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ABSTRACT
Objective: Free Trade Agreements (FTA) have recently drawn public attention due to po-
litical populism, alter-globalisation, and tendencies to redefine economic ties, together
with the stereotype of mismatching social perception and so-called ‘expert knowledge’.
Confronting this stereotype may contribute to better understanding of FTA controversies
and identify possible vulnerability sources at the policy implementation level.
Research Design & Methods: To analyse FTA impact, meta-analysis of the literature re-
search results was performed using the sample of eight Spanish language papers. We
included models in which natural logarithm of a trade measure was regressed on FTA
dummy variable with other explanatory variables following Viechtbauer (2010).
Findings: With FTA dummy variable increased trade can have its sources both in trade
creation and trade diversion. Also, the endogeneity issue might result in overestimation
of the effect, as countries that trade more are more likely to establish a FTA. Weighted
least squares fixed effects models at both the study and the model level support this
notion. Unweighted least squares models for Spanish language papers are the only
ones where the positive effect of FTA is not statistically significant.
Implications & Recommendations: Spanish language literature gives a lot of support
to the notion that FTAs are associated with higher trade. However, the exact size of the
effect can be brought to question.
Contribution & Value Added: Public opinion in South America seems quite supportive
for FTA and economic integration. Meta-analysis results confirm positive FTA effects,
supporting its use as a convincing argument for further integration.
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INTRODUCTION

Recently Free Trade Agreements (FTA) have been drawing public attention being affected
enormously by new waves of political populism, alter-globalisation, and some tendencies
to redefine patterns of the world economic ties. From the European perspective, especially
the Comprehensive Economic and Trade Agreement (CETA), and the Transatlantic Trade
and Investment Partnership (TTIP) have brought ‘on board’ serious public concerns about
environmental protection, food quality, job security, and citizen rights. Donald Trump
openly criticizes the North American Free Trade Agreement (NAFTA) calling it ‘the single
worst trade deal ever approved in this (US) country’.

It is interesting to find out if South American public opinion on FTA is affected by sim-
ilar populist tendencies. There is also quite a common stereotype that there is a mismatch
between social perception concerning FTA with the so-called ‘expert knowledge’. Defining
a mismatch between the social perception and the expert knowledge may contribute to
better understanding of the controversies on FTA, as well as to properly defining possible
sources of social conflicts and vulnerabilities of the policy at the implementation level.
Having examined relevant studies on the social expectations in Europe concerning FTA (for
example Bertelsmann Foundation, 2016; Eurobarometer 2014; 2015) one can observed
that the analysis should be developed and continued in more detail, including country-
specific and time-variant dimensions.

In our article we have a look at Latinobarémetro results to describe public opinion
on FTA in South America and we confront them with so-called ‘expert opinions’. To do
so we try to confirm in a statistically significant way if there is a key message in the
Spanish language expert materials about trade and its effects that the experts could dis-
seminate to the world.

In section 2 we briefly summarise historical evolution of FTA in South America. Section
3 provides us with public opinion on FTA and economic integration. In section 4 we present
descriptive analysis of the Spanish language expert databases and methodological ap-
proach towards meta-analysis, while section 5 shows its results. Section 6 concludes.

LITERATURE REVIEW

Free Trade Agreements in the Region: Present and Past

South America, along with Latin America as a whole, has historic and social conditions that
favour integration. The region has multiple homogeneity traits when compared to other
world regions. In particular, cultural, linguistic and religious similarities should be high-
lighted. However, at the same time some political disagreements and periodical instabili-
ties must be considered (Thoene, Zamora, Junior, & Londofo, 2017; Shuaibu & Oladayo,
2016; Crespo Stupkova, 2016). Economic growth and poverty reduction require trade,
which in turn would only increase with openness and integration occurring in an environ-
ment where supportive initiatives ensure that the benefits of trade spill to all the society
(WTO, 2015). The region has a long history of integration efforts and trade agreements
evolving in line with varying trade policy frameworks. This trend currently continues, even
though the focus of the various trade agreements has varied over time together with the
political context (Figure 1).
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Figure 1. Evolution of trade policy frameworks after the 2nd World War
Source: own elaboration.

After the Second World War, South American countries adhered to the Import Substi-
tution Model (ISM) as a development paradigm set by the United Nations Economic Com-
mission for Latin America and the Caribbean ECLAC (or CELAC in Spanish) which was
formed in 1948, in opposition to the United States-led Pan Americanism concept. From
then onwards, the South American countries have had a central role in cooperation and
regional integration processes (Bermudez Torres, 2011).

The ISM was aligned to increasing manufacturing in the region together with a di-
minished level of the European exports. Martinez Rangel and Soto Reyes Garmendia
(2012) highlight the evolution of the region’s policy framework over the last decades,
starting from the ISM with a period that ranges from 1950 to the early 1980’s when the
governments’ role was questioned as the benefits from growth were not perceived by
a large proportion of the population. By the end of 1960°s and during the 1970’s, efforts
were focused on regional development through protectionist policies while expanding
foreign debt levels to fund the development model. In the 1980°s it became quite evi-
dent that the model was inoperative reaching a stagnated environment with no eco-
nomic growth, impending recessions and diminishing debt-servicing capacity for most
countries, which led to a number of defaults including the cases of Brazil, Mexico and
Argentina. By the end of 1980’s the results of the ISM were bleak in South and Latin
America, with high public deficit, restricted local financial and foreign exchange markets,
goods markets that were closed to world competition, restricted foreign investment,
inefficient public firms and multiple labour market constrains.

