326 727 687 466 448 53.5 49.8
Developing Asia 87 120 208 231 198 20.2 5.4 54 152 189 1M.3 133
ROW 21.0 198 498 413 36.2 358 145 149 233 225 23.0 231
Total IM 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Source: IDB Integration and Trade Sector with data from BACI (CEPII).
Note: The acronyms are defined in footnote 16.
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TABLE A10 ® FUEL AND ENERGY EXPORTERS - MARKET SHARE BY REGION, PRODUCT,
AND PARTNER
(Percentage, 2010 and 2015)

Commodities and Derivatives

Developing
LAC Asia U.S. EU ROW World

2010 2015 2010 2015 2010 2015 2010 2015 2010 2015 2010 2015

Intensive in F&E 17.4  15.3 3.2 40 148 13.8 1.3 1.2 15 0.7 4.3 3.9

OLAC 12.2 9.5 19 20 128 9.6 0.9 11 0.8 0.8 3.2 2.6
us. 33.6 496 1.3 1.3 0.0 0.0 1.9 26 31 6.5 3.3 5.8
RGAC 150 118 46.6 457 583 624 420 367 581 413 494 45
ROW 218 137 470 469 142 143 539 584 365 506 39.8 46.2
Total C&D 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Industrial Manufactures

Developing
LAC Asia U.S. EU ROW World

2010 2015 2010 2015 2010 2015 2010 2015 2010 2015 2010 2015

Intensive in F&E 4.2 3.8 0.1 0.0 1.6 1.1 0.1 0.2 0.1 0.1 0.6 0.6

OLAC 263 215 11 11 147 143 0.8 0.7 2.3 2.5 5.0 51
u.s. 18.0 17.9 96 11.0 0.0 0.0 7.2 98 137 1338 8.9 9.7
EU 166 19.0 231 231 265 294 716 689 358 354 46.6 43.8
Developing Asia 14.0 19.8 23.1 271 134 119 6.6 57 168 204 126 143
ROW 209 180 430 376 439 433 136 147 312 278 26.3 26.5
Total IM 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Source: IDB Integration and Trade Sector with data from BACI (CEPII).
Note: The acronyms are defined in footnote 16.



Methodological Annex 1
Trade Estimates

This annex explains the adjustments made to the world trade series published by the
Netherlands Bureau for Economic Policy Analysis (CPB).

CPB World Trade Monitor

The CPB compiles monthly series on trade flows by country utilizing sources that
publish information online. Once collected, the data are standardized in terms of
frequency and currency (dollars). This allows for the construction of consistent series
of values, prices, and volumes. Additionally, different techniques are used to estimate
the missing observations at the country level for the most recent months. For several
countries, secondary sources are used to complement primary sources. The data by
country are aggregated regionally, which requires completing missing data for some
countries using regional growth rates. The CPB World Trade Monitor covers 96 coun-
tries and the Sub-Saharan Africa region, which is treated as a single economy. The
global coverage is nearly 99%. The series are generally obtained seasonally adjusted,
and when not, the adjustment is made.®®

For Latin America, the following countries are included in the sample: Argentina,
Bolivia, Brazil, Chile, Colombia, Costa Rica, Dominican Republic, Ecuador, Guatemala,
Mexico, Paraguay, Peru, and Uruguay.

Adjustments to the trade estimates for Latin America and the Caribbean

For regional exports, the CPB provides estimates at current and constant prices
based on a sample that does not include El Salvador, Honduras, Nicaragua, Panama,
and Venezuela. Since the composition of this sample has a significant impact on the
estimates, it has been replaced by series obtained according to the methods explained
in Methodological Annex 3.

65 For more detail, see the CPB Ebregt (2016) publication.
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Methodological Annex 2

Estimation of the Volume of
World Exports

Table 1 of Chapter 1 presents the year-on-year growth rates of world export volumes
for the first half of 2017, disaggregated geographically in bilateral flows among Africa,
Latin America and the Caribbean, Asia, Europe, and North America. The composition
of the regions follows the location of countries by continent, with the countries of
the Middle East included in the Africa region.

Monthly bilateral exports at current prices were obtained from the Direction of
Trade Statistics (DOTS) of the IMF. The deflation of the series was undertaken using
official and estimated price indices, as follows:

Exports from Europe to other regions/Exports of other regions to Europe: flows
deflated using price indices from EuroStat for the EU, disaggregated at the 1-digit
SITC level. The indices were weighted by the European export/import basket with
each particular region.

