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1. INTRODUCTION

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! 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 coufntries.
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 usedautomobileimportsin the

region.We thenspecifyanorderedprobit modelthatwe useto explainthedegree
of protection.This model embedsthe Latin American samplewithin a larger
sampleof developing,transitionaland newly industrialisedeconomiesFinally,

we review the resultsof this econometricanalysisand offer a setof preliminary
conclusions.

In our econometricanalysis, we cast our explanatorynet fairly widely.
However,the orderedprobit resultssuggest 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’
democratiaegimes.Incoherent’political regimesijn contrastappearo respond
to ‘street’ pressurdor liberalisedusedautomobileimports. Anecdotalevidence
from Latin America, presentedelow, supportstheseresults.

2. RESTRICTIONSON USED AUTOMOBILE IMPORTS

Usedautomobileprotectionin Latin Americacomesin a numberof varieties.
Thesearesummarisedn Table 1 alongwith anordinal measureof the degreeof
restriction for 24 Latin American countriesin 19992 Our ordinal measureof
protectionrangesfrom 0 to 3. A value of O indicatesthat there are minimal
restrictionson imports of usedautomobileswith little differentiation between
new and usedprotection.This is the casefor sevenrelatively small countriesin
the region: BahamasBarbados,Belize, Bolivia, El Salvador,Guatemalaand
Panama.

Barbadosand the Bahamasappearto haveno additionalrestrictionson used
automobilesBolivia requiresa pre-shipmeninspectionfor both usedand new
automobilesand dutiesand feesare the samefor both. The US Departmentof
Commercereportsthat the Asociacion Boliviana Automotriz has pressuredhe
governmenfor a formal banon usedautomobilesput thereis no indicationthat
this pressurehas been successfulto date. Countriessuch as Belize, Panama,
Guatemalaand El Salvadorusereferencepricesin the valuationof someused
automobilespusingeitherdomesticaly-generatecaind publishedmarketpricesor
the US ‘Blue Book’ values.However,no additionalrestrictionsapply, and the
extentof depreciatioris not capped*

3 It shouldbe notedthat we treatonly formal restrictionsand barriersto tradehere,not informal
friction that may alsocomplementhe formal regime.

4 While the useof referencepricesis lessthanoptimal from the perspectiveof tradetheory,given
theinformal origins of manyof the automobilesbroughtby migrantsfrom the United Statessucha
systemis often necessaryAlso, suchvaluationtechniquesnay not be discriminatingagainstused
automobiles- an automobilein poor shapemight be overvalued put a ‘creampuff’ is likely to be
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TABLE 1
UsedAutomobile Protectionin Latin America, 1999
Country Degreeof Comments
Protectiorf
Argentina 3 Imports prohibited (Mercosur)
Bahamas 0 No additionalrestrictionson imports
Barbados 0 No additionalrestrictionson imports
Belize 0 ‘Blue Book’ valuation
Bolivia 0 No additionalrestrictionson imports
Brazil 3 Imports prohibited (Mercosur)
Chile 3 Imports prohibited
Colombia 3 Requiredimport licencesnot beingapproved
CostaRica 1 Taxesescalatewith the ageof the vehicle
DominicanRepublic 1 Cappeddepreciation
Ecuador 3 Imports prohibited
El Salvador 0 ‘Blue Book’ valuation
Guatemala 0 ‘Blue Book’ valuation
Haiti 1 Additional 10 per centimport tariff
Honduras 1 Cappeddepreciation
Jamaica 2 Age limits applied
Mexico 3 Completebanwith someexceptions
Nicaragua 1 Cappeddepreciation
Panama 0 Domesticmarketor ‘Blue Book’ valuation
Paraguay 3 Imports prohibited (Mercosur)
Peru 2 Higher tariffs and age-relatecans
Trinidad and Tobago 2 Cannotbe fully assembled
Uruguay 3 Imports prohibited (Mercosur)
Venezuela 3 Imports prohibited
Notes:

@ The discrimination index is as follows: 0 = no significant discrimingion againstused automobiles,1 =
prohibited if greaterthan 6 yearsold (or more), small additional duty or fee, duty depreciatio cap, 2 =
prohibited if greatthan (up to) 5 yearsold, substantialadditionalduty or fee, 3 = prohibited with no or few
exceptons (e.g.only returningindividuals).