The Washington Consensus represented an open and liberalised approach with pro-
market initiatives, limited state intervention and macroeconomic discipline. The consensus
was based on economic openness aimed at fostering international trade between develop-
ing and developed countries as a vehicle for economic growth. Reduced government inter-
vention brought increased social tensions due to the reduction of subsidies and incomplete
compensation programmes, which in some cases resulted in social unrest episodes.

During the early 21st century, multiple South American governments initiated a shift
in orientation essentially representing a departure from the neoliberal model, with re-
gional agendas differing from those aligned to the consensus. From the 2000’s onwards,
regionalism starts to claim a simultaneous economic and political dimension, also allowing
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for a more active government role in managing globalisation challenges. Social aspects
become a key component in line with social development objectives (e.g. UN’s Millennium
Objectives). This development occurs in line with reconsideration of the role of the state
and the extent of its reach (Bizzozero, 2011a; Swierczyniska, 2017).

Tokatlian (2012) describes that South America suffers from an ‘integration complex’
with ambiguous results in a region representing a heterogeneous unity, particularly when
referring to the political direction within countries. This characteristic is reflected in the
existence of multiple blocs and trade agreements evolving simultaneously in a changing
political landscape (Ulloa Urrutia & Marambio, 2014), highlighting that integration ideas
are deeply ingrained, assuming that all countries in the region are involved in at least one
integration initiative (Rhi-Sausi & Oddone, 2013).

Currently, the main active trade blocs with relevant presence of South American coun-
tries are the Southern Common Market (Mercosur) formed in 1991 and currently with five
full members: Argentina, Brazil, Paraguay, Uruguay and Venezuela; the Pacific Alliance
(PA) formed in 2011 and currently with four full members: Chile, Colombia, Mexico and
Peru; the Andean Community of Nations (ACN) formed in 1969 and currently with four full
members: Bolivia, Colombia, Ecuador and Peru; and the Bolivarian Alliance for the Peoples
of Our America (ALBA) formed in 2004 and currently with eleven countries as full mem-
bers: Antigua and Barbuda, Bolivia, Cuba, Dominica, Ecuador, Grenada, Nicaragua, Saint
Kitts and Nevis, Saint Lucia, Saint Vincent and the Grenadines and Venezuela®.

From this group, Mercosur and the Pacific Alliance are of particular relevance, given
that they represent the two largest in terms of the size of their economies. Based on In-
ternational Monetary Fund data?, for 2017 Mercosur represented approximately 3.7% of
the world’s GDP and the PA 3.2%, whereas the ACN accounted for 1.1% and ALBA for 0.6%.
The Spanish language expert database is built with focus primarily on Chile, although ex-
panded to South American nations participating in the above listed agreements (i.e. Ar-
gentina, Brazil®, Paraguay, Uruguay, Venezuela, Colombia, Peru, Bolivia and Ecuador).

In terms of the nature of the main agreements, Mercosur is designed as a free trade
zone and customs union, and even though it was established in 1991, progress towards
full implementation has been slow. Moreover, it serves as an example of the effects of an
on-going political change in economic policy and trade relations within a major trade bloc,
and of the potential evolution of trade blocs towards more open arrangements (i.e. fo-
menting bloc relations with non-bloc parties). On the other hand, the Pacific Alliance,
a newer initiative started in 2011, represents a new pragmatic approach in which eco-
nomic aspects are not secondary to political considerations. Furthermore, the PA consti-
tutes an agreement where the relation of the block with third parties are as important as

1 Additional regional blocs could be mentioned, such as the Community of Latin American and Caribbean States
(CELAC) and the Union of South American Nations (UNASUR), although these are by conception primarily political
organisations rather than trade blocs. There are other trade blocs in the Latin American region, being the most
important the North American Free Trade Agreement (NAFTA), although, this agreement is beyond the scope of
the analysis, given that it does not include any South American nations.

2The data considers only full members, as those represent the countries having fully adopted the agreement.
However, it must me mentioned that each of these agreements incorporate associated or observer countries.
The percentage corresponds to the Gross domestic product based on purchasing-power-parity (PPP) share of
world in total as indicated in the IMF’s World Economic Outlook (October 2017).

3 Literature review is limited to documents published in the Spanish language.
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intra-bloc relations. Therefore, it represents a new model of a trade agreement and inte-
gration structure, and as such it is of key importance as a potential marker for the evolu-
tion of these type of initiatives in the region and beyond.

