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1. INTRODUCTION

I N the wake of the debt crises of the early 1980s, Latin America embarked
upon a process of trade liberalisation. The levels of both average tariffs and

tariff dispersions fell throughout the region, as did the coverage of non-tariff
barriers.1 In the case of used automobiles, however, this liberalisation has not, in
general, taken place. Many Latin American countries retain significant
restrictions on the imports of used automobiles even as liberalisation has
occurred in the new automobile sector. From a factor proportions standpoint,
these restrictions are difficult to justify. For a number of reasons elucidated by
Sen (1962), used machinery should be imported relatively intensively into labour-
abundant countries such as those of Latin America. Further, this insight was
specifically applied to the case of used automobiles by Grubel (1980). The key
factor identified by Grubel is the lower repair costs of used automobiles in
developing countries. Importantly, Grubel’s analysis suggests that the bulk of the
gains from trade in used automobiles would accrue to the developing countries.2

Explaining Latin American protection against imports of used automobiles
requires an exploration of the political economy of the protective measures. In
this paper, we make a preliminary attempt at this exploration. We begin in the
following section by presenting the degree of used passenger automobile
protection in 24 Latin American and Caribbean countries. This is followed by a
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closerexaminationof the political economyof usedautomobileimports in the
region.We thenspecifyanorderedprobitmodelthatweuseto explainthedegree
of protection.This model embedsthe Latin American samplewithin a larger
sampleof developing,transitionaland newly industrialisedeconomies.Finally,
we review the resultsof this econometricanalysisandoffer a setof preliminary
conclusions.

In our econometricanalysis, we cast our explanatory net fairly widely.
However,the orderedprobit resultssuggesta fairly narrow explanationof used
automobileprotectionin Latin Americaandbeyond.The mostsignificantfactor
is the presenceof domesticproductionof new automobiles,and the resulting
pressurefor protection is best transmitted to actual policy in ‘coherent’
democraticregimes.‘Incoherent’political regimes,in contrast,appearto respond
to ‘street’ pressurefor liberalisedusedautomobileimports.Anecdotalevidence
from Latin America,presentedbelow, supportstheseresults.

2. RESTRICTIONSON USED AUTOMOBILE IMPORTS

Usedautomobileprotectionin Latin Americacomesin a numberof varieties.
Thesearesummarisedin Table1 alongwith anordinalmeasureof thedegreeof
restriction for 24 Latin American countriesin 1999.3 Our ordinal measureof
protectionrangesfrom 0 to 3. A value of 0 indicatesthat there are minimal
restrictionson imports of usedautomobileswith little differentiation between
new andusedprotection.This is the casefor sevenrelatively small countriesin
the region: Bahamas,Barbados,Belize, Bolivia, El Salvador,Guatemalaand
Panama.

Barbadosand the Bahamasappearto haveno additionalrestrictionson used
automobiles.Bolivia requiresa pre-shipmentinspectionfor both usedand new
automobiles,anddutiesand feesare the samefor both. The US Departmentof
Commercereportsthat the Asociación Boliviana Automotriz haspressuredthe
governmentfor a formal banon usedautomobiles,but thereis no indicationthat
this pressurehas beensuccessfulto date. Countriessuch as Belize, Panama,
Guatemalaand El Salvadorusereferencepricesin the valuationof someused
automobiles,usingeitherdomestically-generatedandpublishedmarketpricesor
the US ‘Blue Book’ values.However,no additional restrictionsapply, and the
extentof depreciationis not capped.4

3 It shouldbe notedthat we treatonly formal restrictionsandbarriersto tradehere,not informal
friction that may alsocomplementthe formal regime.
4 While theuseof referencepricesis lessthanoptimal from theperspectiveof tradetheory,given
theinformal originsof manyof theautomobilesbroughtby migrantsfrom theUnitedStates,sucha
systemis often necessary.Also, suchvaluationtechniquesmay not be discriminatingagainstused
automobiles– an automobilein poor shapemight be overvalued,but a ‘creampuff’ is likely to be
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A valueof 1 in Table1 indicatesthe existenceof a clearanddiscriminatory
restriction, however slight, to the import of used automobilesvis-à-vis new
automobiles,andthis is thecasefor five relatively small countriesin the region:
Costa Rica, Dominican Republic, Haiti, Honduras and Nicaragua. A few
commentson theseprotectiveregimesare in order.

For its part,Haiti simplyappliesanadditional10percenttariff onautomobiles
older than the current model year. A more popular measurein this category,
however,is cappeddepreciation.While someobserverstreat this as a general
import incentive (e.g., Echeverriaet al., 2000), to our minds, it is clearly a
restriction over the lifetime of an automobile.The Dominican Republic (DR)

TABLE 1
UsedAutomobileProtectionin Latin America,1999

Country Degreeof Comments
Protectiona

Argentina 3 Importsprohibited(Mercosur)
Bahamas 0 No additionalrestrictionson imports
Barbados 0 No additionalrestrictionson imports
Belize 0 ‘Blue Book’ valuation
Bolivia 0 No additionalrestrictionson imports
Brazil 3 Importsprohibited(Mercosur)
Chile 3 Importsprohibited
Colombia 3 Requiredimport licencesnot beingapproved
CostaRica 1 Taxesescalatewith the ageof the vehicle
DominicanRepublic 1 Cappeddepreciation
Ecuador 3 Importsprohibited
El Salvador 0 ‘Blue Book’ valuation
Guatemala 0 ‘Blue Book’ valuation
Haiti 1 Additional 10 per cent import tariff
Honduras 1 Cappeddepreciation
Jamaica 2 Age limits applied
Mexico 3 Completebanwith someexceptions
Nicaragua 1 Cappeddepreciation
Panama 0 Domesticmarketor ‘Blue Book’ valuation
Paraguay 3 Importsprohibited(Mercosur)
Peru 2 Higher tariffs andage-relatedbans
Trinidad andTobago 2 Cannotbe fully assembled
Uruguay 3 Importsprohibited(Mercosur)
Venezuela 3 Importsprohibited

