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B u s i n e ss&Fi n a n c e

Over the past twenty years, multilayered trade policy has been a

c o re component of Latin America and the Caribbean’s struc-

t u ral reforms. The first step was a very substantial unilatera l

opening, illustrated in the decline of average tariffs from over

40 percent in the mid-1980s to about 12 percent today.
1

T h i s

has been combined with a strategy of reciprocal opening

through active participation in multilateral trade negotiations

and regional integration initiatives. The latter have been espe-

cially prolific with nearly thirty regional trade and integra t i o n

a g reements being launched since 1990 and many more in dif-

f e rent stages of negotiation.

This opening contributed to Latin America and the

C a r i b b e a n’s trade expanding faster than world trade during

the 1990s. However, the fastest growth by far occurred in

i n t ra - regional trade, mostly linked to formal regional integra-

tion agreements that ranged from free trade areas to customs

unions and common market projects in the sub-regions. In

some agreements, such as Mercosur, the level of trade gre w

d ramatically and reached relatively high levels of around 25

p e rcent of total exports.
2

While regional trade expanded markedly in the context of

regional integration, so did cooperation in a broader sense of the
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term. Cooperation between governments

can be defined as a mutual adjustment of

policies to achieve an outcome that all pre-

fer to the status quo. It re q u i res some

d e g ree of subordination of the members’

s o v e reignty to the interests of the group.

Mutually-beneficial regional coopera t i o n

is possible in practically any single field of

public policy, ranging from security mat-

ters to environmental and labor standard s ,

and includes bundles of cooperation aris-

ing out of formal regional integra t i o n — a

form of cooperation itself.

Trade agreements are invariably the

point of departure for more compre h e n-

sive regional economic integration for

s e v e ral reasons. First, trade can attra c t

support from well-organized private busi-

ness communities. Second, unlike many

other economic arrangements, the mutu-

al benefits of trade agreements and their

distribution can be reasonably assessed e x -

a n t e by participants and monitored and

e n f o rced e x - p o s t. Third, trade agre e m e n t s

accommodate nationalistic sentiments of

society as they can be designed in ways that

initially involve only very limited loss of

national sovereignty. Fourth, they do not

g e n e rally involve re s o u rce tra n s f e r s

among member countries. Fifth, the dif-

ficulty of negotiating non-trade issues is

related to the very

n a t u re of such

issues: where a s

p re f e rential tra d e

a r rangements are

concerned with the

r e m o v a l of tra d e -

distorting policies,

c o o p e ration in

other economic

a reas as well as in

social and cultura l

fields re q u i res the

i n t r o d u c t i o n of addi-

tional policies,

which is more dif-

ficult to deal with.

Finally, a critical

mass of regional trade among partners acts

as a “hanger” on which other forms of

c o o p e ration can be functionally dra p e d .

This article will explore the re l a t i o n s h i p

between trade and cooperation, what we

call the “trade and cooperation nexus.”

The following section will outline the

s t rategic pieces of Latin America and the

C a r i b b e a n’s trade agenda—the “wiring”

for the regional cooperation re f e r red to

above. The third section will examine how

t rade and cooperation can be linked into

a “nexus.” Finally, the last section will look

at some concrete examples of that nexus.

T he Strategic Pieces of the Trade
A genda . The re g i o n’s trade negotia-

tions currently are staged on three major

s t rategic fronts. First is the multilatera l

Doha Development Agenda(DDA) in

Geneva. The second involves sub-re g i o n-

al common market building. The third

front is the pursuit of compre h e n s i v e
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Figure 1: Strategic and Inter-related Pieces of the
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North-South free trade areas that seek to

build reciprocal commercial links with

industrialized countries (Fi g u re 1).

The importance of the DDA cannot be

o v e remphasized. Through it, the coun-

tries of the region are negotiating marke t

access to the world economy and improv-

ing rules for world trade and investment.