The 2011-2017 period is of particular relevance in terms of events determining the
current and potential future situation for the trade agreements in which South American
countries partake. One particular event occurred in 2011 with the undertaking of founda-
tional steps towards the creation of the Pacific Alliance, representing a more mature strat-
egy with increased alignment between commercial and political interests (Rojas & Terdn,
2016). A second event was the restructuring of both Mercosur and Andean Community
starting in 2011 with Venezuela effectively leaving the ACN for incorporation into Mer-
cosur, an event also serving to exemplify the prevalence of political interest over economic
integration (Gutierrez, 2013), a phenomenon visible in earlier-generation agreements.

Regional Public Opinion on Integration

At present, regional integration can be seen as an incomplete project, with limitations such
as reduced intraregional trade, lack of coordination, and the existence of multiple simul-
taneous integration attempts following different approaches and ideological perspectives
(Barcena, Prado, Rosales, & Pérez, 2014; Bruslé, 2015; Bene$ova, Novotnd, Sanova, & La-
putkova, 2016). Optimising and integrating the multiple initiatives that have been devel-
oped over the last 60 years, involving tens of agreements and over 15 national associations
with a variety of supranational bureaucratic structures is imperative (Foxley, 2015). Nev-
ertheless, the reality is that political interests can disrupt long term advances in commer-
cial aspects, as has been seen within Mercosur or with the clash of ideas between the ACN
and the ALBA, where political adherences have recently been the sole determinant of eco-
nomic policy (Giacalone, 2013), and through the critical views over the PA due to being an
economic minded agreement among pro-market governments (Nolte & Wehner, 2014).

Traditionally, at relatively early integration stages, innovative organisational arrange-
ments have been greatly valued, even despite the absence of major results (Bizzozero,
2011b). In contrast, decades after the conception, the agreement is evaluated from a more
critical perspective, as recent public opinion commonly focuses on the lack of consistency
between promises and reality, as well as institutional inefficiencies, even if some degree
of social and political improvements are a reality (Caballero Santos, 2014).

Within the South American context, the implementation of social policies towards wel-
fare increases is identified as the key political consideration and trade is seen as an active
tool towards this objective. Latinobarémetro Corporation, a private non-profit organisation,
based in Chile, is responsible for carrying out Latinobarémetro’s public opinion surveys
providing a regional view on multiple topics, including current regional integration profile.

Over time, public views on economic and political opinions can and do change, both
as a political change catalyst and as a social reaction to policy measures or international
environment. Latinobarémetro has performed multiple public opinion surveys from 1995
to 20174 therefore allowing to review the public opinion evolution on a variety of aspects.
In 1995, 74% of the surveyed supported an economic system based on private enterprises
with varying degrees of government intervention, and only 11% supported the notion of

4 Latinobarémetro annual public opinion surveys from 1995, 2000, 2005, 2010, 2015 and 2017.
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no government intervention, which can be consistent with early reactions to the applica-
tion of Washington Consensus-based measures in the absence of efficient social compen-
sation efforts. When evaluating the situation in 2005 (at the early stages of new post
Washington Consensus) one may observe that there is, however, a general support for
a market economy although combined with well-expressed social sentiments for govern-
ment intervention (63% of the population is in favour). At the same time, public opinion
on the efficiency of recently privatised public services is not positive (with 58% of the pop-
ulation displaying dissatisfaction with the post-privatisation situation).

At this point, it is of key importance to assess public views on integration within the
region during the period, which could be summarised in Table 1.

Table 1. Public opinion on regional economic integration

Public opinion 1995 2005 2010 2017
In favour of economic integration 64% 65% 65% 77%
Against economic integration 17% 21% 12% 16%

Source: Latinobarémetro annual public opinion surveys from 1995, 2005, 2010 and 2017 available at www.lati-
nobarometro.org and consulted on 15 August 2018.

It should not be so surprising that in the 90s and the period before the global financial
crisis more than half of the population believed that belonging to integrated economic
blocs or being engaged in FTAs is beneficial, with much less than one fifth disagreeing with
this view. However, it is interesting to see that such a high level of support was maintained
after the crisis outburst and it grew up in more recent times. It seems that a desire for free
access to goods and services within the region still exists (is getting stronger) and is deeply
ingrained in the South American public psyche, even if ‘the integration project’ is lacking
its feasibility in economic, political and social spheres (Bermudez Torres, 2011). An in-
crease in public support for economic integration may also result from positive macroeco-
nomic performance of some regional economies, and thus an increase in social wealth.
Moreover, the development of the PA, TTP negotiations and revamping of Mercosur in
line with political changes in some countries may have played its role. Interestingly, sup-
port for political integration increased, as well as the proportion of those against it, which
can be explained by a lower number of non-respondents but also attributable to the desire
for a more mature institutional framework, in other words, advancing in closing the gap
between de facto and de jure realities.

Consistently, in 2017, 77% of respondents supported other (in the region) countries’
free access to goods and services in the region, and 88% of the surveyed population was
for workers’ free access to other regional markets. This positive view is consistent with the
wider opinion of 4 out of 5 inhabitants that globalisation brings opportunities for economic
growth. Furthermore, the majority of the population identified free trade as a key compo-
nent to integration, which is aligned with acknowledging integration (and subsequent
trade) as a tool for social welfare improvements.