Notes:
a The discrimination index is as follows: 0 = no significant discrimination againstusedautomobiles,1 =
prohibited if greaterthan 6 yearsold (or more), small additional duty or fee, duty depreciation cap, 2 =
prohibited if greatthan (up to) 5 yearsold, substantialadditionalduty or fee, 3 = prohibited with no or few
exceptions (e.g.only returningindividuals).
Sources: USDepartmentof CommerceTradeInformation Center,USDepartmentof StateCountryCommercial
Guides,andWorld TradeOrganisation TradePolicy Reviewreports.

undervalued.By providinga transparentandeasilyunderstoodvaluationmethod,basedonwhatare
ultimately market-determinedvalues,theseregimesrank amongthe leastrestrictivein the region.
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providesan excellentexampleof this. The DR assessesall importednew and
used passengervehicles (except pick-ups) with a flat 30 per cent tariff.
Automobilesareassesseda furtherselectiveconsumptiontax basedon the price
of the automobile in US dollars. Used automobiles,therefore, do not face
discriminationin the assessmentof dutiesor import taxes.There is, however,
discriminationin howthevaluebasisfor dutiesandtaxesis calculated.While the
invoice is acceptedas the basis for new automobiles,the value of a used
automobileis calculatedusing a depreciationschedulebasedon the price of a
newautomobilein the currentyear.Theprice is depreciated5 percentoneyear
after the modelyear,anda further 5 per cent for eachyearup to four years.In
yearsfive, six andseven,anadditional10 percentdepreciationis calculatedfor
eachyear.Thecustomsvalueis therefore50percentof thenewautomobileprice
in year seven.Importantly, no further depreciationis provided for past year
seven.

Therearea numberof problemswith this. First, morethanwith the reference
prices discussed above, from a purely theoretical perspective, capped
depreciation clearly obscures the true relationship between an individual
automobileandits value,hinderingthe efficient working of the market.Second,
theassessmentis complicatedby modelchangesandotherfactorsover time, and
togetherthesefactorsare likely to createconsiderablefriction at the borderto
makeassessmentsandresolvedisputes.More importantly, however,automobiles
continueto depreciateafter sevenyearsof use.Thus, in the first sevenyears,
dependingon the individual characteristicsof theautomobilein question,it may
beeitherovervaluedor undervalued.Pastyearseven,however,it is increasingly
thecasethatthevalueof theautomobilewill beoverstatedfor customspurposes,
andtheimporterwill haveto payanincreasinglyhigh import taxanddutyburden
relative to the automobile’sactualpurchaseprice or marketvalue. This is the
rationalefor the higherdiscriminationscoresin Table1.5

Among the other countriesin the region that usethis sort of restriction,the
depreciationis often steeperin the first few years.In CostaRica, it is cappedat
70 per cent in year five.6 In Honduras,it is 75 per cent in year five, while in
Nicaraguathe cap is set at 75 per cent in year six. Over the lifecycle of an

5 In theDR, thissystemactuallyrepresentsa liberalisationthatoccurredin 1994.Previously,duties
and import taxes for used automobileswere calculatedusing new automobilevalues without
depreciation.Betweenliberalisationin 1994and1999,the import of usedautomobilesinto theDR
increasedover 200 per cent.
6 Over the years,Costa Rica has alternatedbetweenusing reference‘Blue Book’ prices and
depreciationschedulesfor calculatingimportdutiesandtaxes,causingsomeconfusion.In 1999,the
temporal focus of the data in this study, depreciationscheduleswere being usedaccordingto
authorswho studiedCostaRica’s regime explicitly (Echeverriaet al., 2000). According to the
CostaRican consulate,the current policy is basedon ‘Blue Book’ valuesand duty rates that
increasefrom 59.33per cent to 85.32per centover six yearswith the higher rateapplying to all
automobilesover six years.
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automobile,cappeddepreciationdiscriminatesagainstit for beingolder,but not
necessarilysimply for beingused.

A valueof 2 in Table1 indicatesa relativelyhigh degreeof protectionagainst
imports of usedautomobiles,and this measurecharacterisesJamaica,Peruand
Trinidad and Tobago.Trinidad and Tobagorequiresthat usedautomobilesbe
disassembledbeforeimportation.Enginesareoften removedfrom usedvehicles
before importation and shippedseparately.Peru and Jamaicaboth have age
delimitedbans.Since1996,Peruhasbannedautomobilesoverfive yearsold and
commercial vehicles over eight years old. Furthermore,imported used auto-
mobileswith fewer than 24 seatsface a ‘selectiveconsumptiontax’ of 45 per
cent,while similar new automobilesface a rate of only 20 per cent.7 In 1998,
Jamaica’smotor vehicle policy was tightened to allow only licensed used
automobiledealersto import automobilesno morethanfour yearsold andlight
commercialvehiclesno morethanfive yearsold.