Of special interest to Latin America is the

removal of barriers and distorting mea-

s u res in agriculture - related trade, an are a

w h e re the region has a strong internation-

al comparative advantage. Peak tariffs,

quotas, and subsidies for export and

domestic support in industrialized coun-

tries greatly restrict agricultural trade and

distort world prices. Bound tariffs of

OECD countries for agriculture products

a re four times higher than those of indus-

trialized goods. Meanwhile, tra d e - d i s-

torting subsidies are equivalent to $700

million a day, almost four times all official

development assistance.
3

A g r i c u l t u ral trade was the “orphan” of

the GATT until the Uruguay Round,

when it was put on the negotiating table

for the first time. But progress in libera l-

ization as such was modest and most of the

real work must be done in the DDA. The

w o rd “development” in the DDA will ring

hollow if major advances are not pro-

duced in Geneva in terms of eliminating

m e a s u res that are restricting the re g i o n’ s

a g r i c u l t u re - related exports, and hence its

development potential. Other critical

a reas in the DDA for Latin America and

the Caribbean include public health issues

in the Trade Related Aspects of

Intellectual Property agreement, such as

access to generic drugs for national health

emergencies; disciplines for contingent

protection, such as anti-dumping mea-

s u res; and regional rules, such as the

i n c o r p o ration of rules of origin in multi-

l a t e ral rules for regional integra t i o n .

The second front involves sub-re g i o n-

al integration. Throughout the 1990s,

s u b - regional agreements were re m a r k a b l y

successful in achieving, relatively ra p i d l y ,

the elimination of tariffs on sub-re g i o n a l

t ra d e .
4

However, advancing further on the

road ahead has proven difficult. Some

s u b - regions have had their programs set

back by macroeconomic and political

problems in member countries; never-

theless, all share ambitious common mar-

ket objectives. Thus, the past success of

improving market access is now being

overshadowed by the need to advance the

agenda in other, more politically sensitive,

a reas that often impinge on national sov-

e reignty. These areas include further

elimination of non-tariff barriers, gre a t e r

l i b e ralization in services, further macro-

economic coordination, incre a s e d

regional infra s t r u c t u re coordination, and

the completion of common external tar-

iffs and customs unions. Pr o g ress is also

needed in the strengthening of re g i o n a l

institutions and national counterparts,

particularly in the areas of rule making,

compliance and dispute resolution, tech-

nical secretariats, and standards setting. 

The third piece, North-South integra-

tion, would have been politically incon-

ceivable fifteen years ago, but now has

become a strategic focal point of action

for the region. There are the Free Tra d e

A rea of the Americas negotiations, the

negotiation of association agreements with

the European Union,
5

as well as bilatera l

f ree trade areas with the United States and

C a n a d a ,
6

and attempts by Mexico to link

up with Japan in a regional agre e m e n t .

These North-South negotiating agendas

can be considered WTO “plus-plus” as

they often go deeper than similar obliga-

tions at the multilateral level and because

many of the issues being discussed are not

even on the WTO negotiating table as of
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yet (e.g., competition policy). However,

due to strong asymmetries between the

industrialized and industrializing coun-

tries, many of these agreements are quite

challenging for the region. This is mainly

because of the disparity between the

respective capacities of the negotiating

partners and the fact that most of the

effective liberalization will have to take

place in the developing countries, since

the industrialized economies are alre a d y

relatively open.

The re g i o n’s strategic trade agenda is

e x t remely challenging to manage. Each

front has a very comprehensive and com-

plex trade negotiating agenda. In addi-

tion, target dates for completing many of

the negotiations on all three fronts are

bunched in and around 2005.
7

Nonetheless, each negotiating front has its

own logic and benefits, and there are pos-

itive synergies among them; hence, pick-

ing and choosing among agendas is often

not an option, requiring all fronts to

move forward simultaneously. 

For example, the WTO regulates tra d e

in the world market, supports non-dis-

criminatory liberalization, and establishes

some basic common rules for re g i o n a l

i n t e g ration—the improvement of which

will enhance the complementary nature of

regionalism and the multilateral system.

Also, many feel the WTO has better

prospects than regional North-South

a g reements for advancing liberalization of

so-called systemic issues, such as export

subsidies, domestic support in agricul-

t u re, and in disciplining anti-dumping

p ractices. Lastly, as the multilateral system

succeeds in reducing trade barriers, the

pull of geography in trade patterns

becomes more important and genera t e s

incentives for further regional integra t i o n

i n i t i a t i v e s .