Sourca: US Departmenbf CommerceTradelnformation Center,US Departmenbf StateCountryCommercial
Guides,andWorld TradeOrganisatbn TradePolicy Reviewreports.

A valueof 1 in Table 1 indicatesthe existenceof a clearanddiscriminatory
restriction, however slight, to the import of used automobilesvis-avis new
automobilesandthis is the casefor five relatively small countriesin the region:
Costa Rica, Dominican Republic, Haiti, Honduras and Nicaragua. A few
commentson theseprotectiveregimesarein order.

Forits part,Haiti simply appliesanadditional10 percenttariff on automobiles
older than the current model year. A more popular measurein this category,
however,is cappeddepreciation.While someobserverdreat 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)

undervaluedBy providingatransparenandeasilyunderstoodraluationmethod basednwhatare
ultimately market-determinedalues,theseregimesrank amongthe leastrestrictivein the region.
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providesan excellentexampleof this. The DR assesseall imported new and
used passengervehicles (except pick-ups) with a flat 30 per cent tariff.

Automobilesare assessed further selectiveconsumptiortax basedon the price
of the automobilein US dollars. Used automobiles,therefore,do not face
discriminationin the assessmentf dutiesor import taxes. Thereis, however,
discriminationin how the valuebasisfor 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
new automobilein the currentyear. The price is depreciated percentoneyear
after the modelyear,anda further 5 per centfor eachyearup to four years.In

yearsfive, six andseven.anadditional 10 per centdepreciations calculatedfor
eachyear.The customsvalueis therefore50 percentof the newautomobileprice
in year seven.Importantly, no further depreciationis provided for pastyear
seven.

Therearea numberof problemswith this. First, morethanwith the reference
prices discussed above, from a purely theoretical perspective, capped
depreciation clearly obscuresthe true relationship between an individual
automobileandits value, hinderingthe efficient working of the market.Second,
theassessmeris complicatedoy modelchangesndotherfactorsovertime, and
togetherthesefactorsare likely to createconsiderabldriction at the borderto
makeassessmentmndresolvedisputesMore importantly, however,automobiles
continueto depreciateafter sevenyearsof use.Thus,in the first sevenyears,
dependingon the individual characteristic®f the automobilein question it may
be eitherovervaluedor undervaluedPastyearsevenhowever,it is increasingly
the casethatthe valueof the automobilewill be overstatedor customspurposes,
andtheimporterwill haveto payanincreasinglyhighimporttaxandduty burden
relative to the automobile’sactual purchaseprice or marketvalue. This is the
rationalefor the higherdiscriminationscoresin Table1.°

Among the other countriesin the region that usethis sort of restriction, the
depreciations often steepelin the first few years.In CostaRica, it is cappedat
70 per centin yearfive.® In Hondurasiit is 75 per centin year five, while in
Nicaraguathe cap is setat 75 per centin year six. Over the lifecycle of an

5 In theDR, this systemactuallyrepresents liberalisationthatoccurredn 1994.Previously duties
and import taxes for used automobileswere calculatedusing new automobile values without
depreciationBetweenliberalisationin 1994and1999,theimport of usedautomobilesnto the DR
increasedver 200 per cent.

® Over the years, CostaRica has alternatedbetweenusing reference‘Blue Book’ prices and
depreciatiorschedulegor calculatingimportdutiesandtaxes causingsomeconfusion.n 1999,the
temporalfocus of the datain this study, depreciationschedulesvere being usedaccordingto
authorswho studied CostaRica’s regime explicitly (Echeverriaet al., 2000). According to the
CostaRican consulate,the current policy is basedon ‘Blue Book’ valuesand duty ratesthat
increasefrom 59.33per centto 85.32per centover six yearswith the higherrate applyingto all
automobilesover six years.
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automobile cappeddepreciatiordiscriminatesagainstit for beingolder, but not
necessarilysimply for being used.