Finally, a valueof 3 in Table1 indicatesthat importsof usedautomobilesare
prohibited. This measurecharacterisesnine relatively large Latin American
countries: Argentina, Brazil, Chile, Colombia, Ecuador, Mexico, Paraguay,
Uruguay and Venezuela.In the casesof Argentina, Brazil, Paraguayand
Uruguay, this complete ban is also part of the Mercosur regional trade
agreement.8 In thesecountries,formal exceptionsare often madefor speciality
equipmentbut rarely for automobiles.Chile, for example,allows the import of
used ambulances,funeral, fire fighting, street cleaning, irrigation, towing,
television, armouredand other used special-purpose vehicles but makes no
explicit exceptionfor automobilesof any kind. Uruguayexplicitly allows sports
or classicvehicles20 yearsof ageor older to beusedfor displayor competition.
In Mexico, import licencesallow theimport of usedvehiclesonly solong asthey
areusedto fulfil a businesscontractin thecountry.Also, thoseliving within the
borderandfree tradezonesof Baja California,partial zonesof Sonora,the state
of Baja California del Sur andthe bordercity of Cananeain Sonoraareable to
own imported usedautomobilesthat are 4 to 15 yearsolder than the current
modelyear.9

The picture presentedin Table 1 is one in which the most significant
economiesin Latin America maintainoutright prohibitionson imports of used
automobilesevenwhen characterisedby ‘free trade’ or ‘neoliberal’ credentials

7 Interestingly,if new or usedautomobilesare ‘reconditioned’(convertedfrom right to left-hand
drive) in Peru’ssouthernregion,theyareexemptedfrom theselectiveconsumptiontax all together.
This givesa clearadvantageto Japanesemakes,bothusedandnew,andalsois clearly intendedto
createor supporta domesticconversionindustry.
8 Interestingly,theAndeanGroup(Bolivia, Colombia,Ecuador,PeruandVenezuela)hasa similar
provision,but thereis greaterpolicy diversityat the individual countrylevel, anindicationperhaps
of the greatereffectivenessof Mercosur(Foroutan,1998).
9 Formally theyarenot allowedto sell themoutsidetheseregions,thoughin reality manyof these
do get ‘left’ further south.
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(e.g.,Chile). In all of thesecases,the restrictionson usedautomobilesaremore
severethanon new automobiles.As a preliminary matter,size of the economy
appearsto make a difference.Figure 1 plots the discriminationmeasurefrom
Table1 againstthelog of 1999GDP.Thepositiverelationshipvisible in this plot
is present for a larger sample of 99 developing, transitional and newly
industrialisedcountriesas well, where the correlationcoefficient betweenour
ordinalprotectionmeasureandthe log of 1999GDPis approximately0.60.That
said,however,our view is thatcountrysizeis just a proxy for morefundamental
explanatory variables related to the domestic automobile market and the
likelihood of productionof newautomobiles.We explorethis andotherpossible
explanations of usedautomobileprotectionin the following sections.

3. POLITICAL ECONOMY

This sectionexaminesthe potential domesticand externalmotivationsand
rationalesgiven for the existenceof usedautomobileprotectionasexpressedby
Latin American governments.In Section4, we specify a more formal model
relying on this discussionaswell ason the internationaleconomicsandpolitical
economyliteratures.

FIGURE 1
UseAutomobileProtectionandSizeof Economyin Latin America
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The rationalesgiven by Latin Americangovernmentsfor discriminationagainst
usedautomobileimports most often fall into two categories:(1) problemswith
valuation and protection against fraud and corruption, and (2) safety and
environmental concern.In most cases,a combinationof theseargumentsis used.
For example,Brazil’s representativeto theWorld TradeOrganisation(WTO) cited
customsvaluationconcernsandthepotentialfor fraudaswell as‘negativeimpacts
for the environmentandpublic safetyarising from the commercializationof used
consumergoods in the domesticmarket’ to explain his country’s protections.10

Brazil also pointed out that such policies were ‘common to many Members’.
Colombiais morespecific,citing Article XX of GATT 1994,which allowsgeneral
exceptionsfor nationsto achieve‘non-economic’objectivesincluding the health
and safety of human,plant and animal life. During its accessionprocessto the
WTO, Ecuadorstatedrepeatedlythat it wasin the processof reforming its policy
toward usedautomobiles,establishing‘compatible criteria for the importation of
used vehicles, basedon the need to protect human health and safety and the
environment’. It also,however,justified the existenceof its currentban on these
grounds.11 As with Brazil, they arguedthat their own surveyof WTO members
foundmanysimilar measuresin place.12 Similarly, Honduras’srepresentativestated
beforetheWTO Committeeon CustomsValuationthat ‘the import of usedvehicles
and usedtires led to traffic accidentsplus damageto the environment’.13 In its
communication with the WTO Committeeon CustomsValuation, Jamaicacites
amongits reasons‘the useof fraudulentinvoices’, ‘the creationof traffic jams’,
‘health problemsdueto pollution’ and‘greaterwearandtearon the roads’.14

It is not healthandsafetyconcernsbut domesticindustry intereststhat most
internationaleconomiststurn to whenseekinga motivationfor usedautomobile
protection,andthis is theperspectivethatwe takeup in thefollowing sectionsof
the paper.This possibility was recognisedby Grubel (1980) who noted that
imports of usedautomobilesusedonly for a short period of time can quickly
undercut the sales of new automobiles in developing country markets.15