The benefit of sub-regional integra-

tion is that it is much more than tra d e ,

since common market projects are fun-

damentally political initiatives in which

regional trade facilitates advances in

broader strategic objectives among like -

minded countries. These include export

development and diversification, as well

as providing outlets for goods that face

i n o rdinate international protection.

S u b - regional agreements also facilitate

t reatment of non-trade related “neigh-

borhood” issues that fall out of the

purview of commercially-based multilat-

e ral arrangements, such as free tra d e

a reas and the WTO. Lastly, the deepen-

ing of common markets promises to

enhance the member countries’ capacity

to compete internationally and allows

them to take fuller advantage of their

opportunities in both North-South fre e

t rade areas and the multilateral system. 

Finally, the major benefits of North-

South integration agreements is that they

help to secure and improve access to

major markets, attract foreign invest-

ment, and lock-in policy reforms. By

exposing the sub-regions to a broader

spectrum of comparative advantage, these

a g reements also reduce residual tra d e

diversion in sub-regional agre e m e n t s .

M o reover, North-South agre e m e n t s

often set new precedents for libera l i z a-

tion that migrate to the WTO negotia-
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tions, as was the case of NA F TA during

the Uruguay Round.

T he Trade and Cooperation
N exus . Growing and mutually benefi-

cial commercial interdependence among

partners typically induces demands for

expanded economic cooperation, in

o rder to exploit more fully the re v e a l e d

advantages of a maturing regional mar-

ket. Moreover, demands for non-eco-

nomic and even political coopera t i o n

arise from the social externalities gener-

ated by closer economic ties.
8

In effect,

the centripetal forces of trade among

partners can be an effective handmaiden

of deeper integration, whether planned

or not. There is the contemporary exam-

ple of Western Europe, where growing

i n t e rdependence through trade has

served to drive forward a political agenda

of certain partners for very deep integra-

tion and broad-based cooperation. As a

result, regional market opening led the

way to widening the scope of coopera-

tion, or in the words of Garcia and

Glöckler, to “integration by stealth.”

While trade liberalization and non-

t rade cooperation can evolve indepen-

dently, in many cases the two components

a re closely related. One would expect that

when economic integration is launched

with the far-reaching objectives of a com-

mon market or more, the agreement will

not only anticipate regional free trade, but

also systematic cooperation in tra d e - re l a t-

ed and non-trade areas, thus, creating a

t rade and cooperation nexus (T+C). This

approach may save costs associated with

negotiations and the administration of the

c o o p e ration programs. However, it also

entails the risk of getting bogged down

with a large number of complex issues. 

However, a strictly “business only” fre e

t rade area may capture and bind the

mutual interest of the parties more quick-

ly and serve in practice as a solid beach-

head for more comprehensive future

c o o p e ration. In this scenario, the re l a-

tionship evolves from trade (T) to a tra d e

and cooperation nexus [(T) -> (T+C)].

An opposite model involves agre e m e n t s

w h e re an initial framework of coopera t i o n

only (C) predominates until it reaches a

point where parties eventually launch a

formal trade and integration agre e m e n t

[C -> (T+C)]. 

Po s t - World War II initiatives in Latin

America and the Caribbean more or less

bear out the models suggested above.

A g reements launched with an initial offi-

cial framework, or objective, of “very deep

i n t e g ration” have typically started out with

a trade and cooperation nexus (T+C) built

into the initiative. This is illustrated in the

Latin American and Caribbean “old”

s u b - regional integration schemes that

w e re committed to developing a common

m a r ket, as well as the “new” sub-re g i o n a l

schemes such as the Andean Community.

The other extreme is shallow agre e m e n t s

such as free trade areas that are “business

only” (T) in their initial intent. NA F TA ,

the new bilateral trade agreements in

Latin America, and the Latin American

Free Trade Association (LAFTA) of the

1960s, are all examples. In contra s t ,

Western Europe is a good example of

w h e re deepening trade interd e p e n d e n c e

through (T) evolved into compre h e n s i v e

(T+C). One also now observes incre a s i n g

p re s s u res on NA F TA partners to move

from (T) to the direction of (T+C). The

movement from (C) to (C+T) is a less fre-

quently observed model; ASEAN is per-

haps the most outstanding example.

