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ABSTRACT

Trade with nontraditional and distant markets has always been regarded as worth
exploring in an effort to increase market shares amidst the downside effects of globalization and
regional trade cooperation. While globalization processes paved the way for increased
competition and opening up of markets, regional trade arrangements have emerged to accord
certain markets with intrinsic advantages over others.

The relationship between Latin American countries and the Philippines in the aspect of
trade and investment is typically influenced by the developments brought about by globalization
and regional trading arrangements. Historically, trade and investment performances have been
modest in specific periods and for particular products. Not surprisingly, the trend in investments
has also leaned towards particular areas of activities, and at times initiated by some bilateral
agreements.

Economic diplomacy between the Philippines and Latin American states deserves
greater attention, with focus on products with distinct comparative advantages. The attempt in
this study to measure the extent of economic integration, in both ways, is an indicator of where
focus should be directed. A comparative derivation of this indicator, showing how other ASEAN
countries pursue trade with the Latin American region is an interesting finding, from which
lessons, experiences and strategies can be drawn.

Regional trading arrangements work well in maximizing trade and investments benefits
within the Latin American region. Some of the seemingly dynamic economies in Asia have
already started entering into bilateral agreements with Latin American economies, realizing the
immediate benefits to gain in the immediate term. Such agreements are usually spurred by
intensive economic diplomacy, following a careful examination of characteristics in trade. The
Philippines needs to strengthen its economic diplomacy with Latin America by carefully
evaluating the intricacies in trade processes, given the distance factor, existing channels of
cooperation, trade patterns and prevailing regional competition. Only then can a program-
oriented bilateral agreement become more responsive to both markets.

There is no doubt that there are prospects for greater trade between the Latin America
and countries in ASEAN like the Philippines. Trade patterns have changed significantly in the
past showing some shift in product focus and market destinations. The shift is likely to have
been brought about by changes in global trading processes. ASEAN is now confronted with a
challenge to adopt more holistic strategy to increase the magnitude of its nontraditional markets,
which include Latin America.

Keywords: regional trading arrangements, bilateral trade, economic diplomacy, Latin America



EXECUTIVE SUMMARY

|

The similar directions in economic and trade strategiss of the Philippines and Latin American
countries indicate the stages of economic reform that transpired prior to trade liberalization. The

commonalities in strategies and effective time of implementation may be viewed as responsive to
the brewing globalization of markets

From 1985, Philippine imports from Latin America exceeded exports at a decelerated rate until
1899, The value of Philippine exports was only 20% of total imports from Latin America. Exports
to Latin America did not increase much, averaging about 14% annually from 1996-1993. This
was caused by the continued decling in exports uritil 1988,

Fhillppine exports to Latin America have baen only less than 1% of its total world exports until
1988,  Based on general product categories, it shows that thers is a good market for
manufactured articles and transport eguipment, as these items comprised the bulk 93% of total
exports to Latin American countries in 2000, Thease items are among the leading export items
including telecommunications parts and equipment and microglectronics, The share of these

export items from total exports to Latin America has consistently been substantial from 1898 to
1889,

Garments remain to be traditionally exported in Argentina, Brazil, Chile, Panama and Venezuela,
Meanwhile, machines and transport equipment are imported mainly by Colombia and Mexico,
Feru and El Salvador on the other hand. have comparatively lower imports from the Philippines
averaging at less than US31.5 million annually. Among the Latin American countries, only exports
to Mexico consistently grew at an average annual rate of 53%.

In contrast to exports, imports from Latin American countries are comprised of inedible crude
materials, food items and live animals, machines and bransport equipment and until recently,
beverages and tobacco. There has been a big shift from traditional import items particularly
manufactured materials, which represented almeost 30% of total in 1998 to beverages and
tobacco, machines and fransport equipment in 2000. Among the imported items, only inedible
crude materials continue {o capture the biggest share averaging about 36% of tofal over the past
five years. Inedible crude materials consist mainly of crude petroleum, gas oils, and other
petroleum products.

Chile and Brazil are the biggest exporters of inedible crude materials to the Philippines, Brazil is a
major supplier to the Philippines of other heavily imported items such as manufactured goods,
food and live animals, while Mexico supplies most of chemical products and other manufactured
goods. Both Chile and Brazil have become two major supply sources, with Chile able to capture
a bigger share of total Philippine market next to Brazil,

In terms of foreign direct equity investments, a breakdown of total registered equity investments
at the Board of Investments shows that only Argentina, Brazil and Panama have recorded equity
investments for the period under review from 1996-2002, Brazilian and Panamanian investment
projects registered with the BOI started only in 2001, with 10.4 million pesos equity investmeant
registered. BOl-registered investments from Latin America were highest in 1999, amounting to
1.2 billion pesos: This was attributed to an Argentinian power project. This represents about 4%
of total foreign equity investments registerad in that year.

Distance was cited as the underlying reason for the lack of magnitude in trade with Latin America,
not to mention the relative effects of regional competition characterized by sub-regional trade
privileges and treatment which countries in both regions enjoy,

The bilateral investment agreement between the Philippines with Argentina in 1999 was
accompanied by a periodic improvement in exports and investments. Following the principle of
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regionalism, such bilateral relationship can be characterized as a response to global competition
because the agreement was spurred by rapid flow of tangible and intangible capital

ASEAN-5 have to pursue more intensive bilateral cooperation to promots greater trade and FDIs,
particularly in products with substantive export share, especially where existing regional
integration occurs arising from trading agreements.

The shift in IIT index with Latin American countries in general shows that Philippine trade
gradually slowed down, from highest IT index in 1930 of 29.7 to its lowest record In 1995 (6.95%)
over a ten-year period. However, its recovery towards the end of the decade (16.30%) signals
opportunities for improved trade of the country with the region.

Most if not all, of the ASEAN countries have integrated themselves to the Lalin American
markets given the increasing indices exhibited every five years from 1950-1899. Overall,
ASEAN-5 have been benefiting from trade with Latin America.  While the |IT index after 1880
dropped, there is no clear evidence that trade has been affected after the Mercosur's existence
in 1881, The recavery of T indices after 1995 however, indicated an improved trade.

There have been limited trade interests by local businesses on the Latin American markets.
Many exporters find that other traditional markets are more interested to tap the huge traditional
markeis than o explore emerging cnes like Latin America.  Distance from Latin American
markets and the comparatively low level of demand discourages many local businesses and
prompts them to concentrate instead on the North Americas and Canada. The relative ease of
dealing with these traditional markets, and the potential for growth are sufficient reasons to
attract trade.  Mevertheless, the emerging markets in Latin America having demonstratad
extensive trade with ASEAN-5 are worth exploring,

Argentina and Brazil are considered two very dynamic markets in Latin America. The combined
demand of Argentina and Brazil is said to be sufficient to cause a terms-oftrade effect for the
leading Fhilipping exports.

Trade and investment agreements need to be more programmatic and market-driven. |t maybe
useful to examine the compositicn of products integrated in Latin American markets, These are
comprised of traditional items namely, crude animal/vegetable material, rubber manufactures,
paper and paperboard manufactures, metal manufactures, non-electrical machinery, and
miscelianeous manufactured goods. The market for a few emerging products like miscellanzous
food preparations, petroleum and petroleum products can also be considered.

AN institutionalized follow-through process may address the rather fragmented approach of

dealing with trade interests and responding to trade opportunities. The solutions must be more
strategic, and not merely institutionally-driven.  This will require consolidation of agency efforts
towards the creation of more comprehensive trade and investment strategies in exploring
emerging markets in Latin Amearica, |t will also require documentation of trade leads, capacity-
building for diplomatic posts, and availability of trade and investment collaterals and information
materials,



Strengthening Bilateral Trade and Investment Relationship between Latin America and
the Philippines: Beyond Economic Diplomacy

by
ALEXANDER MICHAEL G . PALMA

|. Rationale of Research
A, Introduction

The advent of regional cooperative arrangements paved the way for the opening up
of markets, and relaxation of many trade and investment regimes among participating
member states in most if not all, of regional blocs or groupings. This orientation was made
more pronounced as global competition becomes more intense, and market distortions that
are typical of centralized economies are slowly being eroded.

Regional trading agreements or RTAs have become strategic instruments to achieve
economic integration. RTAs include not only regional trading blocs. but also bilateral trade
and investment agreements between countries. Adjacent markets are seen to benefit the
most from bilateral and regional trade agreements, as locational advantage translates to
overall cost competitiveness. In like manner, strengthening bilateral ties facilitates the
supply of specialized goods and products of greater value-added in remote but potential
markets, This study aims to explore the mechanisms that operate in the bilateral trade and
Investment relationship of the Philippines with Latin America, amidst the growing regional
cooperation in Asia, and the build-up of competition arising from glebalization in trade.