Elsewhere,in the usedequipmentliterature,similar motivationsare given but

10 WTO WT/TPR/m/21/add.1.This and all other WTO documentsare referred to using their
documentdisseminationcodes.
11 WTO WT/ACC/ECU/8.
12 Furthermore,Ecuadormakestheclaim that,dueto domesticconsumerpreferences,thereis little
demandfor usedautomobilesin Ecuador,andthereforethe currentbanshouldnot be considered
tradedistorting. The notion that trade in usedautomobilesis insignificant would seemto be an
argumentagainstrestrictionsnot for them, and in any casethe empirical evidence– from the
millions of smuggledautomobilesin Mexico to the increasein usedautomobileimportsto theDR
of over 215 per centafter only a partial liberalisation– suggestsotherwise.
13 WTO G/VAL/M/12.
14 WTO G/VAL/W/60/add.1.
15 It is not necessarilythecase,however,that ‘if a countrywishesto haveproductionfor its new-
automobileindustryit cannothavefreetradein usedautomobiles’(Grubel,1980,p. 784),sincethe
new automobilescould be exported.
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TABLE 2
Numberof CountriesandPercentageby RestrictionScore,IndustryPresenceandEmissionsStandardsfor Latin AmericanandBroaderSamples

CountryType RestrictionIndex

0 1 2 3 Totals

LA World LA World LA World LA World LA World

Auto Producers 0 2 0 9 1 12 9 20 10 43
(5%) (21%) (10%) (28%) (90%) (47%)

Standards 0 2 0 5 0 3 5 13 5 23
(9%) (22%) (13%) (100%) (57%)

No Standards 0 0 0 4 1 9 4 7 5 20
(20%) (20%) (45%) (80%) (35%)

Non-Producers 4 31 6 12 2 13 0 0 12 56
(33%) (55%) (50%) (21%) (17%) (23%)

Standards 1 1 1 1 0 2 0 0 2 4
(50%) (25%) (50%) (25%) (50%)

No Standards 3 30 5 11 2 11 0 0 10 52
(30%) (58%) (50%) (21%) (20%) (21%)

Total 4 36 6 21 3 22 9 20 22 99
(18%) (36%) (27%) (21%) (14%) (22%) (41%) (20%)

Notes:
For comparisons to Table 1, pleasenotetheBahamas andBarbadosarenot includedhere.The remaining 22 (out of 24) Latin AmericanandCaribbeannationsarealso
includedin theworldwide sample of 99 countries.Percentages arerow-percentages for Latin Americaandtheworldwide sample respectively (i.e. thepercentageof row
totals listed in last two columns) and may not add to 100 per cent due to rounding. Emissionsstandards dataare from Automotive Industry Online (http://www.ai-
online.com/stats/emissions2001/index.asp)andpersonalcommunication with MichaelP. Walsh.
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not tested(e.g.,Navaretti,SoloagaandTakacs,2000).In Table2, wecanseethat
thosecountrieswith the capacityto produceautomobilesappearto havehigher
restrictions,andthat the percentageof Latin Americanproducerswith complete
prohibitions (90 per cent) is quite a bit higher than in the entire sampleof
developing,transitionalandemergingeconomies(47 per cent).

A simple industryprotectionhypothesis,however,might not be sufficient to
completelyexplain the variationamongcountriesin usedautomobileprotection
levels among Latin American countries.First, it is necessaryto explain the
discriminationagainstusedautomobilesin the traderegimesof thesecountries,
not the import of automobilesin general. If the objective is to protect and
encouragelocal industry,we would expectall competingautomobileimportsto
face similar restrictions.While somecountriesin the region continueto have
significant tariffs and restrictions on the import of new automobiles,every
country in the region,with the apparentexceptionof Bolivia, Barbadosandthe
Bahamas,had a more liberal import regime for new automobilesthan used
automobilesin 1999.Second,manycountriesthathaveneverhadthecapacityto
produceor assembleautomobilesstill discriminatedagainstused automobile
imports.Of the 24 countriesin Table1, only sevenwereproducingautomobiles
in 1999,andonly 10 evenhadthe capacityto produceautomobilesin that year,
yet 16 countrieshaddiscriminatoryrestrictionson usedautomobileimports.

Environment,safetyandfraud concernsmight providean explanationfor the
widespreaddiscriminationagainstusedautomobiles.For example,it is clearly
conceivablethatenvironmentalconsiderations suchasemissionsstandardsaffect
levels of protection against used automobiles.The direction of causation,
however, is not clear. A country with few resourcesto pursue domestic
environmental objectives could utilise a restriction on imports of used
automobilesas a ‘poor man’s’ emissionsstandard.Alternatively, however,
restrictionson importsof usedautomobilescouldbecomplementaryto domestic
emissionsstandards,indicatinggeneralconcernin a countryfor theenvironment.
We hadhopedto testif eitherof thesepossibilitiesis significant,but asindicated
by Table2, an explanatoryvariablefor emissionsstandardsprovesto be highly
collinear with automobileproduction and assemblycapacity (and to a much
lesser degreewith GDP per capita). Only two nations without automobile
productioncapacityin the Latin America sample,El Salvadorand CostaRica,
andanothertwo elsewhere,SingaporeandIsrael,haveemissionsstandardsof any
type.Basedon Table2, it would seemthat,evenamongproducers,thepresence
of emissionsstandardsdoesnot appearto give any further insight into whethera
country is likely to restrictusedautomobileimports.Therefore,it is difficult to
discern any independentrelationship betweenemissionsstandardsand used
automobileprotection.