Other scenarios can be found in

recent inter-regional North-South ini-

tiatives. Those agreements can be divided

into agreements that only cover tra d e
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(T), agreements for cooperation without

a trade component (C), and agre e m e n t s

that cover both pre f e rential trade and

c o o p e ration simultaneously (T+C). In

particular, there are three modern

North-South plurilateral initiatives

involving Latin American countries that

a re interesting variants of the (T+C)

model: The Western Hemispheric

Summit process, which we will review in

the next section, the APEC process that

includes a package of trade and non-

t rade cooperation initiatives, and the

E U - b i l a t e ral Inter-regional Association

A g reements, which propose the novel EU

approach of a “single undertaking” that

would systemically integrate several ini-

tiatives through political dialogue, coop-

e ration, and reciprocal free trade under

a single umbrella agre e m e n t .

It is important to emphasize that in

these initiatives, the two components of

the nexus are mutually supportive. As an

example, a reciprocal cooperation pro-

g ram which helps exporters of the partner

countries identify trade and investment

opportunities in the inter-regional mar-

ket could provide an impetus to the tra d e

negotiations and energize trade once an

a g reement is reached. Another example

would be reciprocal cooperation in edu-

cation and best practices, which is gener-

ally supportive of the development and

t rade objectives. Meanwhile, donor assis-

tance type programs could, for instance,

provide technical support to the develop-

ing countries in the negotiation and

implementation of agreements, there b y

ensuring more sustainable commitments

and more effective participation.

L i kewise, cooperation that aids infra-

s t r u c t u re development and democra t i c

processes can help foster trade and invest-

ment. So there is no doubt that a tra d e

and cooperation nexus is a desira b l e

objective in initiatives designed to deepen

North-South relationships, although

simultaneously advancing in both tracks in

a comprehensive way can be extremely dif-

ficult at times, as the hemispheric initia-

tive has shown.

Experience suggests that the success of

any one initiative depends on a number of

conditions. There is a need, inter alia, to

give priority attention to a limited num-

ber of programs at any one time; to have

clearly identified objectives and work pro-

g rams, quantifiable targets, political lead-

ership in the particular program are a s ,

capable national counterparts, and a sup-

port structure—including adequate tech-

nical, logistical, and programmed finan-

cial backing. Moreover, there are re a s o n s

to believe that an ambitious trade and

c o o p e ration initiative will have a higher

chance of prospering if there is a dynamic

t rade component at its core that leads the

way. Indeed, the forward momentum in

the FTAA negotiations is a major re a s o n

for Latin America and the Caribbean’ s

continued interest in the broader hemi-

spheric initiative, despite the poor per-

formance of many of the coopera t i o n

p r o g rams to date. Likewise, the loss of

momentum in APEC may be partially

explained by weakness in the motivation

and design of its free trade component. 

Finally, one of the major results of the

p r o l i f e ration of regional trade agre e m e n t s

in Latin America and the Caribbean and

around the world has been the formation

of the so-called “spaghetti-bowl,” a con-

cept that is usually associated with the neg-

ative effects of regional trade agre e m e n t s ,

especially due to the lack of tra n s p a re n c y

and complexity of overlapping trade rules

( Fi g u re 2). While we cannot dismiss the

costs associated with the “spaghetti-bowl”

in the region, we must also measure

potential benefits. In the framework sug-

R E G I O NAL T R ADE AND COOPERATION IN LATIN AM E R I CA AND THE CAR I B B E AN



DEVLIN, ESTEVAD E O R DAL, & TAC C O N E Business & Finance

Summer/Fall 2003 [4 1 ]

gested above, the “spaghetti bowl” is a

reflection of the revealed pre f e rences by

l i ke-minded nation-states in search of

their commercial and economic intere s t s .

In this sense, the explosion of re g i o n a l i s m

may have created the infra s t r u c t u re, or the

w i r i n g, for an effective provision of re g i o n-

al cooperation, or more genera l l y ,

regional public goods.
1 0

This view down-

plays the potential negative effects of the

“spaghetti bowl.” The final “use” of this

i n f ra s t r u c t u re for regional coopera t i o n

will depend on the complex outcome of a

dynamic process that includes the politics

of inter-state bargaining for the provision

of regional cooperation. This will build

on existing regional trade agreements and

the degree of absorption of “minor” con-

nections by larger ones; that is, the effect

of larger trade agreements on pre - e x i s t i n g

s u b - regional and bilateral agre e m e n t s .