Like the Philippines, many Latin American countries underwent stages of reform in
their trade and investment environments, The Latin American countries with the maost
dynamic economies were the ones that initiated trade liberalization programs early on.
Most notable move towards liberalization comprised of privatization of inefficient public
utilities, and elimination of stifling regulation to many controlled industries.  This involved
cost to the domestic Latin American economies, but the reforms enabled them to make a
big leap towards global economic integration.

In examining the bilateral relationships between Latin American countries and the
Philippines, the characteristics of trade and investment flows will be probed into. The
analysis of these characteristics will help determine whether the existing bilateral
relationship with Latin America exhibits potentials for RTA with the Philippines and/or
ASEAN-S countries. Reflecting on this relationship between the Philippines and Latin
American countries, the paper aims to provide evidence of prospects for particular traded
products, and whether the existing bilateral trade and investment agreements have
contributed to the level of trade, or remained instruments that initiated economic diplomacy
between countries,

There have been theoretical views over the observed divergence between multilateral
trade arrangements and regionalism. There is ongoing debate as to the implication of
RTAs to the multilateral arrangements, i.e whether RTAs serve as building blocks or
impede the development of the latter. Multilateralism may be viewed as a product of
growing globalization in ftrade, while regionalism is imbued with a more localized
orientation towards maximizing the availability of resources in a region. Thus, the paper will
attempt to discover whether emerging regionalism in Latin America, and policy stance
taken by governments in entering into trade agreements are driven by forces of global
competition, or unilateral moves aimed at expanding Latin America's economic diplomacy
in Asia. In this light, the study provides useful discussion of prospects for regional



cooperation with ASEAN-5 (Singapore, Malaysia, Thailand, Indonesia and the Philippines),
given the magnitude of their existing trade with Latin American countries.

The gradual openness of Latin American markets was a result of unilateral
liberalization in economic policy. This enabled some Latin American economies to join the
bandwagon of regional integration with the participation of Brazil, Argentina, Paraguay,
Uruguay, Chile and Bolivia in the Southern Cone Commeon Market of South America, the
Mercosur. Mercosur is a treaty allowing free movement of goods and services and
elimination of tariff and non-tariff barriers among participating economies within the region.
Externally, still other Latin American states have started to enter into trade and investment
agreements on a bilateral basis to countries in ASEAN-5 including, the Philippines.

The analysis in this study will be based on trade and investment information between
the Philippines and Latin American countries. The Latin American countries covered in the
analyses are those with established major trading relationship with the Philippines, these

being— Argentina, Brazil, Chile, Colombia, El Salvador, Mexico, Panama, Peru, and
Venezuela.

More specifically, this paper aims to;

i render 3 historical presentation of trade performances, through an analysis of
current bilateral trade statistics;

i examine bilateral trade and investment agreements entered into by the
Philippines with some of the Latin American countries, particularly as to how
these contributed to growth in trade and foreign direct investment flows; and,

i) identify trading policies with considerable impact on the trading and
investment environments of two countries, from which some policy
implications will be drawn up;

) identify channels of cooperation;
v identify prospects for strengthening trade relations, and;
Wi to provide a discussion on the challenges and potentials for inter-regional

trade betwesn ASEAN-S and Latin America.
B. Organization of the Study and Primary Data Sources

The paper is organized in five major sections. The second section reviews the
historical trade and investment performance between Latin America and the Philippines from
years 1896 to 2000. Section 3 assesses the existing bilateral investment and trade
agreements, and whether these are mutually reinforced by their prevailing trade and
investment environments. Section 4 identifies the channels of cooperation in impraving trade
and investment ties on a bilateral basis, and prospects for regional trade. This section will
also discuss the implications and contributions of policy instruments to the deepening of
trade Some of the trade-related policies and bilateral and/or multilateral arrangements that
influence the direction of trade in ASEAN-5 will ba examined further, Climate for investments
and its due influence on the generation of foreign equity investments in the country,
particularly as to how investment policies have strengthened bilateral arrangements such as
but not limited, to the availability of fiscal and non-fiscal incentives, investment regulations,
and the like. The last section recapitulates the findings in earlier sections, from which policy
implications are drawn.



The data utilized in this study are obiained from United MNations’ Trade Analysis
Systern, from 1996 to 2000, as validated by bilateral statistics obtained from the Bureau of
Export Trade Promotion (BETP) of the Department of Trade and Industry (DTI). Bilateral
investment and trade agreements concluded with Latin American countries, particularly the
major provisions will be examined according to the framework adopted in this study.
Investment data used are based on both registered equity investments with the Bangko
sentral ng Pilipinas (BSP) and the Board of Investments (BOI).

C. Framework of Research
1. Commonalities in Economic Policy and Trade Promotion Strategies

The industrial pelicy of the Philippines from 1950-1970 was geared towards
an import-substitution strategy, meant to develop local industries through the
enhancement of their production capacities and domestic technical capabilities. At
about the same time or two decades before the Southermn Cone Common Market
(Mercosury came intc being in 1991, Latin American economies were already
adopting the same industrialization strategy, but on a regional scale. At a time when
the Philippines employed unilateral liberalization in 1980s, Latin America's initiative
towards regional economic integration has started, Both the Philippines and Latin
American countries realized the mounting pressures confronted by their demestic
industries to achieve economies of scale through more efficient production and
utilization rates. Both have applied the progressive reduction of tariff, in an effort to
gracdually release the effective rate of protection accorded o domestic goods and
services, In the Philippines, the application of progressive tariff reduction was a
policy instrument embodied in the Tariff Reform Program (TRP) of 1881, while Latin
America espoused similar principle through intraregional tariff reduction after the
signing of Mercosur treaty in 1991. A regional import-substitution was an approach
by Latin American economies to prepare themselves for a larger-scale, multilateral
trade liberalization,

The tariff reduction programs of the Philippines and Latin America were both
carried out in similar phase-in periods, accompanied by elimination of non-tariff
barriers. Latin American signatories fo the Mercosur, meanwhile, were already
implementing a schedule of a common external tariff by end of 1993, a similar
arrangement being negotiated as Common Effective Preferential Tariff (CEPT)
Scheme of AFTA in the same year,

The similar directions in economic and trade strategies of the Philippines and
Latin American countries indicate the stages of economic referm that transpired
prior to trade liberalization.  The research framework will provide basis of examining
the underlying factors leading {o these developments, i.e. whether the trade
strategies were mere response to the growing multilateral trade arrangements
between governments, or were deliberate attempts to enhance and develop trade
and foreign direct investments or FDIs in a region or with other trading partners.

The commonalities in strategies and effective time of implementation may
be viewed as responsive to the brewing globalization of markets. For Latin American
economies, Mercosur was a response to reap the potential net gains in the region
along the lines of globalization, Affiliation with Mercosur signals the path of
liberalization of countries in th region. In contrast, the regional character of ASEAN
Free Trade Agreement (AFTA) served as springboard with which to tackle more
“globalized” izsues. For example, AFTA was instrumental to China's accession to
the WTO, For China, AFTA was a more suitable venue to communicate its foreign



policy interests, which have direct implications on its trading status with the rest of
the world.

While it can be said that regional economic cooperation may have been
bome out of the emerging globalization at that time. it may also be argued that there
arise a need to align itself with more acceptable and up-to-date standards in trade
such as what a multilateral framewaork provides,

2. Divergence in Multilateralism and Regionalism

As earlier mentioned, the possibility of divergence between multilateral
trade arrangements and regionalism may provide explanation to the characteristics
of trade of the Philippines with Latin America. Tussie (1898) argues that as more
nations are bound in the web of global trade relations, multilateralism seems to
slowly loose its primacy. In this literature, a relevant question was posed as to why
increasing openness and trade liberalization of developing countries not feeding into
the accelerated development of multilateral trade regime.  An attempt to respond to
this query seeks to search for indicators that would differentiate the two approaches
through their likely resultant effects,

Multilateralism espouses the Most-Favored Nation (MFN) principle, which
does not allow discrimination between trading partners as far as the application of
trade rules and extension of privileges. Regionalist strategies and trade
arrangements including bilateral trade arrangements on the other hand, allow
preferential trading agreements among participating countries. Both approaches
may yield diffzrent results. Figure 7 summarizes the indicators that can characterize
both trade approaches, and will serve as framework to assess the effectiveness of
bilateral trade and investment agreements, trade promotion strategies, and
investment promotion efforts.

As illustrated, regional approaches deal with bottom-up integration of
markets, usually initialed by prospects of growth in trade. In contrast, multilateralism
is prompied more by government purposiveness through deliberate policy choices
and as such, assumes top-down process of integration. Regionalist strategies are
also usually accompanied by growth of investments in specific markets while,
multilateral arrangements may deal with undeveloped markets yet exhibiting future
potentials for growth. Regional cooperation is usually sparked by accelerated pace
of economic integration among developing countries. For example, Mercosur intra-
trade has grown four-fold since its inception in 1990, making the regional market a
major expert destination to many of its members. Likewise, the rate of growth of
imports into Latin Amenca has been 12 percent every year since 1980s, doubling
world averages (Tussie, 1998). Regional strategies also pave the way for intra-
trade specialization whereby, complementarities in the composition of traded
products and services exist. Regionalism develops out of voluntary motives to
engage In preferential trading arrangements, as opposed to multilateral
arrangements that seek to provide conirol and direction to global economic
integration. As regionalism is regarded as reinvigorated multilateralism, it is
perceived as more forward-locking, user-friendly, and driven less by policy that
otherwise characterize multilateral approaches.