Exports of North America to other regions/Exports of other regions to North
America: flows deflated using the indices reported by the U.S. as published by the
BLS, disaggregated at the 2-digit level of the Harmonized System, and weighted by
the export/import basket of the U.S. and Canada with each region. Exports to North
America were deflated using the indices published by the BLS at the partner level.
For Asia, the aggregate price index for the Pacific Basin was used (China, Japan,
Australia, Brunei, Indonesia, Macao, Malaysia, New Zealand, Papua New Guinea, the
Philippines, Hong Kong, Singapore, Republic of Korea, and Taiwan); for Africa, the
Middle East index was used (Bahrain, Iran, Iraq, Israel, Jordan, Kuwait, Lebanon,
Oman, Qatar, Saudi Arabia, Syria, United Arab Emirates, and Yemen). Exports from
LAC were deflated using the index published for imports from the region, and for
North America the index published for imports originating in Canada was used.
Exports from Asia to the other regions/Exports of the other regions to Asia: flows
deflated using a simple average of the manufacturing price index published by
the WTO for Japan, the Republic of Korea, Taiwan, and Singapore. Exports to
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LAC were deflated with the import price index of total LAC imports estimated
with data from 8 countries (Argentina, Brazil, Chile, Colombia, El Salvador, Mexico,
Peru, and Uruguay).

¢ Exports from LAC to other regions/Exports of other regions to LAC: flows deflated
with the LAC export price index estimated with data from 10 countries (Argentina,
Brazil, Chile, Colombia, El Salvador, Mexico, Paraguay, Peru, Uruguay, and Venezuela).
The index for exports to Asia was obtained from the difference in the total estimated
change in prices and the change in prices of the remaining regions.

® Exports from Africa to the other regions/Exports of the other regions to Africa:
flows deflated with the price index for total exports from LAC. Exports to Asia were
deflated using the same price index estimated for LAC’s exports to Asia.



Methodological Annex 3

Indices of Price, Volume
and Terms of Trade

This annex summarizes the methodology used to estimate the price and volume in-
dices of exports and imports, and the terms of trade indices used in Chapters 1and
2 in aggregate form.

Formulas

Price indices

The price indices correspond to Laspeyres estimates for imports and exports:

P, — 2iP*%
t = P
221 Po* Qs

Where

the unit value of item / at time ¢,
® Value, V;, (thousands of US$)
® Volume, q;, (thousands of kg)

The Laspeyres price index compares the value of a basket of products in the
base year with the value of the same basket in period t. When, the basket costs the
same as in the base year.
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Volume Indices

The Paasche volume indices are estimated for imports and exports:

Ot == ZI p{*q{
> P*q,

Where

ES

the unit value of item / at time ¢,
® Value, v{, (thousands of US$)
¢ Volume, q{, (thousands of kg)

The Paasche volume index compares the value of a basket of goods in period
t valued at the prices of period t (current), against the value of a basket in the base
year valued at the prices of period t. When Q, =1, the current basket is composed of
the same quantities as in the base year.

Terms of Trade

Based on the following formula:

P
5 %100

mt

Where p, . and p, , correspond, respectively, to the export and import price indices
of the country in year t.

Specific methodologies and data sources

To estimate the price and volume indices, two methodologies were employed ac-
cording to the availability and quality of the disaggregated data. The first made use
of the primary microdata available in INTrade/DatalNTAL, used to estimate import
and export deflators for the countries of South America and the imports of Central
America. The second used deflators elaborated by the Bureau of Labor Statistics
(BLS) and applied to the exports of Mexico and Central America. The indicators
corresponding to imports of Mexico come from the series published by the Bank of
Mexico (Banxico). All data were homogenized according to the 1996 revision of the
Harmonized System (HS).



INDICES OF PRICE, VOLUME AND TERMS OF TRADE

Methodology I: Trade flows of South America and imports of Central American
countries

For exports and imports of Argentina, Bolivia, Brazil, Chile, Colombia, Ecuador,
Paraguay, Peru, and Uruguay, and, and for imports of Costa Rica, El Salvador,
Guatemala, and Venezuela, Laspeyres price indices were calculated at the sub-
heading level of the HS (6 digits) with 2005 as the base year. The calculations were
based on data at current values and physical volumes reported by national sources
to INTrade/DatalNTAL as of July of 2017, and from COMTRADE for imports from
Venezuela, which were obtained according to the value of exports reported by other
countries to Venezuela.