In general,however,thereis causefor scepticismtowardtheideathatsafety,
environmental andsimilar concernsdrive the restrictionson usedgoods.First,
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theaverageageof the fleet in manyof thesecountriesis far belowthat of the
ageof imports,and a numberof authorshavearguedthat in Latin America
(Kahn,1994)andelsewhere(Agarwal,2000;andPanagariya,2000)allowing
usedautomobilesis likely to improvethe environmentalandsafetystandards
of theautomobilefleetsin thesecountries.Oftenthesafetyandenvironmental
standardsof newautomobilesproducedin countriessuchasIndia,Mexico and
Brazil are below thoseof secondhandproductsfrom Japan,Europeor the
United States.16 Second,from a strictly regulatoryperspective,environmental
or safetyregulationswould seema moreefficient way to achievetheseends
than import restrictions on used automobiles,at the same time that such
restrictionswould serveas a barrier to older automobileswithout emissions
technology(Agarwal, 2000).

There is anotherrationalethat might be given for the patternof restrictions
based on two observations.First, domestically the automobile industry is
representedby distributors as well as producers.Second, the automobile
production that is occurring in developing and transitional countries is
increasinglydominatedby foreign direct investment(FDI) interests.The first
of these factors might explain the wider distribution of discrimination and
perhapsthe more generalrelationshipto marketsize,while both might explain
why the liberalisationof usedautomobileshasnot proceededwith that for new
automobiles.17 Used automobile protection is seen as something that both
domesticandforeignautomobileinterests(includingmultinationalfirms, unions,
domesticinvestors,intermediatepartssuppliersandnewautomobiledistributors)
can agreeupon,while protectionfrom new automobileimports is not. For the
newautomobileproductionindustry,with its multinationalpursuitof production
anddistributionstrategies,suchamixedapproachto newandusedautomobilesis
likely to be preferredto a free traderegime.For example,thoughJamaicadoes
not have the capacityto produceautomobiles,in its communications with the
WTO, it citestheinjury doneto newautomobile‘sales’asa reasonfor requesting
an exemptionin its valuationagreement.18

This argumenthas been raised particularly within the context of the North
American Free Trade Agreement (NAFTA) where trade in used automobiles
betweenMexico andits partnercountrieswill not beginto be liberaliseduntil 2009
andwill not be fully liberaliseduntil 2019,a full 25 yearsafter the agreementwas

16 SeealsoTheEconomist(2002)on this andtheassociatedair pollution effectsin Latin America.
17 In theory,distributorsshouldnot a priori prefernewoverusedautomobilesif they canmakea
profit from both.In practice,however,dealersthat sell newautomobilesaremostoftenpartof the
distribution network of the multinational automobileproducersand membersof the lobbying
organisationsthat thesefirms dominate.In many of the countriesin the samplesuchas Mexico
thereare also ‘independent’dealerassociations,but with many small-businessparticipants,they
lack the financial and organisationalresourcesof a few large players. Collective action is a
problem,andthey aregenerallypolitically weak.
18 WTO G/VAL/W/W/60/add.1.
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implemented.19 In the sameagreement,all dutiesand non-tariff barriersfor new
automobilesand other vehicles are due to be phasedout by 2004, beginning
immediatelyuponimplementationof the agreementin 1994.Onething that makes
this argumentinteresting is that the proportion of FDI in the South American
automobileindustryappearsto besignificantly higherthanelsewherein theworld.
The meanamongthe sevenSouth American countriesproducingor assembling
automobilesin 1999was77 percentcomparedto 51 percentfor the remaining27
producersin our larger sampleoutsideof the Americas.20 Among the significant
regional producers(Mexico, Brazil and Argentina), the FDI proportion in the
automobileassemblywas100,91 and79 per cent,respectively,in 1999.

Thereis a final elementof the political economyof usedautomobileimports
thatshouldbenoted.It is oneof thefew areaswherepopularprotestin favourof
liberalisation canbewell documented.Indeed,in Latin Americaandworldwide,
thereappearsto be significantpopularpressureto liberalisethe marketfor used
automobiles.In Latin America, this is best illustrated in the caseof Mexico,
wherethe proximity of the US usedautomobilemarketmakesusedautomobiles
particularlyattractive.

Mexicanpoliticianshavea long historyof ‘regularising’(grantingamnestyto)
smuggled,usedautomobilesbeforeelections.In the most recentelectioncycle,
however,theissuetooka prominentposition.Theissuedrewto a headin 1999in
a conflict betweenthe Mexicangovernmentandthe PeasantDemocraticUnion
over regularisingsmuggledvehicles(Financial Times, 1999).Then Minister of
Trade and Industrial Development,Herminio Blanco, is reported to have
declared,‘The positionof thegovernmentis clear:We will not regulariseillegal
vehicles’. However, protestsoutside of the finance ministry grew, even as
exemptionswere introducedfor pick-up trucks at least10 yearsold. The issue
grewthroughout2000andbecamea debatingpoint in thepresidentialcampaign.
While the electedFox administrationand the Mexican motor industry opposed
regularisation of smuggled used automobiles, they were defeated by the
opposition-dominated legislaturewhen it passeda bill allowing such regular-
isation.Popularopinion in Latin Americaappearsto supportthe free import of
usedautomobiles.