_Figure 1. Indicators of Divergence between Regionalism and Multilateralism
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Along with RTAs, bilateral agreements also adhere to preferential
treatment in trade. It sseks to capitalize on the existing and potential trading
relationship with another country, taking into consideration their intrinsic comparative
advantages. Bilateral agreements were pursued among individual Latin American
states as early as 1960, followed by a declaration of free trade areas and common
markets in the region. As bilateral agreements are on the rise, efforts for a more
standard and global rules are becoming more intense. As a consequence, there was
a compelling need for bilateral agreements to be aligned with global standards.
Because, bilateral agreements were conceived more as top-down govermment
decisions intended at concentrating the benefits to a given region, preferential
treatment in trade inevitably poses distortions relative to the general multilateral
rules. On the other hand, some bilateral arrangements may really have developed
as a response to the market, in which case it has baecome an imporiant tool to keep
up with the pace of globalization.

If we were to compare the dynamics of trade in Asia Pacific region on one
hand, and Latin American commaon markets on the other, competition between both
regions seamingly exists, explaining why intra-regional trade relationships between
individual countries from both regions are limited. In the succeeding section, the
composition of export and import products in both regions will be determined, to
examine further the interplay of the competifion. and intended effects of bilateral
arrangements, if any exists.




Il. Trade and Investment Performance between Philippines and Latin America

A. Philippine-Latin American Trade in Perspective
1. Export and Import Performance

The modest trading performance between the Philippines and Latin
American countries exhibits great promise. This observation is supported by
bilateral trade and investment agreements that have been in effact, with three more
still being negotiated.  As earlier mentioned, certain products have dominated
traditional expert and import items, but the respective sharas vary across years and
countries.

From 1996, Philippine imports from Latin America exceeded exports at a
decelerated rate until 1999 (See Figures 2 & 3). The value of Philippine exports
was only 20% of total imports from Latin America, Exports to Latin America did not
increase much, averaging about 14% annually from 1988-1993, This was caused
by the continued decline in exports until 1998.

Fhilippine exports did well when its growth surged to 83% in 2000,
compared to the preceding year's performance, At that time, the Philippines
registered a surplus in balance of trade with Latin America. Although exporis have
steadily increased since then, it is perceived that a bigger slice of the market is yet
to be tapped. Philippine exports to Latin America have been only less than 1% of
its total world exports until 1989, Based on general product categories, it shows
that there is a good market for manufactured articles and transport equipment, as
these items comprised the bulk 93% of total exports to Latin American countries in
2000 (See Figure 4). These items are among the leading export items including
telecommunications parts and equipment and microelectronics. The share of these
export items from total exports to Latin America has consistently been substantial
from 1996 to 1999,

Fig. 2. Philippine Imports from Latin America; Fig. 3. Phllippinge Exports 1o Latin Amorica:
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The manufactured articles are comprised mostly of garment items such as
shirts, dresses and jackets, and footwear. There has been good demand for knitted
wearable tems, indicating that items with greater value-added are still able to
penetrate Latin American markets amidst the low-priced garment items from China.
Miscellaneous manufactured items account for the bulk of Philippine exports to Latin



America in 1996 (56%) to 1897 (52%), but its share of total exports dropped
consistently in the following years. A shift to exports of machines and transport
equipment was observed from 1998, as it captured a lion's share of total exports in
that year. By the year 2000, almost 80% of Philippine exporis te Latin America are
comprised of these iterns. Machines and transport equipment vary from data
processing parts and equipment, television receiver, telecommunication parts and
equipment, electronic microcircuits and motor vehicle parts. The rapid expansion of
trade in these products, was brought about by the international production network
established by fransnational companies (TMCs) Austria (2000) cited that this
netwaork involves production sharing in which cerain technological production
processes are passed on o other countries through some intemational
subcontracting or outsourcing arrangements. This international division of labor has
changed the investmant sirategies of many developed countries, which would
translate to the composition of commodity exports in many of the developing
countries.

Table 1. Philippine Exports to Latin America, by Product Grouping, 1998-2000

(In LUSED00)

Product Description | 1996 | 1997 1998 1999 2000
Food and Live Animals 2,339 2,069 1,226 BaT 1,385
Beverages and Tobacco 305 499 i 1,506 550 I Taz |
Crude Materials, nediole | 5852 8,339 7,356 5444 | 5185

Fuels, Lubricants, etc. I 397 671 204 741 513
Animal, Veg Oils, Fats, | o
Wax 4,870 2,800 12,064 57 1,397
Chemicals, Related |
Products 068 2,002 1,730 1212 | 2,343
Manufactured Goods 4 916 0.086 7720 84978 14,537
Machines, Transport Eqpt. | 42 106 49 682 85,748 146,544 305,386
| Misc.Manufactured Articles 80,062 | 80,239 | 60279 | 46512 53,714
Goods Nat Classified by .
Bing L I B ..., 0 24
TOTAL 141,908 155,388 178,429 210,972 385,256

Source: United Nations' Trade Analysis System

Cwverall, average annual exports grew at a rate of 25% from 1996-2000.
The highest recorded growth in the year 2000 when exports of 83% can be traced
mainly to the continued growth in the value of machines and transport equipment
exports, which doubled in the said year. Expors to most of Latin America
experienced the biggest decline in 1998 and 1993, especially during the onset of the
Asian Financial crisis. Notwithstanding the crisis, exports of machines and transport
equipment gradually increased to its present day level.

it is interesting to note that garments remain to be traditionally exported in
Argentina, Brazil, Chile, Panama and Venezuela. Meanwhile, machines and
transport equipment are imported mainly by Colombia and Mexico, Peru and El
Salvador on the other hand, have comparatively lower imports from the Philippines
averaging at less than US$1.5 million annually. Figures 4 and 5 reveal how export
shares to these markels have not progressed, and remained to be the smallest in
Latin America for Philippine exports. Among the Latin American countries, only
exports to Mexico consistently grew at an average annual rate of 59%. In the year
2000, annual export value to Mexico surged to 139% from the preceding year's
export record.  This is attributed to increase in exports of traditional manufactured



iterns.  The Mexican market has become an important trading partner of the
Philippines because of the noticeable growth in market share from 25% to 74%,
making it the leading Latin American market for Philippine exports, Further reszarch
as to the dynamics of such growth would prove to suppott an effective trade strategy
that would help explore other markets in the region, For example, it would be
worthwhile to see if the increase in market share was accounted for by direct exports
orindirect exports to markets benefiting from NAFTA.

Philippine expoerts to countries such as Argenting, Chile, Colombia, El
Salvador, and Venezuela have not recovered since the plunge during the Asian
Financial crisis. Brazil and Argentina are two larger members of the Mercosur, and
sufficiently large trading partners in Latin America (Olarrega, 1993). Their combined
demand is believed to influence the direction of intra-regional trade, by way of pricing
at least in some markets. The market share of the Philippines in Brazil improved
unlike with that of Argentina considering that a trade agreement is currently in place.
Philippine frade with these two markets along with Mexico must be re-examined,
because they are key entry points to the Latin American regional market.

Figure 4. Exports of Philippines to Latin America
Year 1995, Market Share
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Figure 5. Exports of Philippines to Latin~ America
Year 2000, Market Share
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Meanwhile, imports from Latin American countries decreased from 1896 to
1998, and improved in the following years. Since 1938 howaver, imports from Latin
Amenca have been only less than 1% of total annual import value of the Philippines.
The negative balance of trade with Latin America before 2000 can be attributed
mainly to the significant amount of imports of the Philippines. accompanied by the
rather slow growth in traditional export items. The robust demand for imports
coincided at the time when initiatives led to negotiations for trade and investment
agresments with the two Latin American countries namely Peru and Colombia,

In contrast to exports, imports from Latin American countries are
comprised of inedible crude matarials, food items and live animals, machines and
transport equipment and until recently, beverages and tobacco (See Table 2.
There has been a big shift from traditional impont items particularly manufactured
materials, which represented almest 30% of total in 1996 to beverages and tobacco,
machines and transport equipment in 2000, Among the imported items. only
inedible crude materials continue to capture the biggest share averaging about 36%
of total over the past five years. Inedible crude matenals consist mainly of crude
petroleum, gas oils, and other petroleum products. Food items commenly imported
are raw sugar beet or cane, oil seed and animal feads. Other major import items
suffered substantial declines in total import share during the initial years. These
items include food items and live animals (685%), chemicals and related products
(45%%), manufactured goods (90%) and miscellansous manufactured articles (735%%),
compared to their original product shares in 1996,