At the same time, social policies (including poverty reduction) were seen among most
relevant factors for national development in 2017 (mentioned by 49% of respondents).
Integration per se (mentioned by 25% of respondents) was ranked well behind a variety of
different categories defined as relevant, such as: environment (48%), infrastructure (40%),
public institutions (34%), rule of law (38%), gender equality (34%), equal opportunities
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(46%), productivity (37%) and human capital (27%). This can suggest that integration is not
perceived as a (practical?) goal in itself but probably rather broadly contextualised, per-
ceived as a positive process, somehow contributing to social progress. Interestingly, peo-
ple do appreciate successful integration implicite, recognizing the importance of its com-
ponents, to mention only physical infrastructure, public institutions and rule of law among
them. That goes in line with 66% of regional inhabitants declaring themselves as dissatis-
fied with their national institutions, which also occurs with supranational ones.

When evaluating preferences in terms of which regions were seen as more important
for deepening economic integration, it should be highlighted that the United States was
named by 34% of the respondents, while Latin America as a region ranked close to the Eu-
ropean Union, China and Japan (all of these ranging from 11% to 16%). The relative unim-
portance of the home region can be explained by the current lack of maturity in on-going
integration initiatives (together with the existence of multilateral agreements), resulting in
diminished effects and overall efficiency. On the other hand, the prevalence of the United
States as the identified relevant economic integration partner can be associated with the
positive views on the effects of incoming foreign investment flows, which is supported by
67% of the population (with only 12% against it), and this view has not changed since 1995,
where 69% of the surveyed identified direct incoming investing flows as positive.

For 1995 and 2000, 19% and 16% of the surveyed had pessimistic views over
whether strong integration ties (i.e. regional common economic areas) could be a real-
istic goal of their governments’ activities that would have been conducted by 2005,
while 53% and 50%, respectively, were positive on that outcome. Two decades later,
when asked about it in 2017, 28% of the population strongly acknowledged their na-
tional governments’ efforts towards regional integration, 32% considered that little to
no efforts had been implemented within the last five years, which helps to illustrate the
perceived stagnated current state affairs and limited trust of the public in the govern-
ments’ abilities to achieve fuller integration.

The relevance of trade as a key driver of economic integration remains an important
topic of public discussion. For example, despite its limitations, Mercosur was identified by
the general population of Argentina, Bolivia, Brazil, Chile, Paraguay, Uruguay and Vene-
zuela as a top multilateral organisation providing the biggest benefits for its member soci-
eties. Mercosur is also identified as the most relevant institution fostering economic de-
velopment by the inhabitants of Mercosur countries, being named by 29% of respondents
as crucial for development over an average response of 25% for integration as a whole.

As such, it can be said that there is demand for regional integration in Latin America and
although there has been some progress, it is an incomplete process with differentiated re-
sults between countries. This phenomenon can be measured in Latinobarémetro’s ‘In-
tegrometer’, which is an indicator created by the Latinobarémetro NGO aiming to present
a metric which measures dissatisfied demand for regional integration by quantifying it as the
intersection of those respondents strongly in favour of integration while at the same time
dissatisfied by their national governments’ efforts (or priorities) towards integration. Basco
(2017) refers to the Integrometer, highlighting that for 2017 the Latin American region met-
ric showed an average of 7.3%, more importantly, when exploring the relative metrics for
South American countries, it is possible to identify that those having larger figures (i.e. Ven-
ezuela with 20.8%, Argentina with 11.5% and Paraguay with 9.8%), share comparatively
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more inefficient institutions, increased restrictions on personal freedoms, and tighter re-
strictions over people and capital mobility; while those with lower figures (i.e. Chile with
3.2%, Ecuador with 3.3% and Brazil with 3.7%) tend to present higher foreign trade involve-
ment, more efficient structures, and in the Brazilian case, major size advantage. This ap-
proach allows to identify regional dynamics, while also individual advances.

To sum it up, incomplete implementation of economic integration, which is Mer-
cosur’s case, seems to be rather disappointing for the Latin American public opinion. It is
also true that coexisting trade agreements are very heterogonous in their original nature.
They have emerged from very different political perspectives, some initiated decades ago
to concentrate on priorities that may seem a bit ‘old fashioned’ and fatigued now, while
others were brought to life to highlight the pro-integration profile of the region, which
continues to solidify despite its limitations and lack of speedy progress. Remarkably, vox
populi sounds more determined and inclined to follow the economic integration path than
the policy-makers’ deeds. Therefore, it is quite reasonable to assume that the expert opin-
ions could be better targeted, i.e. addressed to the latter to shed more light on economic
integration, and in particular (updated) FTA anticipated results. That would, hopefully, im-
prove social dialogue between citizens and the government, and lead to further steps in
shaping a relevant economic integration model. But then again another question arises,
how does ‘the expert voice’ sound. Is it coherent, comprehensible, and strong enough?

MATERIAL AND METHODS

Expert Opinion Database in the Spanish Language

To reflect the Spanish language ‘expert opinions’ concerning FTA we created a database
consisting of 185 documents, which in principle included two main publishing categories:

— Spanish language research papers published in academic journals identified through in-
ternational digital libraries and search resources®, as well as Chilean-based university re-
positories® (mostly located in the area of economics, but also social and political sciences).