In the next section we will review thre e

major trade and cooperation nexus ini-

tiatives. First, two important South-

South initiatives: the Puebla-Pa n a m a

Plan (PPP) and the Initiative for the

I n t e g ration of Regional Infra s t r u c t u re in

South America (IIRSA), which have

emerged around trade agreements and

c o r respond to the [(T) -> (T+C)] model.

Second, we review the Summit of the

Americas process that we have identified

as a variant of the pure (T+C) model

under North-South initiatives. 

S ome Recent Experience on
R egional Cooperation . Just as

regional trade and integration under-

went unprecedented expansion in the

1990s, so too did regional coopera t i o n

in other areas such as peace and security,

protection of democracy, institutional

Figure 2: The Spaghetti Bowl. Trade Agreements Signed and Under

Negotiation in the Americas
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capacity building, infra s t r u c t u re, and

tourism, among others. Indeed, along

with trade, cooperation has become a

hallmark of a new regionalism in Latin

America and the Caribbean.

P u e b l a - Panama Plan (PPP). T h e

Mesoamerican region has both potential

in the form of cultural wealth, biodiver-

sity, and its geographically privileged

location, as well as significant lags in

terms of its economic and social devel-

opment. Such inter-relations lead to a

series of positive and negative externali-

ties that pose a challenge in terms of

c o o rdination in those cases in which

collective and relational action with the

international cooperation community is

justified. 

The interconnection of Mesoamerica

with the outside world takes place under

suboptimal conditions, as the countries of

the region do not take full advantage of

their proximity to major markets to

s t rengthen, among other things, their

competitive position, participation by

small and medium-sized firms, human

development, and the potential for the

sustainable use of their natural re s o u rc e s .

The PPP emerged as a political mecha-

nism for coordinating actions involving

the approval and implementation of

regional projects: “The objective of the

P u e b l a - Panama Plan is to leverage the

human and ecological wealth of the

Mesoamerican Region within a fra m e-

work of sustainable development that

respects cultural and ethnic diversity.”
1 1

In this context, the PPP defines twenty-

nine seperate projects under eight

Initiatives, including: (1) Sustainable

Development, (2) Human Development,

(3) Prevention and Mitigation of Natura l

Disasters, (4) Tourism, (5) Tra d e

Facilitation, (6) Highway Integration, (7)

Energy Interconnection, and (8)

Telecommunication Services. 

The countries participating in the PPP

consist of eight small nations: Belize,

Costa Rica, El Salvador, Guatemala,

H o n d u ras, Nicaragua, Panama, and

Mexico. With re g a rd to Mexico, most PPP

p r o g rams involve only the nine Mexican

states from its southern-southeastern

region, while others, such as those involv-

ing trade, include all of its states. The PPP

was formally launched in San Salvador in

June 2001.

Mexico’s cooperation with its Southern

neighbors was led both directly and indi-

rectly by trade. First, Mexico’s experience

with NA F TA resulted in uneven growth

and development within Mexico, as the

North enjoyed most of the benefits and

the south stagnated. The seeds of the PPP

had its origins in Mexico’s interest to

stimulate growth in the South by enhanc-

ing links with Central America through a

wide range of issues, including infra s t r u c-

t u re. The “wiring” for the initiative was

prior free trade agreements with each

country, which would service growth of

t rade and investment and in turn benefit

from the non-trade links established by

the PPP itself.

Initiative for the Integration of Regional

Infrastructure in South America (IIRSA).