Table 2. Philippine Imports from Latin American Countries, by Product Grouping,
1996-2000, {In USE000)

Product Description 1997 1998 1999 2000 |
Food and Live Animals 155,325 161,201 76406 | 54,492 |
Beverages and '
Tobacco 18,893 42,663 28,904 18,011 | 32,196
Cruds Maternals,
Inedible 206,123 135,443 75747 | 120,802 | 152,733
Animal, Veg.Oils, Fats,
WiEe T 333 269 88 593 1,174
Chemicals, REelated
| Products 41,529 23,719 20,894 26,485 | 20,995
Manufactured Goods 188,045 558.006 33,364 14,154 | 17.819
Machines, Transport N i e
Eqpt. 19,819 18,610 12,079 23999 | 29,505
Misc. Manufactured [
Articles 11,767 10,841 13,471 4 764 3208
Goods Not Classified by ' i
Kind O | 3 103 0 1
TOTAL IMPORTS i ' f——
FRC_IM LA 641,834 460,755 244119 285,214 312124 |

Source: United Nations' Trade Analysis System

The pattern of decling in the share of individual import items from total

reflects the overall import picture. Imports from Latin American countries were cut
into half from its level in 1996, Imports dropped to an average of 14% annually since
1696. However, beverages and tobacco, animal vegetable oils, fats, wax, machines
and transport equipment were emerging import items that managed to have
increased shares up to 2000, '

Chile and Brazil are the biggest exporters of inedible crude materials to the
Fhilippines, Brazil is a major supplier to the Philippines of other heavily imported
itermns such as manufactured goods, food and live animals while Mexico supplies
most of chemical products and other manufactured goods. Boeth Chile and Brazil
have become two major supply sources, with Chile able to capture a bigger share of
total Philippine market next to Brazil. Mexico and Peru have increased their shares
in the year 2000 compared to what they have achieved in 1996.
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Figure 6. Imports of Philippines from Latin America
Year 1996, Market Share
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Figure 7. Imports of Philippines from Latin America
Year 2000, Market Share
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2. Composition of Leading Traded Commaodities

Leading exports of machine and transport equipment are data processing
parts and electronic microcircuits, which consistently capture the biggest share of
total (See Table 3). This is followed by exports of colored television receivers and
telephone line equipment.  In recent years, developing countries have been tapped
to handle the production of these products, as comparative advantages derived from
lower labor cost and transaction costs are maximized, Because of these,
transnational companies are able to facilitate international production sharing
especially as trade and investment barriers were also gradually reduced.
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Miscellaneous manufactured articles are comprised mostly of wearable
items or garments. The high value-added garment items like the knitted shirts and
babies’ clothes account for the major share of total exports of manufactured articles.
However, like most exports of garment items to Latin America, their shares have
gone down more significantly than others. Export shares of shirt items, trousers and

breeches have managed to recover among the leading traditional exports of
garments.

Table 3. Leading Export ltems to Latin America, 1996-2000 (In US$'000)

Leading Export ltems 1996 1997 1698 1999 2000
Machines & Transport Eqpt. | | '
Data Processing equipment 6,272 0| 0 73 2,987 |
‘Data Processing parts | 10.585 14,707 8.881 | 20597 | 20,119
Colour televisian receiver 6341|  5.829 9748 4,388 8,252
Telephone line equipment 3.958 | 8,118 | 7619 5218 1.934
Telecommunications paris
equipment 540 | 2,341 | 5148 5438 10,150
Electromc mrchCIrcq!_tE___ 2.907 | 7.920 25,058 31,078 G4 863
Other parts, motor vehicle 5.010 | 1.343 | 4035| 5041 5183
Misc.Manufactured Articles | 1 o |
 Trousers, breeches.etc ] 1,389 | 2,388 | 2,349 - 2.286 1,946
Shirts. 3077 | 2357 | 4674 2,925 3,876
Dresses 1.920 2717 1,686 | 585 1,565 |
Suils jackets. trousers. etc ; 2,935 4,816 2,784 1,018 B89 |
_Shirts mens boys, knitted 18,463 12,119 4,044 1,886 2,026
| Underwear, nightwear etc 2,681 2,249 1,201 621 341 |
Babies'garments, clothes 2543 | 2,594 2,180 1,685 1,157
Other garments knifted 7.650 7510 3.990 [ 1,278 673
Sports footwear _ 3.065 2,070 1,481 831 847

Table 4 shows leading food imports and inedible crude materals. The
major imported inedible crude materials are wood, cotton, iron and copper ore
concentrates. Both imporis of wood and cotton dropped, while iron and copper ore
recorded modest growths, and managed to recover from their big shares of total
imports of inedible crude maternals.

The shares of specific food items from total imports vary greatly on a yearly
basis. Following the declining trend in annual imports from Latin America, food
imports also suffered from plunging shares, especially preserved bovine meat,
maize seed, concentrated milk, sugars and beet. Oil cake, oil seed residue, meat
fish for feeds on the other hand, managed to be among the leading import food
items from 1996 to 2000. Brazil is the leading exporer of food items. Peru and
Argentina were at far second and third, accounting for less than 1 percent of total
imporis.



Table 4. |.eading Import ltems to Latin America, 1996-2000 (In US3'000)

Leading Import_ftems 1996 1997 1998 1933 2000
Inedible crude materials | | B
Wood, non-conifer, sawn 20872 13,067 8.003 4,523 4.485
Cotton. combed | 13,388 3,357 | 7.083 9,093 2,388
| Iron ore, concentrates | 63576 35770 | 37603 34992 | 63223
| Copper ore, concentrates | 95771 60.523 | 22123 57,544 | 78,235
| Food ltems | i [
Bov.meat prepared prsrvd.nes | 2,090 1.305 | 565 1.063 355
' Milk concentratd sweatened | 1.024 319 | 49 795 0
Maize seed | 20883 0 0 0 0
Maize, other unmilled 0] 78| 19005 9897 0
Sugars beet or cane, raw 51,680 | 12,667 | 9483 11501 0
| Oll-cake oll seed residue | 17048 | 63387 10,561 0 f1a74
| Fir.etc.meat fish.and feed | 4699 | 66088 | 13733 29102 | 31.432

3. Foreign Direct Investment Flows

In terms of foreign direct equity investments, a breakdown of tolal
registered equity investments at the Board of Investments (See Table 5) shows that
only Argentina, Brazil and Panama have recorded equity investments for the penod
under review from 19986-2002. Brazilian and Panamanian investment projects
registered with the BOI starled only in 2001, with 104 million pesos equity
investment registered. BOl-registered investments from Latin America were highest
in 1989, amounting to 1.9 billion pesos. This was atiributed to an Argentinian power
project. This represents about 4% of total foreign equity investments registered in
that year. Foreign equily investments registered with the BOI, include both cash
and non-cash equity portion representing foreign equity share of total investments,
These investments cover cost of machinery and equipment and working capital.

Table 5. Foreign Equity Investments of BOI-Registered Projects, (In US$'000)

Mationality af 1686 1897 1998 1855 2000 2007 200

Investmeants
_— e
Argantina (il 4] o 4] a a

1,920,000

Brazil
Pariama
Towal Latin
Armerican
Enuity
Invesimenis
Total Foreign
Equity
Investments 165,116,070  334.0B4.06B  342,229.542 45288203 27889343 66,255,163  58,881.285
Source: Board of Investments

11
10,380
10,401

(=l =E =]
oo
L 1

[
Ll S e |
CI!'EIE:I

1.920,000

In contrast, records on the Foreign Direct Equity Investments with the
Bangko Sentral ng Pilipinas (BSP) show that only Panama have equity investments
infused in 1997 and 1988 Of the total US3884.71 million foreign direct equity
investments recorded by BSP in 1998, about 2.7% are Panamanian investments.
Minimal equity investments were likewise recorded in prior years: 1996 (USS50.01
million} and 1997 (US%0.15 million), and 2000 (US$0.20 million), 2001 {USS$0.21
million). BSP's foreign direct equity investment data refer to the equity portion
channeled through the banking system.
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Based on the eguily investments registered with BSP, Latin American
FDls are rather low. Among the Latin American FDIs, only Argentina has bilateral
investment agreement with the Philippines that is still in effect. Other countries in
which Philippines have standing or negotiated bilateral investment agreements
include Chile, Peru and Colombia.

B. Assessment of Bilateral Investment and Trade Agreements

The Philippines has existing trade agreements with Chile and Argentina, while
draft agreements with Peru and Colombia are awaiting finalization pending the resolution of
some issues. The Department of Trade and Industry, through the Bureau of International
Trade Relations (BITR) and the Bureau of Export Trade Promotions (BETP) are at the
forefront of negotiations for the trade aspect. For investment-related concemns, the Board of
Investments (BOI) is tasked to spearhead an inter-agency committee that drafts investment
agreements. Both trade and investment agreements are made executory through executive
approval. In contrast, existing agreements with Latin Amencan counterparts are duly ratified
as trealy, with approval by their respective legislative bodies

1. Agreement Provisions

The basic direction of trade and investment agreements provides reciprocal
treatment in the trading of goods, and protection of investments established in either
countries.  Investment protection covers both physical and non-physical interests of
both countries with respect to their investments made. Physical interests would involve
mobility of property, including valued financial assets such as shares, stocks,
debentures, and claims for financial return such as access to leans, or legal
concessions to cultivate, extract, or exploit natural resources. Non-physical interests

consist of copyrights, patents, industrial property rights, technical processes,
trademarks, eic.