— Economic reports or publications by Chilean-based think tanks’ with regional scope, su-
pranational organisations® and Chilean government bodies or agencies®.

Relevant key-words were applied (in Spanish): tratado de libre comercio (free trade
agreement), acuerdo de libre comercio (free trade agreement), acuerdo de complementacion
econdmica (economic complementary agreement), acuerdo de asociacién econémica (eco-
nomic association agreement), Mercosur, Acuerdo Transpacifico de Cooperacion Economica

5 International: Jstor, ProQuest, EBSCO, RePEc and Google Scholar.

6 The search incorporated the digital libraries from the three highest ranked Chilean universities (i.e. Uni-
versidad de Chile, Pontificia Universidad Catdlica de Chile, and Universidad de Concepcion) as per CWTS
Leiden Ranking and Webometrics.

72016 Global Go To Think Tank Index Report by the University of Pennsylvania was employed to identify the
highest ranked Chilean-based think tanks. The selected organisations were Centro de Estudios Publicos, Libertad
y Desarrollo, Fundacidon para el Progreso, Fundacién Jaime Guzman, Fundacién Chile 21, Comisién Econdmica
para América Latina CEPAL and Corporacién de Estudios para Latinoamerica.

8 The United Nations Conference on Trade and Development (UNCTAD) and the Organization for Economic Co-
operation and Development (OECD).

9 Direccion General de Relaciones Econdmicas Internacionales (DIRECON), ProChile and Banco Central de Chile.
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(Transpacific Partnership), Alianza del Pacifico (Pacific Alliance), comercio (trade) and com-
bined with the words: efecto (effect), impacto (impact), andlisis (analysis), gravedad (grav-
ity), equilibrio (equilibrium), and modelo (model).

Following this step, only documents published in the period between 2011 and 2017
were collected. In this way we obtained a literature sample that gave an updated post-
crisis perspective.

The database contains theoretical papers as well as works based on qualitative review,
statistical analysis of economic and trade data, and reports prepared by supranational and
Chilean agencies or think tanks. There are also research papers counted in, which are
mainly model-based empirical studies aimed at possibly precise evaluation of FTA impact.
The latter category constitutes only 8% of the total database content. Well-recognised
FTAs like Mercosur and PA are often discussed in the papers we explored. However, vari-
ous (predominantly smaller scale) either bilateral or multilateral agreements are more
popular subject areas than those bigger and better recognised (Table 2).

Table 2. Core agreement focus in Spanish language database

Agreement Percentage
Mercosur 20%
Pacific Alliance 19%
Trans Pacific Partnership (TTP) 3%
Bilateral or multilateral agreements 44%
Other10 13%

Source: own study.

The papers that contain strictly quantitative approach are in minority. Only historical
papers are rarer.

Table 3. Main analytical objectives in the Spanish language database

Objective Percentage

Measuring or commenting on the impact on the economy or society 63%
Commenting on political considerations, challenges and limitations for the 249%
agreements ’
Providing historical background or evolution of the multiple FTAs or integra- 5%
tion initiatives ’
Empirical papers measuring impact of trade agreements on trade related 3%

('

measures
Source: own study.

In our meta-analysis we relied exclusively on empirical papers that had well-specified
gravity equations, and provided us with point estimates for coefficients along with its stand-
ard error or variance. The subset of the selected papers that met the criteria (Table 4).

10 UNASUR, Andean Community of Nations, ALBA, NAFTA, Transatlantic Trade and Investment Partnership.
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Table 4. Empirical research identified in the Spanish language database

Author Date Topic Methodology
De Cicco, Determinants of Gravity equatio.n estimated usir.1g par?el data to evaluate
Cala, Berges 2011 Argentinean trade trade determinants in Arggntma using data betwgen
1992 and 2007 for Argentina and 26 other countries
Determinants  |Gravity equation estimated using panel data to evaluate
Avila 2017 | of foreign trade in | export determinants between 2000 and 2015 for Co-
Colombia — Partners| lombia and main trade partners (49 countries in total)
Bolivar Caro, Determinants  |Gravity equation estimated using panel data to evaluate
Cruz Garcia, | 2015 | of foreign trade in |trade determinants between 1991 and 2012 for Colom-
Pinto Torres Colombia — Partners bia and 173 countries
Morales Ri- Impact of Nicara- |Gravity equation estimated using panel data to evaluate
vas, Duarte, | 2015 | gua’s FTAs in ex- | export determinants between 1994 and 2013 for Nica-
Marcia ports ragua and main trade partners
Impact of Chile- |Gravity equation estimated using panel data to evaluate
Riera Duarte | 2016 | Mercosur FTAin | export determinants between 1990 and 2015 for Chile,
Chile’s trade Mercosur and other countries (181 countries in total)
Vasquez Impact of FTAs on |Gravity equation estimated using panel data to evaluate
Gonzalez, | 2012 . . . .
. Chilean exports trade determinants for Chile and OECD countries
Cabas Monje
Diaz Valen- Impact of FTAs on Grayity equaTtion estimateq using panel data Fo evaluate
cia 2016 Colombia exports agricultural import determinants for Colombia between
1990 and 2013 (Colombia and the United States)
Rosales Impact of FTA on |Gravity equation estimated using panel data to evaluate
Gutierre'z 2016 | Venezuela-Colom- | trade determinants between Colombia and Venezuela
bia trade using data between 1995 and 2013

Source: own study.