Methodology 2: Exports of Mexico and Central American countries

This group includes Costa Rica, El Salvador, Guatemala, and Mexico. Problems de-
tected in the data, particularly in the volume data for manufactures, made it advisable
to proceed with estimates at constant prices at the chapter level of the HS (2 digits),
employing the price indices of U.S imports obtained from the BLS. The disaggrega-
tion is composed of 35 chapters of the HS: 02, 03, 07, 08, 09, 20, 22, 27, 28, 29, 30,
39,40, 42, 48, 61,62, 63, 64, 69, 70, 72, 73, 74, 76, 82, 83, 84, 85, 87, 90, 91, 94, 95,
96. Calculations were computed using the current values data reported by official
national sources to INTrade/DatalNTAL as of July 2017.

Methodology 3: Venezuela’s exports

Price indices were estimated using OPEC data regarding Merey crude oil, and from
the same source, volume indices were estimated taking primary and secondary data
on production volume.

Additional Notes

At the time of publication complete data were not available for Caribbean countries.

Indicators for the group of countries presented in Figures 7 and 8 (Chapter 1) and
12 (Chapter 2) were obtained from the weighted averages of the price and volume
indices of the trade flows corresponding to each country. The relative values of
exports or imports of the countries within each group in each year were used as
weights.
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Data for the most recent years are subject to revision by the respective sources
and do not necessarily coincide with figures updated and published subsequently.
Therefore, these estimates should be considered preliminary.

Price estimates for the first semester of 2017 were computed based on preliminary
data on the export and import price indices published by national sources in Argentina,
Brazil, Chile, Colombia, El Salvador, Mexico, Paraguay, Peru, Uruguay, and IDB esti-
mates for Venezuela.



Methodological Annex 4

Statistics for Goods
and Services Exports

The figures for 2014, 2015, 2016, and 2017 provided in Tables 2 and 3 (Chapter 2) are
preliminary and subject to change by the national sources.

Table 2

Goods exports are expressed in Free on Board (FOB) values. For Venezuela, the
total was estimated based on price and volume data reported by the OPEC. Data
for Costa Rica, El Salvador, Guatemala, Honduras, Nicaragua, and the Dominican
Republic include STR. Data for Panama refer only to national exports and imports.
The growth of goods exports through June 2017 is an estimate of the year-on-year
change based on monthly data through that month.

Table 3

The definition of services exports corresponds to the sixth version of the Manual of
Balance of Payments. For all years, the series exclude construction, government, manu-
facturing, maintenance and repair of goods services. The services data for Barbados
are estimated based on figures from the WTO. The value of services exports for LAC
for the first quarter of 2017 is an estimate that excludes some countries for which no
data were available at the time of publication.






Methodological Annex 5

Classification of Trade Flows
by Category

The classification of products is based on the categories defined by the Institute of
Statistics and Census (INDEC) of Argentina, but extends them to more accurately
describe the degree of processing, particularly of commodities and their derivatives.
To the categories in the INDEC classification—primary products (PP), agricultural
manufactures (AM), industrial manufactures (IM), and fuels and energy (F&E)—the
category of mineral manufactures (MM) was added, incorporating products that, in
the INDEC version, were included in the IM category, but correspond to derivatives
of mineral products in the initial stages of processing, and whose prices are still
highly influenced by the prices of the respective primary products. Furthermore, the
category of PP was disaggregated according to origin: agricultural primary (AP), and
mineral primary (MP). To illustrate the use of this classification, below are examples
of some typical cases for the region, using the HS92 subheadings.
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Subheading Category Subheading | Category Subheading Category
Soybeans and Derivatives Coffee Wood, Cardboard, Paper, and Furniture
120100 AP 090111 AP 380400 AM
120810 AM 090112 AM 380700 AM
150710 AM 090121 AM 440110 AP
150790 AM 090122 AM 440121 AP
210310 AM 090130 AP 440310 AP
230400 AM 090140 AM 440320 AP

Fish, Crustaceans, and Mollusks Viticulture 440910 AM
030613 AP 200920 AM 440910 AM
030623 AP 200960 AM 440920 AM
160520 AM 080540 AP 441010 AM

Hydrocarbons and Electricity 080610 AP 441090 AM
270900 F&E 080620 AP Iron
271000 F&E Copper 250200 MP
271111 F&E 260300 PP 253040 MP
271112 F&E 262030 MM 260111 MP
271113 F&E 282550 IM 260112 MP
271114 F&E 283325 IM 260120 MM
271119 F&E 284810 IM 720110 MM
271121 F&E 740110 MM 720120 MM
271129 F&E 740120 MM 720130 MM
271210 F&E 740200 MM 720299 MM
271220 F&E 740311 MM 722820 MM
271290 F&E Chocolate 730110 MM
271311 F&E 180100 AP 730120 MM
271312 F&E 180200 AP 730240 MM
271320 F&E 180310 AM 730290 MM
271390 F&E Salmon 730300 MM
271410 F&E 030541 AM 730410 MM
271490 F&E 030219 AP
271500 F&E 030310 AP
271600 F&E 030322 AP
030329 AP
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Methodological Annex 6

Disaggregation
of the Growth Rate of Exports

This Annex describes the construction of the indicators presented in Chapter 3 and
the data sources used in the estimation.