In terms of effectivity of an agreement, provisions apply to all investments
established prior and after its signing. However, in the settlement of disputes and
claims, the provisions apply to those that occur after the bilateral agreement has taken
effect.

a. Trade Privileges/Most Favored Nation Treatment

Like many bilateral relationships, the agreements espouse reciprocity in
extending legal rights and protection to the traded good and investments. In trade,
privilege accorded through bilateral agreements may not necessarily be as favorable
as the provisions embodied in free trade area, custom union, common market or
similar intemational agreement, including agreements that relate to taxation that
were either existing or are about to develop in the future. Article IV of the General
Agreement on Trade and Tariff (GATT) allows the formation of regional trading
agreements (RTAs), along with the preferential tariff treatment extended on
reciprocal basis to member parties. GATT does not impose that this preferential
tariff treatment under regional arrangements be aligned or made more favorable
under GATT framework, o

At present, trade agreements operating between the Philippines and some of the
Latin American countries have not been as dynamic. For example, a trade
agreement with Argentina was signed in 1984, but the volume of trade with the
Philippines has not improved in the past years. Both export and import levels
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dropped from 1996-2000. Distance was cited as the underlying reason for the lack
of maagnitude in trade with Latin America, not to mention the relative effects of
regional competition charactenzed by sub-regional trade privileges and treatment
which countries in both regions enjoy. Considening that Argentina is regarded as
one of the larger trading pariners able to influence the course of trade in Latin
America, it would not be surprising to favor inter-regional over intra-regional trade.

Like many of the draft trade agreements, most-favored nation treatment extends
to any of the following areas:

» Customsduties and charges

» Customs clearance

* Allinternal taxes and other intermal charges

= Issuances of import and export licenses

» Transfer of foreign exchange payments

= Regulation on the distribution of goods or merchandise

The above areas may be considered not as distinct compared to other trade
agreements of the Philippines with any of its trading partners. Minor differences
would comprise of the provisions relating to the duration of application of rules in
trade, and the effectivity of the agreement itself.  In other words, trade agreements
are nal as programmatic in scope leaving very little expected results.

b,  Protection of Investments

In prnciple, bilateral investment agreements are seen most beneficial between
countries where transaction costs are generally higher by vitue of geographical
distance, and where existing privileges ansing from the existence of common
markets or RTAs erode the relative cost competitiveness of products. The privileges
bormme out of existing regional arrangements may inevitably diminish whatever
bilateral provisions with respect to the extending preferences or trade privileges. In
such a scenario, foreign direct investment flows would serve to counter these effects
and reinforce ftrading relationship between trading pariners. FDls create
opportunities whereby cost of trading is substantially reduced, especially in industries
which have distinct market advantage. The profile of past imports as earlier
presentad, have been direcied towards certain products or sectors. These should be
the focus of investment promation efforis of the Philippines. Investments on food
processing facilities are worth encouraging allowing food imports of preserved
bovine meat, milling of maize seed, feed processing and the like to be more
competitive. In this case, a more targeted approach will help develop a2 maore
comprehensive and program-based trade and investment agreements

Bilateral investment agreements provide for the reciprocal promotion and
protection of investments, whenever nacessary. Thess agreements also provide for
non-commitment towards extending existing trade privileges or freatment accorded
through any existing regional trade agreements or declaration of free trade areas.
The relevant provision in these agreements states that

"W & contracting party accords special advantages to investors of any third
country by virtue of an agreement establishing a free frade area, a cusfoms
union, @ common market, an economic umon or any ofther form regional
gconoimic organization lo which the Contracting Parfy belongs or through the
provisions of an agreement refating wholly or mainly to taxation, it shall not be

obliged to accord such advantages to mvestors of the other Contracting
Party”
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If we examine the bilateral trade and investment statistics between the
Philippines with Argentina (See Table 6) after the signing of bilateral agreement in
1999, this was accompanied by a pericdic improvement in exports and investments.
Following the principle of regionalism, such bilateral relationship can be
characterized as a response lo global competition because the agreement was
spurred by rapid flow of tangible and intangible capital. In 19329, a total of 1.92 billion
pesos of equity investments from Argentina was recorded, and a corresponding 216
percent surge in Philippine exports. These exports were mainly miscellaneous
manufactured articles, data processing machine parts. communication and transport
equipment. While the recorded investments may not correspond to the sector where
growth in exports was observed, a potential for regional cooperation is the offing as
secloral composition of traded products expand

Despite the drop in exports in 1897 and 2000, exports managed to grow at an
average of 27.5% over the five-year penod. Export dechine in the year 2000 was the
lowest (-79%) since the agreement was signed. Meanwhile, imports from Argentina
continue to slide down, except in 1997 when a record-high of 118% growth was
achieved. Because of the diminishing value of imports, an average annual growth of
only 3% was attained.

Table 6. Bilateral Trade and Investment Statistics: Philippines to Argentina,
1596-2000

Indicators 1996 1997 1938 1959 2000 Average
Growth

Exports
{In USS'DO0) 12,972 15,201 8517 26,5958 5,838 27.5%
Imports
{In LSS 000) 56,600 34 087 35 108 22455 16.923 3%

Argentinian

Investiments 1o 1,520,000
Philippines

{in P'OCO)

Source: United Nations' Trade Analysis System

The mutual trade and investment cooperation between the Philippines and Chile
was signed into agreement in 1895, However, unlike Argentina, no equity
investments from Chile were recorded since the agreement was signed. Bilateral
trade statistics also suggest that exports from the Philippines to the Chile
continuously declined from 1985, while imports managed to gradually recover from
its 1956 level starting from 1222 when Chilean imports grew by 143%. The modest
average annual growth rate of 18% may be attributed to this import record. In this
case, bilateral agreement served more as a form of economic diplomacy, as it was
not accompanied by flow of FDIs or significant trade improvement. The relationship
may be considered a result of deliberate policy choices of both govemments, rather
than as a direct market response to trade. This provides evidence to earlier theory
that bilateral trade agreements generate greater externalities, as they are
accompanied by foreign direct investment flows.
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Table 6. Bilateral Trade and Investment Statistics: Philippines to Chile,
1996-2000

Indicators 1955 1997 1898 1968 2000 Average
Growth

Exporis
(I US5000) 35,419 31,503 26,575 17,899 16,395 (19%)
Imports

| {In US5'000) 111.006 72254 26,215 63,651 §2.905 18%

Chilean 0 i} 1] [} ] i

Invesimenis 1o

Philippines

tIn PrO0D)
Source’ United Nations” Trade Analysis System

| SR

Bilateral trade and investment agreements with Peru and Colombia are still
tabled for review, and subject of further negotiations. The draft agreements are
similar to Argentina and Chile, and vary only in the following respects

. Manner of settiement of trade and investment disputes, particularly
in the duration within which disputes are to be resolved. and the
composition of the tnbunal which will conduct arbitration of
submitted cases

*  Length of ime within which the Agreement will be in force

=  The right of contracting parties to access judicial authority in order
to review amount of compensation and the legality of any
expropriation or comparable measures

C. Prospects for Regional Cooperation: Strengthening Trade and Investment
Relations

Along with the various forms of regional trading agreements that developad in
recent years, brews a competition among countries from within the same region and without.
Austria (2000) cited Mexico in NAFTA, the Andean Community, MERCOSUR in Latin
America, and the emerging economies in Central and Eastern Europe, among countries with
the same export markets and sources of FDIs as the Philippines. The countries belonging to
these sub-regional groups are also new sources of comparatively cheap labor. The
competitive advantage of these countries in sub-regional groupings is largely determined by
the amount of regional trade privileges. As such, RTAs expectedly diminish the
effectiveness of bilateral agreements with thesa countries. Mareover, high fransaction costs
involved predetermine the landed cost of traded good or product, and therefore their cost
competiliveness.