19 Seefor exampleVanderbush(1998,n. 8). In a US NationalPublic Radioreporton changesin
policy in Mexico, IsabelaStuder,thenaNAFTA automobileindustryexpert,is quotedassaying,‘It
wasthe companies,paradoxically,especiallythe US companies,who wantedto seeprotectedthe
Mexican marketbecausethey had madehugeinvestmentsin the Mexican auto industriesin the
mid-1990sand they wantedto seetheir profits protected’(NPR Morning Edition, 15 November,
2000).
20 1999FDI percentagescalculatedby theauthorsbasedon firm-level FDI andweightedby firm-
level productionin thatyear.1999foreigninvestmentdatafrom WorldAutomotiveIndustryTrends
YearbookandAutomotive IndustriesOnline.
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4. AN ORDEREDPROBIT ANALYSIS

To further investigatethe political economyof usedautomobileprotectionin
Latin America,we examinethedegreeof import protectionfor the largersample
of 99 developingandnewly-industrialised countries.We do this usinganordered
probit analysis.21 In this section, we consider our choice of right-hand-side
variablesusedto explain the degreeof usedautomobileprotectionbasedon the
discussionabove and the relevant literature, given the existenceof data and
methodological constraints.

As suggestedby Grubel (1980) and discussedabove,political pressureto
restrict imports of used automobilescan arise from the presenceof new
automobileproductionor assemblywithin the country in question.For this
reason,our first explanatoryvariable is an indicator of the presenceof new
automobileproduction.Approximatelytwo thirdsof our largersampleconsists
of countrieswith no productionof new automobiles,and 17 of the 24 Latin
American countries reported in Table 1 also have no new automobile
production.Therefore,we chooseto capturethe presenceor absenceof new
automobileproductionandassemblyin 1999usinga dummyvariable.22 Our
hypothesishereis that this dummyvariablewill be positively associatedwith
the ordinal protectionmeasure.We employ two alternativesof the domestic
production dummy variable to ensure some degree of robustnessto the
econometricresults.First, we considera dummyindicatingactual production
in 1999.Second,we considera dummy indicating the installedcapacity for
production,irrespectiveof whetherit wasactuallyusedfor productionin that
year.23

The extent to which pressuresfor protection can be translatedinto actual
protectivepolicy appearsto dependon the political regime,and theseregimes
vary widely in their characteristics acrossour large sample of developing,
transitionaland newly-industrialisedcountries.For this reason,we follow the
approachof Mansfield,Milner andRosendorff(2000)in their useof theMarshall
andJaggers(2001)‘Polity’ datato explorethe link betweenpolitical regimeand

21 SeeMcKelvey andZavoina(1975)andChapter5 of Long andFreese(2001).Oursamplesizeis
indistinguishablefrom that consideredto be sufficient for meaningful orderedprobit analysis,
namely100.
22 In future research,we intend to test the relative roles of domestically-ownedversusforeign-
owned new automobile production. As with emissionsstandards,multicollinearity concerns
discouragesuchan attempthere.For one suchinvestigationin the Latin Americancontext,see
Grether,de Melo andOlarreaga(2001).
23 In the first instance,we utilise data from the Paris-basedOrganisationInternationaledes
Constructeursd’Automobiles(OICA). In the secondinstance,we utilise datafrom the World
AutomobileIndustryTrendsYearbook. Both productionandcapacitylevelsarehighly collinear
with countrysize,so countrysize itself cannotbe enteredinto the probit analysis.
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trade policy.24 As discussedfurther in the following section,we considerthe
impact of three regime types: coherentdemocracy,coherentautocracyand a
mixed or incoherentregime.Each of theseis indicatedas a dummy variable.
Consistentwith theassumptionsof Mansfield,Milner andRosendorf(2000),our
hypothesisis that coherentdemocracies betterchannelpressuresfor protection
into policy. This is basedon the capacityof the popularlyelectedlegislatureto
constraina country’schief executive(anexplicit elementof thePolity data)and
on the further considerationthat economicinterestswill be ableto exploit every
legislator’sdesireto enactthelevel of tradebarriersthatwill maximisehis or her
own political support.

Next, we considerthe possibility that averageincome levels might also
help determinethe level of used automobileprotection. At lower income
levels, the politically-important upper-middleclass might be dependenton
usedautomobiles,whereasat higher income levels, this classmight be in a
position to afford new automobiles.25 For this reason,we include the log of
PPP-adjusted1999 GDP per capita as a third explanatory variable. Our
hypothesishere is that this variable will be positively associatedwith the
ordinal protectionmeasure.

Membershipin the WTO subjectscountries to scrutiny through the trade
policy review mechanismand dispute settlementprocedures.Further, used
automobileprotection is a subject in a numberof WTO trade policy review
reportsandquestioningby othermembers.For this reason,it is conceivablethat
WTO membershipacts as a deterrentto used automobileprotection or may
encourageliberalisationof existingrestrictions.We test for this possibility.

Lastly, we include a considerationof exchangerate regime.As suggested
by Corden (1991), there is some tendencyfor countriespursuing a fixed
exchangerate regime to increaseprotectionlevels to supportan overvalued
currency. For example, Yatawara and Ajona (2001) use pooled data to
demonstratethat ‘a fixed exchangerate regime increasesthe likelihood of
tightening commercialpolicy, and reducesthe likelihood of liberalisation’
(pp. 3 and16). In a numberof cases,thoughnot necessarilyin Latin America
at this time, balanceof paymentsconcernsareraisedin justifying restrictions