A valueof 2 in Tablel indicatesa relatively high degreeof protectionagainst
imports of usedautomobilesand this measurecharacterisegamaicaPeruand
Trinidad and Tobago. Trinidad and Tobagorequiresthat usedautomobilesbe
disassembletbeforeimportation.Enginesare often removedfrom usedvehicles
before importation and shipped separately.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 ‘selective consumptiontax’ of 45 per
cent, while similar new automobilesface a rate of only 20 per cent’ In 1998,
Jamaica’smotor vehicle policy was tightenedto allow only licensed used
automobiledealersto import automobilesno more thanfour yearsold andlight
commercialvehiclesno morethanfive yearsold.

Finally, avalueof 3 in Tablel indicatesthatimportsof usedautomobilesare
prohibited. This measurecharacterisesine 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. 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-purpse vehicles but makes no
explicit exceptionfor automobilesof any kind. Uruguayexplicitly allows sports
or classicvehicles20 yearsof ageor olderto be usedfor displayor competition.
In Mexico, importlicencesallow theimport of usedvehiclesonly solong asthey
areusedto fulfil a businesgontractin the country.Also, thoseliving within the
borderandfree tradezonesof Baja California, partial zonesof Sonorathe state
of Baja California del Surandthe bordercity of Cananean Sonoraare able to
own imported usedautomobilesthat are 4 to 15 yearsolder than the current
modelyear®

The picture presentedin Table 1 is one in which the most significant
economiedn Latin America maintainoutright prohibitions on imports of used
automobilesevenwhen characterisedy ‘free trade’ or ‘neoliberal’ credentials

7 Interestingly,if new or usedautomobilesare ‘reconditioned’ (convertedfrom right to left-hand
drive) in Peru’ssouthermregion,they areexemptedrom the selectiveconsumptiortax all together.
This givesa clearadvantageo Japanesenakesboth usedandnew, andalsois clearly intendedto

createor supporta domesticconversionindustry.

8 Interestinglythe AndeanGroup(Bolivia, Colombia,Ecuador PeruandVenezuelahasa similar

provision,but thereis greaterpolicy diversity at the individual countrylevel, anindicationperhaps
of the greatereffectivenesof Mercosur(Foroutan,1998).

9 Formallythey arenot allowedto sell themoutsidetheseregions,thoughin reality manyof these
do get‘left’ further south.
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FIGURE 1
Use Automobile Protectionand Size of Economyin Latin America
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(e.g.,Chile). In all of thesecasesthe restrictionson usedautomobilesare more
severethan on new automobiles As a preliminary matter,size of the economy
appearsgo make a difference.Figure 1 plots the discrimination measurefrom

Tablel againstthelog of 1999GDP. The positiverelationshipvisible in this plot

is presentfor a larger sample of 99 developing, transitional and newly
industrialisedcountriesas well, where the correlation coefficient betweenour

ordinal protectionmeasureandthe log of 1999GDP is 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 new automobilesWe explorethis andotherpossible
explanatios of usedautomobileprotectionin the following sections.