1. Regional Integration

Countries may have to pursua more intensive bilateral cooperation to promaote
-greater trade and FDIs, pariicularly in products with substantive export share, especially
where existing regional integration occurs arising from trading agreements. Table 7
presents bilateral and RTAs operating in East Asian countries with their Latin American
counterparts. Among Latin American countries, Chile and Mexico have been most
receptive towards opening up trade markets on a bilateral basis. Among countries in
East Asia, the more industrialized economies have been most active in pursuing bilateral
cooperation. South Korea, Japan and Singapore have initiated the most number of
preferential trade arrangements than any of the ASEAN member countries, Considering
that these countries spearheading the formation of RTAs are major trading partners to
the Philippines, provides signal for Philippines itself to be proactive in similar
arrangements with Latin Amencan countries. This will open up opportunities for

17



increased trade in products with distinct comparative advantage. If these products are
marketed as indirect exports of TNCs, investment promotion activities may be linked up
with the regional headguarters of these TNCs for more concrete results. Entering into
RTAs is seen as part of globalization efforts characterized by voluntarism among
participating economies. RTAs are usually borme out of more forward-looking
perspective, and an appreciation of how future trade will be directed. Given the
landscape of trading between both regions, RTAs may boost the prospects of intra-
regional trade, particularly in emerging non-traditional products, and country markets
where integration was made mare pronounced through the FDI infusion.

Table 7. Negotiated Regional Trading Agreements in East Asia

Partners Type of Status Yoar
Arrangoements

e ————
South Korea-Chile

7098 |

Free Trade Area Under negotiations
Singapore-Mexico Free Trade Area Under negotialicns 19499
Singapore-Chile Free Trade Area Under negotiations 2000
Japan-Chile Free Trade Area Official discussion/study 2001
_Japan-Mexico Free Trade Area Official discussion/study 1994

Source” Ausina {:Z:*'L-h."ﬁjﬂ}'

Evidence of deepening inter-country or intra-regional trade suggests that RTAs or
bilateral trading agreements are effective mechanisms contnbuting to increased trade.
A measure of regional integration is presented in the Table 8 through the intra-industry
trade index (IIT). T measures the magnitude of trade within a product grouping. An
Increasing index shows a deepening of integration, as division of labor increases and
accompanying transaction costs are reduced. The shift in IIT index with Latin American
countries in general shows that Philippine trade gradually slowed down, from highest IT
index in 1980 of 29.7 to its lowest record in 1995 (6.95%) over a ten-year period
However, its recovery towards the end of the decade (16 .30%) signals opportunities for
improved trade of the country with the region. Prospects for greater integration of the
country with individual countries such as Mexico would have been brighter, but this
diminished in 1994 at the onset of the North American Free Trade Agreement (NAFTA)
that effected significant trade liberalization with the U.S., a major trading partner of the
Philippines. Meanwhile, our trade relationship with Chile improved as |IT of 1.38% was
first recorded 1995,

Table 8. Intra-industry trade index for manufactures, Philippines with Latin
America and Selected Latin American countries, 1990, 1995, 1559

Partner Countries ~ 1880 1995 1999

Latin America 29.7% 6.95% 16.30% |
Chile 0% 1.38% 0.40%
Mexico 10,10% 4. 16% 1.71%

Source: NAPES datsbase

2. Trade Relationship with ASEAN-5

Despite the exasting RTAs in Southeast Asia and Latin American regions.
there remains a good trading relationship between ASEAN-5 gountries and Latin
America. Exporis of ASEAN-5 in Latin Amernica reached over USS5 billion in 2000
registering a 43% growth, the highest record achieved over the five-year period. The
production of machines and transport equipment in Asia found its niche in Latin
America. These are leading export items of ASEAN region including the Philippines, It
would seem that the relocation of production of vehicle parts and high-technology
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computer and telecommunication parts in Asian countries enabled their expansion to
distant markets. It may be recalled that ASEAN countries like Thailand, Indonesia and
the Philippines have become production sites for many manufacturing activities
particularly, computer parts and related services such as assembly because of
comparatively lower labor cost and overhead operating expenses.

Tabfe 9. Exports of ASEAN-5 to Latin Amenca 1996—2(}00 {In UsE ﬂ{]ﬂ}

Food and Live Animals 86,813 | 103,209 | 98,446 90,934 76.605
Beverages and

Tobacco 935 3.950 | 3727 | 3,877 1,863

Fuels and Lubncants 12.058 45489 507.864 565,949 | 879,961
Crude Materials, - . I

Inedible 333,337 331,935 | 278374 | 200,206 | 202,895
Animal, Veg Oils, Fats, D I

Wax | 89.945 123.115 | 74,011 62,529 61,093
Chemicals, Related '

Products B7.069 | 100,762 | 139.851 167.415 |  202.759
Manufactured Goods | 239149 | 257,962 324,322 | 344,308 | 488,083
| Machines, Transport — I [ -
| Egpt. 2,128.848 2,480,035 2224003 | 2144571 | 3370750
Misc. Manufactured -

Articles 560,285 523.217 | 448194 442 460 518,441
Goods Not Classified by o B

Kind 426.466 628,111 194 449 36,437 9,319
TOTAL EXPORTS TO ’

LA 3,984,905 4,587.785 4293341 | 4058776 | 5.811.769

FDIs in these sectors became very potent instruments that enabled countries in
ASEAN to compeie and integrate themselves to remote markets like Latin America.
Table 10 shows the extent of integration of ASEAN to Latin American markets via the
intra-industry trade index’. Most if not all, of the ASEAN countries have integrated
themselves to the Latin American markets given the increasing indices exhibited every
five years from 1880-1289

Among the ASEAN-5, the Philippines and Singapore were almost at the
same degree of market integration with Latin American markeis in the 1990s. Other
countries such as Thailand and Indonesia were just starting to integrate themselves to
the market in the same year. Both the Philippines and Singapore suffered a plunge after
five years when IIT index fell significantly. Meaanwhile the rest of ASEAN continue o
post improved indices in the succeeding years. Singapore regained and improved its
1880 lavel, while the Philippines was able to recover from its 1990 record.

1!mra-|n{!ustr~_.- Index measures the amount of trade within a commodity. The index is calculated
for all of a group of commaodities (e g manufacturing) at the three-digit level, tha forfula of which is as
follows:
. (20X + M )-Z IX" -M'1)
0T, = i i i i

{ X +M")
U
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Table 10. Intra-industry Index between ASEAN-5 and Latin America,
1990,1995, 1999

Pariner Countries 1990 1995 1999
T ———————————
ASEAN 5 with 18.8% 16.4% 43.5%

Latin America -

Malaysia 6.2% 10.4% 17.9%
Thailand 3.09% 14.2% 29.7%
Indonesia. 4.45% | B.11% 15.2%
Singapore N 30.9% | 18.4% 45%
Philippines 297% | 6.95% 16.3%
Latin America to 12.5% 17.5% | 32.3%
ASEAN &

Source: NAPES Database

Overall, ASEAN-5 have been benefiting from trade with Latin America. While the
T index after 1990 dropped, there is no clear evidence that trade has been affected
after the Mercosur's existence in 1991. The recovery of IIT indices after 1995 however,
indicated an improved trade

ASEAN-5 imports from Latin America gradually declined from 1997. As of
the year 2000, resource-based items lead in total imports these being, food and live
animals and inedible crude matenals. Machines and transport equipment are also a
major import items. The composition of imports shows that the value of leading imports
decreased especially in 1998, after the Asian Financial crisis. |Imports from Latin
American markets have since been recovering, However, Latin America itself has
shown its integration with ASEAN-5 markets, as |IT index shows substantial
improvement from 12.5% to 32.3%.

Table 11. Imports of ASEAN-5 from Latin America, 1956-2000 (In US$'000)

Product Description = 1996 1997 | . 1998 | 2000 |

Food and Live Animals | 1,085001 | 1,187,752 573,253 857,986 715,573
Beverages and S E—
Tobacco . 47 264 85.817 50.834 45431 70,776
Crude Materials,
Inedible 787,730 733,483 496,457 577.830 731.938
Fuels and Lubricanis | 61,794 44.498 17.557 | 84,345 69,870
Animal, Veg Olls, Fats,
Wax 77,069 101,349 62,274 B66.555 43,489
Chemicals, Related

| Products 244 BOS 210,935 111,686 | 124,980 152.536
Manufactured Goods 1.963.447 1,361,658 | 647.366 | 579,240 471,092
Machines, Transport i
Eqpt. . 718,188 1,038,968 | 895,778 895816 |  787.229
Misc.Manufactured
Articles . 149,797 82.366 53.485 61,775 59,862
Goods Not Classified by | o
Kind 17.249 12.300 15900 | ' 59214 14,057
TOTAL IMPORTS N
FROM LA 5,150,345 4,859,126 2,534,601 3,333,332 | 3,116,432
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3. Product Integration

To examine how markel integration can be further improved, an examination of the
products with exhibited comparative advantage provides useful insight for ASEAN, in
exploring trade opportunities with Latin America. The extent of market integration
serves as indication for ASEAN-5 countnies wheare to initiate RTAs or bilateral trade
agreements, given the composition of traded goods in Latin Amencan markets.

a Philippines

With two existing RTAs, the Philippines has integrated itself in the Lalin
American markets in the past decade, via some traditional product items, and
emerging products exhibiting good potentials for growth. Among the traditional
items are

» crude animal/vegetable matenal

» rubber manufactures

+« paper and paperboard manufactures
= metal manufactures

* non-electrical machinery

« miscellaneous manufactured goods

The above products have shown increasing T indices over five-year
Intervals (See Table 12). As earlier mentioned, these products are traditional
items for export, whose value and shares have grown continuously. Strong
market integration for rubber products (both crude and manufactured), non-
electrical machinery and miscellaneous manufactured products are noted. Textile
yarn fabrics started out with high index but gradually declined after 1995,
MNevertheless, because its indices have registered fairty consistent, it is still seen
lo contribute to overall market integration

Meanwhile, some potential products include miscellaneous food
preparations, petroleum and pefroleum products, which exhibited promising
demand in recent years.