24 More information on this datasetcan be found at www.bsos.umd.edu/cidcm/inscr/polity/.As
describedin Mansfield,Milner and Rosendorf(2000),a polity scoreof 6 or greaterwasusedto
denoteacoherentdemocracy,while ascoreof ÿ6 or lesswasusedto indicateacoherentautocracy.
Intermediatevaluescharacteriseincoherentregimes.In Polity IV, usedhere,the polity scoreis
basedon five indicationsof the competitivenessof executiverecruitment,constraintson the chief
executiveandopennessof participation.
25 As anexampleoutsideof Latin America,Nigeriancivil servantshaveexpresseddissatisfaction
with restrictionson usedautomobileimports.In reactingto a proposedbanon usedautomobiles,
onesuchindividual statedthat thegovernmentdoesnot ‘know whatsurvivalhasbecomefor many
of us.If theyhavetheir earsto theground,theycanappreciatethehugeloadsof burdenNigerians
arecarrying’ (Tempo, 2001).
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on used automobile restrictions.26 Given these considerations, we use a
dummy variable to indicate the presenceof a fixed exchangerate regime
during any of the years1995 to 1998.27

Theaboveconsiderationsconstitutea preliminaryanalysisof thedeterminants
of ordinalprotectionlevelsfor usedautomobileimports.Thesevariablesareused
asexplanatoryvariablesfor ordinal protectionmeasuressuchasthosepresented
in Table1 for our sampleof 99 developing,transitionalandnewly-industrialised
countries.28 We next turn to the resultsof this orderedprobit estimation.

5. RESULTS

Our orderedprobit results for usedautomobileprotectionare presentedin
Table3. Model 1 includessix explanatoryvariables:a dummyvariablefor new
automobileproductionin 1999,dummy variablesfor both coherentdemocracy
andcoherentautocracy,log of PPPGDPper capitain 1999,a dummyfor WTO
membershipin 1999anda dummyfor a fixed exchangerateregimein anyof the
years1995to 1998.Thedependentvariableis thelevel of protectionagainstused
automobileimportsasdescribedby the ordinal variablediscussedin Section2.

Looking at Table3, we canseethat all the coefficientswith the exceptionof
the exchangeratevariablehavethe expectedsigns.As is alsoevidentfrom this
table, however, only two of the six explanatory variables are statistically
significant,albeit quitehighly so(onepercentlevel). Thesearenewautomobile
productionandcoherentdemocracy.Autocraticregime,incomepercapita,WTO
membershipand exchangerate regime do not appear to be significant in
explainingthepresenceof usedautomobileprotectionin developing,transitional
andnewly industrialisedcountries.

Our two statistically-significant variables,however,do provide an interesting
insight into used automobile protection as first suggestedby Grubel (1980).
Restrictionson importsof usedautomobilesappearto bedrivenby political pressure
from new automobileproductioninterests(both domestically-owned and foreign-
owned). Further, these interests find more effective expression in coherent
democracies, but not in coherentautocracies.Mansfield, Milner and Rosendorf
(2000)pointoutthatbecauseanautocracyhasalimited numberof political actorsand
thereis no needto form a significantvoting block in the legislatureor run for re-
election,anautocratis assumedto havemoreleewayin how tradepolicy is formed.

26 Ghanais a recentexample.SeeAfrica NewsService(2000)andAccra Mail (2000).
27 In termsof InternationalMonetaryFundnomenclature,we considera ‘fixed’ exchangerateas
one peggedto the US dollar, the poundsterling, the Frenchfranc, other currencies,or currency
baskets.
28 Of thecountriespresentedin Table1, BarbadosandBermudaareexcludedin this analysisdue
to datalimitations.
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While it issometimeshypothesisedthatthisallowsanautocrattopursuefreertradeas
he is likely to benefit most politically and economicallyfrom the hypothesised
benefitsacrosstheentireeconomy,anautocratis alsolikely to dependonthesupport
of a small groupof powerful interests.Therefore,it is probablethat the views and
interestsof this groupwill determinewhetherfreer tradeor protectionis preferred
generallyandin anyspecificsector.In otherwords,a priori , thereis noclearreason
anautocratwould chooseprotectionoverfreetradein thecaseof usedautomobiles.

Model 2 explores the robustnessof the domestic production effect by
substitutinga domesticproductivecapacity variable for the actual 1999 pro-
ductiondummy.This is a worthwhilechangeof specification, sincein a number
of countries(e.g., Peru),productivecapacityexistseven thoughproductionin
1999waszero.In otherwords,this may be a measureof the ‘perception’of an
automobileindustry worthy of past or future protection by politicians. As is
evident from Table 3, the production interest explanation and the role of
democraticregimein supportingtheseinterestsremainvalid andareevenmore
highly significant. The lack of significanceof the other explanatoryvariables
remains.

TABLE 3
OrderedProbit EstimationResultsfor UsedAutomobileProtection

ExplanatoryVariables Model 1 Model 2 Model 3 Model 4

New automobileproduction,1999 0.47**
(4.99)

Capacityfor new automobile 0.57** 0.58** 0.59**
production,1999 (6.31) (6.35) (6.55)

Coherentdemocraticregime,1999 0.30** 0.31**
(2.66) (2.97)

Coherentautocraticregime,1999 0.10 0.11
(0.90) (1.77)

Mixed or incoherentregime,1999 ÿ0.24** ÿ0.19*
(2.65) (2.12)

Log of PPPGDP per capita,1999 0.07 0.04 0.04 0.04
(0.70) (0.42) (0.38) (0.427)

WTO membership,1999 ÿ0.13 ÿ0.08 ÿ0.05 ÿ0.12
(0.42) (0.98) (0.62) (1.29)

Fixed exchangerate,1995to 1998 ÿ0.16 ÿ0.14 ÿ0.15 ÿ0.10
(0.71) (1.61) (1.70) (1.154)

Latin America 0.20*
(2.286)

Observations 99 99 99 99
Probability> Chi Square 0.0000 0.0000 0.0000 0.0000

Notes:
Fully standardised coefficients.Absolutevalueof z statisticin parentheses.
** Significantat the 0.01 level.
* Significantat the 0.05 level.