3. POLITICAL ECONOMY

This sectionexaminesthe potential domesticand external motivations and
rationalesgiven for the existenceof usedautomobileprotectionasexpressedby
Latin American governmentsin Section4, we specify a more formal model
relying on this discussioraswell ason the internationaleconomicsandpolitical
economyliteratures.
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The rationalesgiven by Latin Americangovernmentgor discriminationagainst
used automobileimports most often fall into two categories:(1) problemswith
valuation and protection against fraud and corruption, and (2) safety and
environmenal concern.ln most casesa combinationof theseargumentss used.
For example Brazil's representativéo the World TradeOrganisatiofWTO) cited
customsvaluationconcernsandthe potentialfor fraud aswell as‘negativeimpacts
for the environmentand public safetyarising from the commercializatiornof used
consumergoodsin the domesticmarket’ to explain his country’s protections:°
Brazil also pointed out that such policies were ‘common to many Members'.
Colombiais morespecific, citing Article XX of GATT 1994,which allows general
exceptionsfor nationsto achieve‘non-economic’objectivesincluding the health
and safety of human,plant and animal life. During its accessiorprocessto the
WTO, Ecuadorstatedrepeatedlythat it wasin the processof reformingits policy
toward usedautomobiles establishing'compatible criteria for the importation of
used vehicles, basedon the needto protect human health and safety and the
environment It also, however justified the existenceof its currentban on these
groundst' As with Brazil, they arguedthat their own survey of WTO members
foundmanysimilar measurein place? Similarly, Honduras'sepresentativetated
beforethe WTO Committeeon CustomsValuationthat ‘the import of usedvehicles
and usedtires led to traffic accidentsplus damageto the environment™? In its
communicain with the WTO Committeeon CustomsValuation, Jamaicacites
amongits reasonsthe useof fraudulentinvoices’, ‘the creationof traffic jams’,
‘health problemsdueto pollution’ and ‘greaterwearandtearon the roads’*

It is not healthand safety concernsout domesticindustry intereststhat most
internationaleconomistgurn to whenseekinga motivation for usedautomobile
protection,andthisis the perspectivahatwe 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 automobilesin developing country markets®
Elsewhere,n the usedequipmentliterature, similar motivationsare given but

10 WTO WT/TPR/m/21/add.1This and all other WTO documentsare referredto using their
documentdisseminatiorcodes.

1 WTO WT/ACC/ECU/8.

12 FurthermoreEcuadomakesthe claim that, dueto domesticconsumepreferenceghereis little
demandfor usedautomobilesn Ecuador,and thereforethe currentban shouldnot be considered
trade distorting. The notion that trade in usedautomobilesis insignificant would seemto be an
argumentagainstrestrictionsnot for them, and in any casethe empirical evidence— from the
millions of smuggledautomobilesn Mexico to the increasan usedautomobileimportsto the DR
of over 215 per centafter only a partial liberalisation— suggest®otherwise.

13 WTO G/VAL/M/12.

14 WTO G/VAL/W/60/add.1.

15 |t is not necessarilythe case 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 Countriesand Percentagédy RestrictionScore,Industry Presenceind EmissionsStandardgor Latin Americanand BroaderSamples

Country Type 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 conparismsto Table 1, pleasenotethe Bahama andBarbads are not includedhere.The remahing 22 (out of 24) Latin Americanand Caribbeannationsarealso
includedin the worldwide sampe of 99 counties. Perentags arerow-perentags for Latin Americaandthe worldwide sampe respetively (i.e. the percentageof row
totals listed in last two columns)and may not addto 100 per cert due to roundng. Emissionsstandatls dataare from Automotive Industy Online (http:/Avww.ai-
online com/stas/emissbns200lihdex.asp)and personalcommunication with MichaelP. Walsh
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nottested(e.g.,Navaretti,SoloageandTakacs2000).In Table2, we canseethat
thosecountrieswith the capacityto produceautomobilesappearto havehigher
restrictions,andthat the percentagef Latin Americanproducerswith complete
prohibitions (90 per cent) is quite a bit higher than in the entire sample of
developing transitionaland emergingeconomieg47 per cent).