Table 12 Intra-indusiry index, by product: Philippines-Latin Amearica
1990, 1855, 1898 (In %)

Product Groupin 19920 1995 1999
Miscellaneous Food Preparations 13.6 24.7
Crude Synthetic Rubbear 532 841
Crude animalivegetabls matens! 416 15.0 21.4
Pefroleum and Products ] 1.39 42 &
Medical Products 248 524 13.7
Rubber Manufactures 33.0 43.0 &66.7
Paperand Paperboard 428 8.10 12.3
Manufaciures
Textile Yarn Fabric 18.5 356 27 4
Metal manufactures, nes 1.0 9.39 1.7
Men-electrical Machinery 8.86 3z4 ' 449
Miscellaneous Manufactured Goods B.61 301 48 4

Source; NAFES Database
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b Indonesia

Indonesian products have managed to gradually penetfrate Latin
American markets, as indices in Table 13 have shown significant improvement
from their 1990 levels. This is particularly true for tobacco and manufactures,
crude animalfvegetable matenals and plastic materials.  Chemical element
compounds and plastic matenals are among the banner products which
confribule to Indonesia’s overall inter-industry index in 1892 Products able to
gain deeper market integration from their low indices are crude synthetic rubber
and transport equipment

Table 13. Intra-industry index, by product: Indonesia-Latin America
1990, 1995, 19289 (In %)

I —— - — e —
Product Gmuping 1890 19495 1999

= T ———————————— e ———

Tobaceo and Manufactures 0.83 0.0 746 |
Crude Synthetic Rubber 031 248 3.08
Crude animal/vegelable material 7T 284 41.2
Processed Animal Vegetable Oil 123 3338 3110
Chemical Element Compounds E.78 4510 G410

Plastic Matenals 0.94 B67.9 856 ‘
Transport Equipment 1.58 1750 2260

Source NAPES Database

¢ Malaysia

The overall IIT index of 17.9% between Malaysia and Latin America was
accounted for largely by traditional export products namely, wood lumber cork
and wood cork manufactures. While the indices are not generally as high, the
indices for other product groupings generally exhibited fair improvements,
explaining the degree of deepening of markets. Aside form the products shown
in Table 14, Many of the Malaysian manufactured products that posted high IIT
indices initially in 1990, have declined in later years, but continue to recover by
1888, These included fumniture, footwear, metal manufactures, chemicals,
medical products, etc. Products exhibiting big market potential are paper and
paperboard manufactures, dyes, tanning and colour products

Table 14. Intra-industry index, by product. Malaysia-Latin America
1980, 1995, 1988 (In %)

Product Grouping 1950 1405 1999
Miscellaneous Foad Preparations 105 314 38.3
Beverages 3.08 385 6.22
Wood Lumber Cork 31.3 74.8
Fixed Vegelable Oil Fat 1.6 418 4.31
Oyes, Tanning Colour Products 4.02 543 12.20
Wood Cork Manufactures 6.25 25.70 596
Paper and Paperboard 0.92 3.26 276
Manufactures
Iran Steel o.o7 0.95 4 2.75
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d. Thalland

A-diversity of products from Thailand contributed to the overall lIT index
of 29.7% and explained the gradual but marked market integration. Among the
ASEAN-5 in 1980, Thailand had the lowest IIT index, but its big leap after five
years enabled it to establish a good trading relationship with the rest of Latin
America, next to Singapore

Chemicals, non-electrical machinery, colour products and perfume
compnse products with high IIT indices. The composilion of products with
improved indices ranged from manufactured products to resource-based
matenals, and industrial manufactures. For example, iron steel and non-ferrous

metals have contributed significantly to overall trade deepening recently,
compared to their initial years' indices.

Table 15 Intra-industry index, by product Thailand-Latin America
1890, 1995, 1999 (In %)

Product Grouping 1990 1995 1999
Fruits and Vegetables 0.37 6.38 743
Textile Fibres 062 497
Crude Animal’Vegetable Materials 462 4 88 29.5
Dyes, Tan, Colour Products 10.8 522
Perfume Cleaming 63 12.8 48.9
Chemucals, nes 372 529 g2.5
Textile Yarn Fabric 3.55 6.79 B.52
Iron Steel 046 1.57 3.35
Mon-Ferrous Metals 014 18.26
MNon-electrical Machinery 135 G4 8 69.9
Plumbing Heat Light Equipment 515 142
Footwear 0.52 546

g. Singapore:

Among ASEAN-5 Singapore has shown highest integration with Latin
American markels. Food, manufactured articles and industrial goods have posted
high indices particularly afier 1995 Like many of the ASEAN-5, Singapore
products initially yielded low indices, indicating their imited penefration of the
Latin American markets, but many of these products managed to post significant
shares over the ten-year perod (See Table 76) These products include food
preparations (cereals), iron steel, dyes, and perfumea cleaning.
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Table 16. Intra-industry index, by product: Singapore-Latin America
1990, 1985, 1999 (In %)

Product Grouping 1930 1935 1999
Fish and Preparations 0.29 0.87 1.85
Cereals and Preparations 2.03 24.5 754
Fruits and Vegetables 110 23.1 554
Hides,Skins, Furs 541 a2 60.7
Crude Animal/Vegetable Materals 703 858 953
Chemical Elements Compds 12.5 a4 7 6582
Dyes, Tan, Colour Products 4.18 454 82.0
Perfume Cleaning 5,31 44 4 B8.2
Mon-metallic Mineral 378 258 804
Iron Steal 0.82 2.04 46.5
Furniture 58.8 75.5 94.8
Footwear 407 957 6849

Many products not included in Table 16 posted high indices in 19989 but
suffered n 1985, or have insignificant indices in 1990 These products (coffee,
tea, cocoa, ferlilizers, chemicals, metal manufactures, travel goods, and non-
electrical machinery) nevertheless, contributed to market integration of Singapore
with Latin Amernca in recent years

Channels of Trade Cooperation and Prospects

The existing channels by which trade interests are communicated appear crucial in

developing trade cooperation. Philippine bilateral trade with Latin American countries rests
heavily on how these leads are responded to by most appropriate institutions and organized
and private industry groups. This section explores the manner in which trade interests are
addressed, and bilateral trade relationships may be consolidated

A. Institutional Linkages and Promotion Strategies in Strengthening Bilateral Trade

1. Role of Institutions

Trade interests in the form of intent to offer products and services to and from Latin
American countnes are communicated through various channels. The channels
available are government trade and diplomatic agencies, or through the industry sector
concerned. The private industry secior has organized business councils, which fall
under the supervision of the Philippine Chamber of Commerce and Industry or PCCL

The Foreign Trade Service Corps and Diplomatic Corps. The Foreign Trade Service
Corps (FTSC) organized under the Department of Trade and Industry (DTI) provide
posts for Commercial Trade officers in major trading pariner countries. However, there
have been no such posts in any of the Latin American countries. FTSCs are tasked to
attend to all trade-related matters. ranging from negotiations on trade-related disputes to
trade and investment promotion assignments. The lack of FTSCs in Latin American
countries compels Philippine embassies and consulate to assume these trade-related
functions. The added responsibility and limited personnel was made pronounced with
the lack of human development training and information and promotional materials
necessary in trade and investment promotion and marketing. This growing need
prompted both the DTl and the Department of Foreign Affairs to strengthen Economic
Diplomacy, and supporting DFA’s move to squip its personnel in foreign posts to
enhance their trade and marketing capabilities. In the case of Latin America, trade
programs are coordinated only through the DFA reute. Whenever trade-related requests
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such as organizing buying or selling missions are required, these are endorsed to the
0TI, who then coordinates with the private sector, usually through the PCCI business
councils or known industry association.

Foreign Embassies. Another route of trade inquiries and requests is through the Latin
American embassies in the Philippines. The more proactive embassies take the lead in
dealing with the DT| or private trade organizations for more concrete programs.
However, not all Latin Amencan embassies actively involve in trade or marketing
programs, much less on pursuing economic diplomacy with the Philippines, since the
primary tasks of these embassies are diplomatic in nature,

Frivate Business Councils. The business councils organized under the Philippine
Chamber of Commerce and Industry also receive trade interests, that are usually sector-
specific or more product-focused. PCCl members comprising the councils are usually
the same companies that respond to expression of trade interests, and often assisted by
the appropriate agency of the DT

Government Trade and Investment Country Desks. Country-specific or region
specific desks are also conduits of trade requests and inguines. Latin American
countries are considered emerging markets covered under the Amencas desk of the
Bureau of Export Trade Promotion or BETP. Investment missions, both in-bound and
out-bound, are received and conducted by the respective country/regional desks at the
Board of Investments. The extent of trade and investment promotion is subject to
overall agency's budgetary prionties. Thus, the magnitude and extent of continuity of
any promotional efforts are contingent on the availability of resources and consequently,
program priorties.