Disaggregation of the export growth rate

The method used to disaggregate the export growth rate is known as shift-share.
Specifically, the rate can be decomposed into three composition effects (global,
product, and partner) and a performance effect (competitiveness),®® that is,

Aexports = Aglobal + Aproduct + Apartner + Acompetitiveness.

As a starting point, exports x of country / in year t can be disaggregated as the
sum of exports to each destination j of each good k,

X =303 X
e

and the growth rate of exports between the periods t and t + 1 for country /, g, is
expressed as

t+1
X
2
9; r -1

Xi

66 The shift-share method used in this analysis is similar to the one described in Piezas-Jerbi and Nee (2009).
One of the limitations of this methodology is that the magnitudes of the product and partner effects depend
on the order in which they are subtracted from the growth of world trade. Thus, instead of first extracting the
product effect and then the partner effect, this can be done in reverse. However, the magnitudes of the global
and competitiveness effects remain constant. Given that the bulk of the analysis in this report is centered on the
competitiveness effect, this limitation is less relevant.
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For simplicity, the time superscript is omitted for the growth rate. The differ-
ence between exports in t and t + 1 for country /, after algebraic manipulation, can
be disaggregated and represented as follows:

Global Product Partner Competitiveness

[ [ 1T [ 1
X xf = 9+ 3 (91— 9)xhe + 30 D2 9 — 90 ) i + 30 S0 (X = X — g )
k j k j k

where g represents the growth rate of global exports, g, the growth rate of exports
of good k and 9y the growth rate of that good to the specific market j. The first
term on the right side of the equation corresponds to the global effect, that is,
how the exports of country / would have changed if they had grown at the same
rate as the global average. The second component represents the product effect,
given by the difference between the growth rate of exports of product k and
global growth, which is linked to the product composition of the export basket.
The third component is the partner effect, representing the difference between
the growth of exports of product k in market j and the mean growth of exports of
k, which is linked to the distribution of exports across destinations. The last term
is a residual, and can be interpreted as the difference between growth of exports
of country /, equivalent to the basket of exported products to each trade partner,
and the growth of global exports of those products in those specific markets. If
the country exports more or less than the increase in global demand, its competi-
tiveness is higher or lower.

Dividing both sides of the previous equation by xf produces the disaggregation
of the export growth rate into the global, product, partner, and competitiveness ef-
fects. Note that the competitiveness effect can also be disaggregated into product
and partner components.

Additionally, the market share of country / is measured as the fraction that its
exports represent in global exports, that is:

t
SI' = ! t.
DX
i

If the exports of country / grow at a rate greater than that of global exports,
the country increases its market share. Note that the market share in the market for
a particular good k, in partner country j, or a market share for a product-partner

combination, can also be calculated in a similar fashion.



DISAGGREGATION OF THE GROWTH RATE OF EXPORTS

Sources and treatment of data

Databases

The exports used for the decomposition come from the International Trade Database
at the Product-Level (BACI) of the Center for Forecasting Studies and International
Information (CEPII, both acronyms based on their names in French). The BACI pro-
vides the value of trade in current dollars by origin and destination, disaggregated
at 6 digits of the Harmonized System (HS 1996). The HS subheadings 7108.12 and
7108.13, corresponding to gold, have been removed from the database, due to the
presence of reexports related to financial operations, especially of Great Britain,
Switzerland, and Hong Kong. These flows cannot be separated from trade in goods
and, thus, distort the indicators. Intra-EU trade is considered part of global trade,
while the flows among Macao, Hong Kong, and China are consolidated.

To identify the markets and suppliers used in the analysis of changes in market
share (Statistical Annexes 1and 2) the export supply of LAC countries is restricted in
two aspects. First, exports of fuels and energy are eliminated, except for the group
specialized in that category. Second, for each group a “core basket” is defined as
a subset that includes only the product flows that represent at least 1% of exports.