IIRSA was created as a result of the man-

date generated at the First Meeting of

South American Presidents held at the city

of Brasilia, Brazil, on August 31 and

September 1, 2000. On that occasion,

the heads of state agreed to promote the

i n t e g ration and modernization of the

re g i o n’s physical infra s t r u c t u re as an

essential factor in South America’s eco-

nomic and social sustainable development

process, seeking to increase the global

competitiveness of their economies.
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In this context, IIRSA is a multination-

al, multi-sectoral and multi-disciplinary

initiative. Its multinational character is

based on the participation of the govern-

ments of the twelve countries of South

America (re p resenting members of thre e

s u b - regional integration agreements) and

of potential private investors at a re g i o n a l

and international level. It is multi-sectora l

because it encompasses the improvement

and modernization of infra s t r u c t u re in

t h ree sectors: energy, telecommunications,

and transport. And it is multi-disciplinary

since it includes the coordination of plans

and investments; the harmonization of, or

rendering compatible, regulatory fra m e-

works and the public or private financing

of investments, all with proactive attention

to the environment.

C u r rently, the Initiative has begun

work organized around eight Integra t i o n

and Development “Hubs” and seven

S e c t o ral Integration Pr o c e s s e s .
1 2

To date,

major progress has been re c o rded in the

joint work of the countries, marked by the

c reation of an institutional framework to

support the Initiative, as well as by the

identification of an extensive portfolio of

i n f ra s t r u c t u re projects.

Trade played a major role in launching

the initiative. The seeds of this initiative

emerged out of Mercosur (including

associate members Chile and Bolivia)

w h e re intra regional trade exploded but

was slowed by overwhelmed re g i o n a l

i n f ra s t r u c t u re and outdated re g u l a t o r y

a r rangements. As an example, more than

half of the time for land-based cargo tra v-

el between São Paulo, Brazil and

Va l p a raiso, Chile was due to delays at bor-

der crossings. Meanwhile, the Andean

Community countries suffered similar

i n f ra s t r u c t u re bottlenecks to their

expanding intra regional trade. More o v e r ,

M e rcosur and the Andean Community

w e re negotiating a free trade area between

them where expansion of trade would

depend very much on better re g i o n a l

i n f ra s t r u c t u re between the two sub-

re g i o n s .

Summit of the Americas. The Summit of the

Americas is a process of institutionalized

meetings at the highest political level

among the thirty-four democratic states.

Their aim is to develop compre h e n s i v e

hemispheric cooperation in stra t e g i c

a reas, including trade, democra t i z a t i o n

and human rights, terrorism, corruption

and drugs, and infra s t r u c t u re. 

The First Summit took place in Miami

in December 1994 and produced a

D e c l a ration of Principles and a Plan of

Action signed by all heads of state and gov-

ernment. National programs to support

the Summit commitments are undertake n

and reviewed by each country. Building

upon the Miami Summit, the subsequent

Summits in Santiago and Quebec

expanded the scope of cooperation and

adjusted the activities under each initia-

tive. It is clear that the Free Trade Area of

the Americas is the leading initiative in the

a rea of economic integration and proba-

bly the most consistently dynamic compo-

nent of the entire Summit process. The

F TAA process has steadily advanced and

far surpasses progress in other economic

a reas. Areas that are not directly related to

economic integration for which a matur-

ing Summit process has brought some

p r o g ress are democratization, human

rights, justice, combating drugs, the fight

against terrorism, education and disaster

management. Nevertheless, the overa l l

process has had very uneven results due to

the very broad number of initiatives and

the heterogeneity of the countries

involved; mandates that are not always eas-

ily quantifiable and subject to re s u l t s - o r i-
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ented evaluation; lack of pre p r o g ra m m e d

funding; and a tendency to add mandates

b e f o re consolidating past ones. If the

F TAA materializes in 2005, it should

g e n e rate pre s s u re for truly effective hemi-

spheric cooperation in other areas of the

Summit agenda. It already is genera t i n g

pioneering programs in trade re l a t e d

capacity building.

The next few years will be a very criti-

cal juncture for trade and the re g i o n’ s

s t r u c t u ral reforms. The outcome of all

these trade negotiations are enormously

critical for the development prospects of

Latin America and the Caribbean since

they will establish market access and rules

that will regulate the private sector’s

articulation with the world economy for

decades to come. That is why good

p re p a ration is essential and now should

be one of the highest priorities in the

countries’ development strategy and

budgetary allocations. Finally, as one can

see from the above examples, such agre e-

ments can be a handmaiden for impor-

tant cooperation on many other issues

down the road. 

Author’s Note: The opinions expressed here are those

of the authors and do not necessarily reflect the opin-

ions of the Inter-American Development Bank.


