
Carmen Zechner 

Expanding NAFTA 
Economic Effects on Chile 

of Free Trade with the United States 

 
 

  
© 2008 AGI-Information Management Consultants   

May be used for personal purporses only or by  
libraries associated to dandelon.com network. 



I 

Table of Contents 

Table of Contents .................................................................... 
...................................................... 
.................................................... 
.................................................... 

Introduction ........................................................................................................................ 1 
Research Questions and Objectives ................................................................................................. 3 
Methodology and Structure of This Study ...................................................................................... 7 

PART I: CHILE AND THE NORTH AMERICAN FREE TRADE AGREEMENT .......... 11 

1 PREFERENTIAL TRADE LIBERALIZATION IN THE 1990s ............................................... 11 

2 FREE TRADE AGREEMENT BETWEEN CHILE AND THE UNITED STATES ...................... 17 

NAFTA-Type Free Trade Agreement ......................................................................... 17 

Free Trade Negotiations between Chile and the United States ................................... 24 

2.1 

2.2 U.S . Reasons for Free Trade with Chile 20 

2.3 

...................................................................... 

PART 11: CHILE’S FOREIGN TRADE AND INVESTMENT STRATEGY. PATTERN. 
AND RELATIONSHIP WITH THE UNITED STATES ...................................... 27 

1 

2 

FOREIGN TRADE STRATEGY ........................................................................................ 27 

FOREIGN TRADE AND INVESTMENT PATTERN ............................................................. 36 

2.1 

2.2 

Analysis of Export Structure ....................................................................................... 36 

Origin and Composition of Foreign Direct Investment ............................................... 43 

3 TRADE AND INVESTMENT RELATIONSHIP WITH THE UNITED STATES ......................... 47 



PART 111: ANALYSIS OF THE ECONOMIC IMPACT UPON CHILE OF A FREE 
TRADE AGREEMENT WITH THE UNITED STATES ..................................... 53 

1 TRADE CREATION AND TRADE DIVERSION ................................................................. 53 
1 . 1 Theory of Trade Creation and Trade Diversion .......................................................... 53 
1.2 Extent of Trade Creation and Trade Diversion ........................................................... 60 

2 ADJUSTMENT AND OTHER POTENTIAL COSTS ............................................................. 74 
2.1 

2.2 

Impact on Traditional Agriculture ............................................................................... 76 

Asymmetric Distribution of Adjustment Costs ........................................................... 80 

2.4 Impact of Rule 

EFFECTS OF PREFERENTIAL MARKET ACCESS ............................................................ 91 

3.1 

3.2 

3.3 Export Expansion ......................................................................................... 
3.4 

3.5 Hub and Spoke Constellation ..................... ........................................................ 124 

4 DYNAMIC EFFECTS .................................................................................................... 127 

3 

Terms of Trade Effect ................................................................................... 
Second Export Stage .................................................................................................... 95 

Equal Market Access to the U S  . Market ... 

4.1 

4.2 Foreign Direct Investment 

4.3 Competitive Market 

4.4 Economies of Scale 

4.5 

Welfare Results of Empirical Models ....................................................................... 127 

Technology Spillovers and Knowledge Transfer ...................................................... 148 

5 REDUCED UNCERTAINTY IN TRADE RELATIONS ... 
5.1 Insurance against Future Access Restrictions ... 
5.2 Shelter from Administered and Contingent Protection ............................................. 159 

5.3 Strengthening the Institutional Framework ............................................................... 166 

5.4 Credibility and Lock-in of Domestic Policies ................. 168 

6 ENVIRONMENTAL AND LABOR ISSUES ....................................................................... 171 

6.1 Fair Trade and Policy Harmonization ....................................................................... 172 

6.2 Environmental Impact of the FTA ............................................................................. 175 

6.3 Labor Impact of the FTA ............................................................................... 
6.4 Environmental and Labor Standards in Chile ........................ 182 



Conclusion ....................................................................................................................... 191 

Appendix ......................................................................................................................... 201 

Appendix 1 : Integration Movements in the Western Hemisphere ............_...... .......... 
Appendix 2: Free Trade Area of the Americas .................................................................... 203 

Appendix 3: Selected Topics in Chile-U.S. Free Trade Negotiations ................................. 206 

Appendix 4: Chile's Economic Situation and its Policies ............. 213 
Appendix 5 :  Association versus Accession to Mercosur ..................................................... 216 

Appendix 6: Bilateral and Regional Trade Agreements Signed by Chile ........................... 219 

Appendix I :  Chile's Principal Export Secto rs......... 

Appendix 8: Rules of Origin under NAFTA ...... 
Appendix 9: Top Fifty U.S. Imports from Chile. 

Appendix 10: Environmental and Labor Provisions in NAFTA ........ 

References ............................................. . ......................................................................... 237 

Interviews..... ................................................................................................................... 2S7 

About the Author ......................................................................................................................... 261 