Classifications

Broad categories: Agricultural Primary Products (AP), Agricultural Manufactures
(AM), Mineral Primary Products (MP), Mineral Manufactures (MM), Fuels and Energy
(F&E), and Industrial Manufactures (IM). In the analysis of market shares the first five
categories are aggregated into one, called Commodities and their Derivatives (C&D),
detailed in Annex 5.

Groups of LAC countries: Central America (Costa Rica, El Salvador, Guatemala,
Honduras, Nicaragua, Panama, and the Dominican Republic), the Caribbean (Bahamas,
Belize, Barbados, Guyana, Haiti, Jamaica, and Suriname), countries with exports in-
tensive in agricultural products (Argentina, Paraguay, and Uruguay), intensive in fuels
and energy (Bolivia, Colombia, Ecuador, Venezuela, and Trinidad and Tobago), and
intensive in minerals and metals (Chile and Peru).

Principal export markets: LAC, U.S., EU, and Developing Asia (in short Asia), which
includes China, India, and ASEAN.
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Principal Suppliers: a) Global market share (Figure 20): LAC, U.S., EU, Asia, ANZC
(Australia, New Zealand, and Canada, suppliers of agricultural and/or mining prod-
ucts), RGA (Russia, Gulf oil countries, and Africa), Rest of the World (ROW); b) Market
share by country or group (Statistical Annexes 1 and 2): OLAC (Other countries of
Latin America and the Caribbean) includes countries of the region other than those
under analysis, U.S., EU, Asia, ANZC, RGAC (RGA and Canada). Due to the difficulties
of identifying a core basket without re-exports for Caribbean countries, the analysis
for this group is not reported.



Methodological Annex 7

International Regulatory Framework
oh E-commerce

This annex summarizes the methodology employed in the benchmarking analysis
of e-commerce provisions. The goal of the analysis is to identify the presence of
e-commerce chapters or specific e-commerce provisions in a selected group of
PTAs subscribed by LAC countries, including both intraregional and extraregional
agreements, using as a reference 12 provisions from Chapter 14 of the Trans-Pacific
Partnership (TPP) agreement.

Selection of Preferential Trade Agreements

The analyzed PTAs are those in force as of August 1, 2017, notified to the WTO and
classified as free trade areas (FTAs). Based on the criteria, 29 PTAs were selected, of
which 16 were intraregional and 13 extraregional. The analysis was restricted to the
text of each PTA, available at INTrade.

Gap analysis

To calculate the gap between actual and potential e-commerce commitments, a
matrix m of bilateral relationships was constructed, including p countries, of which r
are from the region, and e are extraregional,p = e +r.
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An example of m with p =10, r =7, and e = 3 is as follows:

Intra Extra
1 2 3 4 5 6 7 8 9 10
1 X
2 X X
BI‘

3 X X X B
o
E 4 X X X X

5 X X X X X

6 X X X X X X

7 X X X X X X X -

8 X X X X X X X X
o
* 9 X X X X X X X X X
w

10 X X X X X X X X X X

The total number of bilateral relationships Bt = ¥zp(p - 1) can be decomposed into
three groups: intraregional bilateral relationships (Br), corresponding to relationships
between countries in the region, LAC-extraregional relationships (Bre), corresponding
to relationships between LAC countries and the 3 selected extraregional partners,
and bilateral relationships among extraregional countries (Be). These aggregates
correspond, respectively, to the upper stepped triangle (dark blue), the rectangle
(light blue), and the lower stepped triangle (black).

Therefore:

Bt = Br + Bre + Be

Where Br =Yr(r- 1), Bre = re, and Be = Y2e(e - 1). In these calculations, only commit-
ments assumed in the bilateral relationships involving LAC countries were considered.
Thus, the number of bilateral relationships considered is a subset k of the total t:

Bk = Bt - Be = Br + Bre

If, in this limited sample, the countries of the region agreed on the 12 analyzed
provisions of the TPP, they would assume a total of C = 12*Bk commitments. This
value corresponds to the number of potential commitments. The number of actual
commitments are those found in the PTAs analyzed, which were assigned to the re-
spective bilateral relationships among the participating countries.






The Trade and Integration Monitor 2017 analyzes the current
trade recovery and assesses the capacity of the region to
compete in global markets. It argues that, having overcome
the longest trade contraction in recent history, Latin
American and Caribbean countries face a trade outlook
substantially less favorable than the one prevailing before
the crisis. The end of the commodity price super cycle
signals the urgent need for policies aimed at boosting
competitiveness and at taking advantage of the
opportunities provided by disruptive technologies such as
e-commerce.
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