METHODOLOGY

In order to analyse the impact of free trade agreements (FTA), meta-analysis of the results
of the research into this subject was performed using the sample of eight Spanish Language
papers. A detailed description of each research is depicted in Table 5. In our research we
included models in which natural logarithm of some measure of trade was regressed on the
FTA dummy variable along with other explanatory variables. Regressand is expressed in
terms of natural logarithms, and concerns imports, exports intra-industry trade or trade as
a whole. Due to that construction of the models if the estimated coefficient is 8, countries
with FTA memberships experience on average (eﬁ — 1) 100 percent more trade than
countries outside the free trade area (Halvorsen & Palmquist, 1980). Still two points need to
be made about this interpretation. A positive value of the coefficient does not unequivocally
testify to trade creation of FTAs, as the additional trade can be a consequence of trade di-
version. Secondly, this measure suffers from endogeneity issue, because a priori one can
expect that countries that trade with one another a lot are more likely to establish a free
trade association. The estimation strategy follows (Viechtbauer, 2010).

In meta-analysis values of the point estimate for the FTA dummy variables were con-
sidered along with their respective standard errors. We assume that fori=1, 2, ..., k inde-
pendent point estimates:
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yi=0+u, (1)
where:
y; - denotes the observed point estimate;
6 - is the true value of the point estimate;
u; - is the sampling error, and u;~N (0, 67).

Under this assumption, the obtained coefficients are unbiased and normally distrib-
uted estimates of the true effect of FTA on trade. 6 — the sampling variances are as-
sumed to be known.

Of course, in each of the bodies of research presented in tables, a different method-
ology was used — estimation method, set of control variables — as well as the analysed
sample of countries and time period. This introduces heterogeneity (variability) among the
true values of the regression coefficients. There are several ways one can deal with this
problem. Firstly, random effects model can be applied, which is given by:

O =u+v;, (2)
where:
v;~N(0,72) - in such a model structure, the true coefficient is assumed to be normally
distributed with mean u and variance 72(Viechtbauer, 2010);
U - is the value of the true coefficient;
72 - measures the total heterogeneity among the true coefficients — with
72 = 0 implying homogeneity.

Both random effects model provides an unconditional inference about the true value
of the coefficient under consideration (Hedges & Vevea, 1998). The k studies included in
the meta-analysis are treated as a random sample taken from a hypothetical population
of studies that were conducted, will be conducted or might have been conducted. So in-
ferences taken from random and mixed effects models consider the average coefficient
from the population from which studies under consideration are a random sample.

On the other hand, fixed effects models provide conditional inference, about the
k research under consideration in the meta-analysis (Hedges & Vevea, 1998). In other
words, a fixed effects model is helpful in assessing the value of the true coefficient under
consideration in the k studies included in the analysis. A Fixed effects model can be applied
with unweighted least squares as:

_ k g.
g, = k=2bi (3)

u k ’

where:

6, - is a simple average of true effects (Laird & Mosteller, 1990). Weighted
least squares estimates are given by:
6, = Tt (4)

’
w w;

with weights given by w; = 1/v;.
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Table 5. Studies used in meta-analysis

Authors Estm}a'ted Standard Method | Period Sample' of Depe'ndent Control variables
(year) | coefficient error countries | variable
Gravity variables, cul-
De Cicco, GLS 28 devel- Intra-in- tural similarity, GDP
Cala, & ! 1992- | oped and differential, HDI dif-
-0.351 0.155 random . dustry .
Berges offects 2007 |developing trade ferential, GDP per
(2011) countries capita, GDP per cap-
ita differential
Panel cor-
0.96111 | 0.14757 Str:rf;?: g 49 devel-
Avila errors 2000- | oped and Exports GDP differential,
(2017) 1023884 | 0.192278 |Pooled OLS 2015 develo;).mg common language,
Random countries
1.039231 |0.6465436 Effects OLS
0.848 0.099 |Pooled OLS Area, common lan-
Bolivar guage, common bor-
Caro, Cruz der, coastline, island,
Garcia, & Rand 1991- | 173 Coun- Trade colonial ties, the
Pinto 1.473 0.278 andom 2012 tries same nation, com-
Effects OLS
Torres mon currency, WTO,
(2015) trade preferences, oil
prices
Morales 13.2511 4.62723
i 1
D:a:\r/taes‘ & 2(7)::(7); ;iig;g Fixed Ef- | 1994- Arizcr)i:ta: Exports Gravity variables
” : : fects OLS | 2013 : P ¥
Marcia 10,3576 3.14054 countries
(2015) ’ ’
Riera Land, isolation level,
Duarte |-0.4307603|0.1173431|Pooled oLs| 2290 | 181 Coun- | g orts | CO3st common bor-
2015 tries der, common lan-
(2016)
guage
Vasquez
Gonzalez & .
Cabas 0.8952 | 0.0489 FoLs | 1260-| OECD Trade | PP Percapita, com-
R 2010 | countries mon language
Monje
(2012)
Colombia
Diaz Valen- 1990- . ! .
cia (2016) -6.471 30.848 |Pooled OLS 2013 United Imports Output, tariffs
States
Rosales & 1995- MER- Gravity variables,
Gutierrez 0.25 0.13 Pooled OLS COSUR Trade common language,
2013 .
(2016) countries common border

Source: own study.