Figure 8 illustrates the route of trade interests, and the manner by which they
are addressed. Clearly from this illustration, efforts are fragmented and require more
consolidation. The arrangements or the process of attending to trade interests require
more institutionalized follow-through process.  Alongside, agency coordination would
require more pericdic and regular documentation of developments such as, pursuing
concrete trade leads and company interests. As illustrated, trade interests may be
channeled to several organizations, depending on the type of action required. For
example, in-bound and out-bound investment missions are undertaken by the BOI,
while buying and selling missions are taken cared of by BETP.

After a pursuing a trade lead, no institutionalized follow-through process on
developments is in place. The lack of FTSCs in Latin Amencan countries delimits the
intiative to pursue activities in these emerging markets, and increases the nesd to equip
the diplomatic personnel of DFA on aftending to economic diplomacy tasks. Other
channels such as private sector business councils deal with trade and investment
interests more directly, usually on one-on-one or company-to-company basis. Member-
companies in these councils usually atiend to trade opportunities directly. Coordination
with government agencies such as DT! may be sought, but not always.

As trade and investment interests are realized on both sides, bilateral agreement is
being explored. Trade interests are usually translated through cooperative
arrangements communicated through the diplomatic channels, or at the top-level,
usually involving executive branches of both govemments . Iditially, markets are
analyzed through an examination of the bilateral statistics. after which a draft agreement
is prepared. Both trade and investment agreements of the Philippines with Latin
America are executive agreements signed by the DFA with concurrence from the
executive branch. On the other end, most of the agreements entered into by Latin
American counterparts were ratified by their respective legislative bodies. This prolongs
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the negotiation process. The agreements borme more out of our diplomatic relations are
likely to be more proforma and not program-oriented,

Figure 8. Insiitutional Flow of Trade and Investment Requests from Latin America
TRADE & INVESTMENT INTERESTS
OUTCOME | DIPLOMATIC TRADE & LATIN PRIVATE | GOVERNMENT-
CHANMEL INVESTMENT AMERICAN BUSINESS Ta
(DOFA) COUNTRY DESKS | EMBASSIES | COUNCILS GOVERNMENT
(o7 IN THE (PCCI)
PHILS.
Extentof | Economic Organizes out- Endorses | Moredirect | Endorses to DT
Action/Atiention | Diplomacy bound and receives | any trade action faken, | and DFA for
Taken Linit takes in-bound mizsions; requests to individuzl bilateral
s action, or | private sector either DTl of | business agresment
= endorse to | participation sought OF& counc
DTlin the members
absence of tapped;
any FTSC coordinated
posts in Latin with OTI
America
Coordination . | Coordinates Coordinates heavily | Endorses Coordination | Endorses
Wi S with DT for with Private sector any trade with DTl or requasis for
4 - | organization groups/associations | requests fo any review by either
Y of missions: gither DTl or | govemment CFA or DT
signatory to DFA agency is
agresments aptianal
| drafied by
} | DTI
| Bilateral Endorsesto | Bilateral statistics to | Endorsesto | Endorses Encorses 1o
Aaraament Executive for | be examined prior DFA usually to DFA and DTI
. approval to drafting of oTl
- ! Bilateral Agraemant

2. Maximizing Trade Opportunities through Effective Follow-Through

There have been limited trade interests by local businesses on the Latin

American markets,

Many exporters find that other traditional markets are more

interested to tap the huge traditional markets than to explore emerging ones like Latin
America. Distance from Latin American markets and the comparatively low level of
demand discourages many local businesses and prompts them to concentrate instead
on the North Americas and Canada. The relative ease of dealing with these traditional
markets, and the potential for growth are sufficient reasons to attract trade.
Mevertheless, the emerging markets in Latin America having demonstrated extensive
trade with ASEAN-5 are worth exploring. This could be the same reason why some
Latin American markats, namely Chile, Argentina, Mexico, and Peru have been active
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pursing bilateral trade with Asia. Trade and investment interests from these markets
are part of their liberalization efforts. As these expressions of trade interests come in,
a follow-through process would be essential to maximize trade opportunitizs, and
renew local business interests.  The follow-through process would depend heavily on
documentation of trade leads and developments. Institutional developments such as
the creation of Philippine Academic Consortium for Latin American Studies (PACLAS)
would contribute towards engaging into more comparative trade studies on specific
commadities in emerging markets. The substantive inputs may help develop a more
comprehensive strategy for an intra-regional cooperation. Likewise, these will enable
diplomatic posts in Latin America to be abreast of economic issues and trade
sirategies most suitable fo the market.

Since trade interests are channeled through warious channels, a8 more
thorough system of follow-through needs to be institutionalized so as to consolidate
efforts to further cooperative arrangements. The diplomatic personnel based in Latin
America, being the sole linkage to these markels, need to be at the forefront of all
activities, and thus, most qualified to engage in follow-through process.

3. Economic Diplomacy

Economic diplomacy needs to be strengthened in Latin American markets,
because this is very crucial to the development of trade opportunities and trade |eads
from source. Based on IMF projections, East Asia and Latin America are two of the
fastest growing areas in the coming decades. Asia alone is expected to contribute one-
half of the growth in world trade from year 2000,

In the absence of any Foreign Trade Service posts in this region, the
generation and sustainability of any trade and investment interests will largely depend
on Philippine diplomatic personnel in Latin American countries. There are several
issues that require attention such as enhancing the human development skills of field
personnel in the aspect of attending to trade-related inguiries.  Knowledge in trade
and investment policies, regulations, priorities, trade marketing are amaong the critical
areas that need to be strengthened. Regional market profiles of DTl should be
disseminated pericdically through the Intemational Economic Relations unit of the
DFA, to develop an appreciation of market contribution of emerging Latin Amarican
economias to the Philippines.

The dynamism of other Asian countries such as Singapore and Japan in
strengthening bilateral trade with potential partners in Latin America offers a model for
a more intensive economic diplomacy by the Philippines in the immediate term,

B. Revisiting Trade and Investment Promotion Strategies for Emerging Markets
1. Paolicy Instruments
a, Competition and Investment Policies

It was mentioned earlier that effective regional trading arrangements and
bilateral agreements that respond to the globalization of markets'are accompanied by
the increased investments. Investment policies and trade regulations are crucial to
the attraction of Latin American FDls in the ASEAN region and vice-versa. Many
trade-related regulations in ASEAN have been in place to liberalize the invastmant
environment, but it is believed that these hardly address the concerns of investors.
While many of these regulations have centered on trade, a comparative survey of
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trade and investment laws suggests, that there lacks a comprehensive investmeant
scheme that accompanies deregulation, privatization and competition laws
{Thanadsillapakul, 2003) in many of the ASEAN countries.

Meanwhile, forces of political economy have largely influenced much of Latin
American programs for market liberalization. This means that opening up of markets
are still influenced by the need to protect domestic industries, either through the
existence of anti-competitive laws or application of fiscal instruments such as tariff,
Even countries involved in inter-regional trade such as Brazil expressed concem over
some imbalance in the treatment of traded goods within the Mercosur region. Thesa
conditions to a greater extent, may be considered deterrents to the attraction of
forgign investments to Latin America.

The ingredients necessary for investment generation therefore, may be
viewed as lacking in flavor for both regional markets. The presence of transnational
corporations to which much of ASEAN exports are attributed to, bring about efficient
allocation of production resources, and desired economies of scale enough to
overcome considerations on high transaction costs, and relative distance of Latin
Amencan markets. And if similar goods are imported by Latin American markets from
ASEAN, the latter may have to cushion the impact of future terms-of-trade effect such
as continuaed effective rate of protection for these goods. Terms-of-trade effect refers
to the use of policy instruments such as tariff to favor imperting country in relation to
its demand of goods and price. Existing bilateral ifrade and investrnent relations
between ASEAN countries and Latin America must therefore be intensified, through
more concrete and market driven agreements,

b.  Tariffs and Trade Regime

Having examined the composition of trade between the Philippines and
Latin American countries and the characteristics of trade and investment agreements
that have developed, it would be useful to examine how these complement to the
trade conditions and environment within the Latin American commeon market  In other
words, the market developments in Latin American region after the birth of Mercosur
in Decembear 1984 would explain the distinct features of intra-regional trade, and the
bottlenecks in trading experienced. Thus, strategies nesd o be re-examined,
enabling it to be mere product-focused, and directed towards exploring the scheme of
marketing and distribution.

Several literature attermpted to measure the effects of regionalism under a
mul