USED AUTOMOBILE PROTECTIONIN LATIN AMERICA 1033

ß Blackwell PublishersLtd 2002



One interestingresult from the first two modelsis that the coefficient of the
autocraticregimedummyis positive,asis thecoefficientfor democraticregime.
Our nextstepis to maintainthecapacitydummy,while replacingthedemocracy
andautocracydummieswith a dummyfor incoherentregimes.Theseregimesare
consideredto be less stable than coherentautocraciesor democracies(Gurr,
1974;andMarshallandJaggers,2001).In Model 3, thecapacitydummyremains
statistically significant, and the incoherent regime variable is negative and
statisticallysignificant,thussuggestingthatmixedor incoherentpolitical regimes
appearto be less likely to restrict the imports of usedautomobilesthan are
coherentregimes.This result hastwo interpretations. One interpretationis that
newautomobileproducerinterestsfind fewer meansto conveytheir concernsin
incoherentregimes.A secondinterpretation,however,is that theseinterestshave
themeans,but theincoherentregimesrespondmorepositivelyto ‘street’ pressure
for theunrestrictedimportsof usedautomobiles.Anecdotally,newsreportsfrom
manyof thesecountriessuchasRussia,Albania, GhanaandPerusuggestthere
maybea basisfor this secondargumentasthepolicy in thesecountriestendsto
swaywith overtandrecognisedpressurefrom bothsides.29 As we sawin Section
3, however,thepopularpressurefor reformsin Mexico (acoherentdemocracyby
the Polity measure)has also been intense,though the governmenthas yet to
completelycapitulate.Thus,thecoherenceof the regimemaybeasimportantas
whetherit is democraticor autocratic.

A regionaldummyfor locationin the Americaswasaddedin the final model
in Table3 to seeif therewereany independentregionaleffectsassuggestedby
thediscussionin Section3. Thecoefficientin Model 4 is bothsignificant(at the
five per cent level) andpositive,while the othervariableslargely maintaintheir
sign andsignificance.According to our results,being locatedin Latin America
makesit more likely that a country will restrict usedautomobileimports as
suggestedearlierby Table2.

The lack of significancefor income,WTO membershipandtheexchangerate
regimeareperhapsin themselvesinteresting.Thelack of significancefor income
is interesting becausehigh-income countries are normally associatedwith
different tradepoliciesandapproachesto internationalmarketsthanlow-income
countries.This model providesno evidenceof such an income effect. More
interestingly, it does not appearthat WTO membershiphas any significant
influenceon thepoliciesof countriestowardusedautomobiles.Sincethestricter
restrictionsare clearly understoodnot to be GATT 1994 compliant,and have
beenthe subjectof tradepolicy reviewsandaccessionagreements,the fact that
there is no negative and significant associationsuggeststhat there is not
significantoppositionto thesepolicieswithin theWTO. Indeed,therehavebeen

29 SeeOchoa(1996),US Embassyin Belarus(1998), Interfax News Agency (2001) and ITAR/
TASS NewsAgency(2002).
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no enforcement actionson thesubjectto date,explainedperhapsby Brazil’s and
Ecuador’ssuggestionthat their restrictionswerewell within the norm of WTO
members.Theinterpretationof the insignificanceof theexchangerateis perhaps
less straightforward. In Models 1 and 3, the exchangerate is nominally
significant at the ten per cent level, but considerably lesssignificant when the
regional variable is included. This may suggestthat the issue of balanceof
paymentsandthe influenceof exchangeratepolicy deservesfurther attentionin
the literature.

6. CONCLUSIONS

The free import of usedautomobileshas a numberof potentially positive
impacts.First, it offers low-incomehouseholdsaccessto automobileownership
thatcanbesignificantly lessexpensivethannewautomobileownership.This has
obviouswelfarebenefits.Second,lengtheningthelifetimesof durablegoods,and
therebypostponingscrapping,internationaltradein usedautomobilescontributes
to industrialecologyobjectives(Van Wee,Moll andDirks, 2000).Despitethese
considerations,however,importsof usedautomobilesarerestrictedor bannedby
manydeveloping,transitionalandnewly-industrialisedcountries,includingmost
large, Latin American economies. Indeed, it largely appears that used
automobilesare an overlookedexceptionto the trend towardsmore liberalised
trade in Latin America. As the econometricevidencepresentedin this paper
makesclear, the explanationfor theserestrictivemeasureslies in the pressure
broughtto bearby new automobilemanufacturers.Anecdotalevidencesupports
this result. Further, coherentdemocraticregimescontribute to this protective
pressure.Finally, incoherentor mixedpolitical regimestendto contributeto free
tradein usedautomobiles,perhapsbecausethey cannotafford to offend ‘street’
pressurefor accessto usedautomobiles.

Furtherpolicy researchon usedautomobiletrade,aswell asusedgoodstrade
in general,is warranted.Oneinterestingquestionin the Latin Americancaseis
thepostureof theforthcomingFreeTradeAreaof theAmericas(FTAA) towards
usedautomobiletrade.If the NAFTA agreementis any guide,the FTAA might
well cementprotectionisttraditionsin the region.A secondissueis thepotential
role of technical assistancein the areasof customsvaluation, environmental
standardsand safetystandardsin making the liberalisationof usedautomobile
trade possiblein the Americas.From a broadwelfare standpoint,it would be
beneficialfor FTAA andWTO deliberationsto addressthis issue.
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