The random effects models were fitted using a two stage approach (Raudenbush,
2009). In the first stage residual heterogeneity was estimated using one of the following
estimators: the Hunter-Schmidt estimator (Hunter & Schmidt, 2004) — ‘HS’, the Hedges
estimator (Hedges & Olkin, 1985; Raudenbush, 2009) — ‘HE’, the DerSimonian-Laird esti-
mator (DerSimonian & Laird, 1986; Raudenbush, 2009) — ‘DL, the Sidik-Jonkman estimator
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(Sidik & Jonkman, 2005a; 2005b) — ‘S)’, the maximum-likelihood — ‘ML’ — and restricted
maximum-likelihood estimator (Viechtbauer, 2005; Raudenbush, 2009) — ‘REML’, and the
empirical Bayes estimator (Morris, 1983; Berkey et al., 1995) — ‘EB’. In the second stage u,
Bo, b1, -, B7 were estimated using weighted least squares with weights w; = 1/(v; +
ﬁ), where 72 is the estimate of 72. Later on, the null hypothesis of 72=0 for random effects
models was tested using Cochran’s Q-test (Hedges & Olkin, 1985).

Two sessions of estimations were run. In the first one, all models from all the articles
were taken as a sample —in that instance, k amounted to 14 observations. In the second one
the author’s preferred models were chosen, and in this case, k is given by eight observations.
All the calculations were performed using the metafor package for R (Viechtbauer, 2010).

RESULTS AND DISCUSSION

Meta-analysis for all the Spanish language studies was conducted at the study level and
at the model level. This amounted to fourteen different models, and eight different stud-
ies. The models chosen for the study level were the ones preferred by the authors of the
article. Firstly, we present the results at the model level. The results of the random ef-
fects models are reported in Table 6.

It turns out that no matter which estimator is utilised the values of the obtained param-
eters are positive and statistically different from zero at 0.05 level. Values of the estimated
parameters range from 0.692 for the Hedges estimator to 2.309 for the Sidik-Jonkman esti-
mator. This suggests that the FTA members trade with each other more by from 111 to 906
percent. The dispersion between the results is very wide, yet still it provides strong evidence
supporting the hypothesis that FTAs are facilitating trade very effectively. Still based on the
data at hand, one cannot say whether this effect can be attributed to the trade creation or
the trade diversion effect. The Cochrane Q-test shows that the hypothesis of homogeneity
in true effects can be rejected at any conventional level.

Table 6. Results of random effects estimation for 14 models

Estimator HS HE DL s ML | REML | EB | MAX | MIN
[ 0.748 | 0.692 | 0.807 | 2.309 | 0.864 | 0.936 | 2.129 | 2.309 |0.692
se(0) 0.172 | 0.036 | 0.205 | 1.053 | 0.235 | 0.271 | 0.903 | 1.053 |0.036
z 4351 [19.362] 3.939 | 2.192 | 3.673 | 3.447 | 2.358 [19.362(2.192
p 0.000 | 0.000 | 0.000 | 0.028 | 0.000 | 0.001 | 0.018 |0.028 |0.000
95%low 0.411 | 0.622 | 0.405 | 0.244 | 0.403 | 0.404 | 0.360 |0.622 [0.244
95%upp 1.085 | 0.762 | 1.208 | 4.373 | 1.325 | 1.467 | 3.899 | 4.373 |0.762
™2 0.229 | 0.000 | 0.340 |12.642 | 0.464 | 0.638 | 9.031 |12.642|0.000
T 0.478 | 0.000 | 0.583 | 3.556 | 0.681 | 0.799 | 3.005 | 3.556 |0.000
A2 90.28% | 0.00% |93.23% | 99.81% | 94.97% | 96.29% | 99.73% | 99.8% | 0.0%
HA2 10.290 | 1.000 |14.840 [514.980] 19.870 | 26.940 |368.160] 515.0 [1.000
Q 192.885
p(Q) 0.000

Source: own study.

The results of the fixed effects model are shown in Table 7. The coefficient obtained using
weighted least squares is equal to 0.69 and is highly statistically significant. The coefficient
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obtained with unweighted least squares amounts to 2.575 and it is not statistically significant
at any conventional level. As the fixed effects model with unweighted least squares is nothing
more than a plane average, this result paints rather a distinctive picture of an impact of FTA
on trade in the Spanish language literature. On one hand, the random effects model shows
that the true effect of FTA on trade is positive and highly significant. On the other, results
presented in the literature are not so unequivocal, as they present both positive and negative
point estimates, and in some studies, they are reported as not significant.

Table 7. Results of fixed effects estimation at the model and the study level

LEVEL Model Study
Method Weighted Unweighted Weighted Unweighted
0 0.692 2.5751 0.659 1.159
se(0) 0.036 2.2497 0.037 3.899
z 19.362 1.145 17.932 0.297
p 0.000 0.252 0.000 0.766
95%low 0.622 -1.834 0.587 -6.484
95%upp 0.762 6.985 0.731 8.801
Q 192.885 154.825
p(Q) 0.000 0.000

Source: own study.

Now we turn to the study level. The results for the random effects model are shown in
Table 8. Here all estimated values of the FTA dummy parameter are positive, yet their signifi-
cance relies upon the application of the particular estimator. Under the Sidik-Jonkman, as well
as the empirical Bayes estimator the value of the parameter is not different from zero at any
conventional level. At the study level, the true effect ranges from 0.442 for the Hunter-
Schmidt estimator to 1.138 for the Sidik-Jonkman estimator. This implies that the countries
inside the FTA on average trade by 56 to 211 percent more than countries outside these
agreements. The Q rejects the null hypothesis of homogeneity at any conventional level.

Table 8. Results of random effects estimation for 8 preferred models

Estimator HS HE DL S) ML REML EB MAX | MIN
0 0.748 0.692 | 0.807 | 2.309 0.864 0.936 2.129 | 2.309 |0.692
se(B) 0.172 0.036 | 0.205 1.053 0.235 0.271 0.903 | 1.053 |0.036

z 4.351 19.362 | 3.939 | 2.192 3.673 3.447 2.358 [19.362(2.192

p 0.000 0.000 | 0.000 | 0.028 0.000 0.001 0.018 | 0.028 [0.000

95%low 0.411 0.622 | 0.405 | 0.244 0.403 0.404 | 0.360 | 0.622 |0.244
95%upp 1.085 0.762 | 1.208 | 4.373 1.325 1.467 | 3.899 |4.373 |0.762

™2 0.229 | 0.000 | 0.340 | 12.642 | 0.464 | 0.638 | 9.031 |12.642|0.000
T 0.478 | 0.000 | 0.583 | 3.556 | 0.681 | 0.799 | 3.005 | 3.556 |0.000
A2 90.28% | 0.00% | 93.23% | 99.81% | 94.97% | 96.29% | 99.73% | 99.8% | 0.0%
HA2 10.290 | 1.000 | 14.840 |514.980| 19.870 | 26.940 |368.160 | 515.0 |1.000
Q 192.885
p(Q) 0.000

Source: own study.
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Table 7 contains estimates obtained at the study level for the fixed effects models.
Here the conclusion is also similar to those attained at the model level. In both cases the
effect is positive, but significant only in the case of weighted least squares. One more time
comparing results from fixed and random effects models shows that even though the true
effect is positive and significant, the same cannot be said about the overall picture of the
research into the impact of FTA on trade in the Spanish language literature.

Summarizing, the Spanish language literature gives a lot of the support to the notion
that free trade agreements are associated with higher trade. Of course, due to the measure
of the FTA participation considered in the present meta-analysis, the exact size effect can be
brought to question. As mentioned before, with FTA dummy variable increased traded can
have its sources both in trade creation and trade diversion. Also, endogeneity issue might
result in overestimation of the effect, as countries that trade more are more likely to estab-
lish free trade agreements. Having this in mind, random effects models show that the un-
derlying true effect of the participation in FTA is both positive and significant. Weighted least
squares fixed effects models at both the study and the model level support this notion. Un-
weighted least squares models for Spanish language papers are the only ones where the
positive effect of FTA is not statistically significant. Still, the analysis shows that the bulk of
research brings a lot of support to the notion that FTA brings about higher trade.

CONCLUSIONS

Regional public opinion seems to be quite supportive for FTA and economic integration over
the last two decades displaying an on-going pro-integration profile. Some dissatisfaction con-
cerning inadequate policy measures aimed at increasing and enhancing integration processes
can be captured in Latinobarédmetro results, this is derived from policy design inconsistencies,
and inefficiency in application due to diverging political realities with multiple degrees of in-
stitutional maturity, rather than critique over integration per se. Expert opinions could be
quite valuable as policy guidelines. However, our Spanish language database containing ex-
pert materials has limited quantitative content that would provide policy-makers and citizens
with estimations of specific FTA effects. Meta-analysis of the selected papers that meet the
necessary criteria confirms positive FTA effects, which can be used as a convincing argument
for further integration in South America, although more research in this area could strengthen
its value as a policy support tool while simultaneously continuing to solidify the pro-integra-
tion views of the public through the facilitation of expert knowledge transfer towards the
public, particularly by delivering quantifiable expected benefits. Ultimately, this would serve
to align policy-makers and perspectives of society.

The main limitation of the research concerns measures of trade integration used in the
research. Research utilizing meta-analysis requires comparable statistics to draw conclusions
concerning examined phenomena. The requirement of comparability imposed the choice of
binary variable representing participation in free trade area that is most commonly used in FTA
research. At the same time the use of the variable is associated with the issues described in the
methodological section. The future research should involve more comprehensive measures of
the effects of participation in free trade area on growth of international trade flows.
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