A simpleindustry protectionhypothesishowever,might not be sufficient to
completelyexplainthe variationamongcountriesin usedautomobileprotection
levels among Latin American countries.First, it is necessarnto explain the
discriminationagainstusedautomobilesn the traderegimesof thesecountries,
not the import of automobilesin general.If the objective is to protect and
encouragdocal industry,we would expectall competingautomobileimportsto
face similar restrictions.While some countriesin the region continueto have
significant tariffs and restrictionson the import of new automobiles,every
countryin the region, with the apparenexceptionof Bolivia, Barbadosandthe
Bahamas,had a more liberal import regime for new automobilesthan used
automobilesn 1999.Secondmanycountriesthathaveneverhadthe capacityto
produceor assembleautomobilesstill discriminatedagainstused automobile
imports.Of the 24 countriesin Table 1, only sevenwere producingautomobiles
in 1999,andonly 10 evenhadthe capacityto produceautomobilesn thatyear,
yet 16 countrieshad discriminatoryrestrictionson usedautomobileimports.

Environment,safetyandfraud concernamight provide an explanationfor the
widespreaddiscriminationagainstusedautomobiles For example,it is clearly
conceivablghatenvironmentatonsideratioa suchasemissionstandardsffect
levels of protection against used automobiles. The direction of causation,
however, is not clear. A country with few resourcesto pursue domestic
environmenth objectives could utilise a restriction on imports of used
automobilesas a ‘poor man’s’ emissionsstandard. Alternatively, however,
restrictionson importsof usedautomobilescould be complementaryo domestic
emissionstandardsindicatinggeneralconcernin a countryfor the environment.
We hadhopedto testif eitherof thesepossibilitiesis significant,but asindicated
by Table 2, an explanatoryariablefor emissionsstandardgrovesto be highly
collinear with automobile production 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 elsewhereSingaporeandlsrael,haveemissionstandardef any
type.Basedon Table 2, it would seemthat, evenamongproducersthe presence
of emissionsstandardsloesnot appeatto give any furtherinsightinto whethera
countryis likely to restrictusedautomobileimports. Therefore,it is difficult to
discern any independentrelationship between emissionsstandardsand used
automobileprotection.

In generalhowever thereis causdor scepticismowardtheideathatsafety,
environmeial andsimilar concerndrive the restrictionson usedgoods.First,

© Blackwell Publishers.td 2002
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the averageageof the fleet in manyof thesecountriesis far below that of the
age of imports, and a numberof authorshave arguedthat in Latin America
(Kahn, 1994) and elsewhergAgarwal, 2000; and Panagariya2000) allowing
usedautomobiless likely to improvethe environmentaland safety standards
of the automobilefleetsin thesecountries Oftenthe safetyandenvironmental
standard®f newautomobilegproducedn countriessuchasindia, Mexico and
Brazil are below those of secondhandgroductsfrom Japan,Europeor the
United States:® Secondfrom a strictly regulatoryperspectivegnvironmental
or safetyregulationswould seema more efficient way to achievetheseends
than import restrictionson used automobiles,at the sametime that such
restrictionswould serveas a barrier to older automobileswithout emissions
technology(Agarwal, 2000).

Thereis 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 proceededvith that for new
automobiles.” Used automobile protection is seen as somethingthat both
domesticandforeign automobileinterestyincluding multinationalfirms, unions,
domestidnvestorsjntermediatepartssuppliersandnewautomobiledistributors)
can agreeupon, while protectionfrom new automobileimportsis not. For the
new automobileproductionindustry, with its multinationalpursuitof production
anddistributionstrategiessucha mixedapproacho newandusedautomobilesgs
likely to be preferredto a free traderegime.For example thoughJamaicadoes
not have the capacityto produceautomobiles,n its communicatios with the
WTO, it citestheinjury doneto newautomobile'sales’asareasorfor requesting
an exemptionin its valuationagreement?®

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

16 Seealso The Economis(2002)on this andthe associateair pollution effectsin Latin America.
7 In theory, distributorsshouldnot a priori prefernew over usedautomobilesf they canmakea
profit from both. In practice,however,dealershat sell new automobilesare mostoften part of the
distribution network of the multinational automobile producersand membersof the lobbying
organisationghat thesefirms dominate.In many of the countriesin the samplesuchas Mexico
thereare also ‘independent'dealerassociationsbut with many small-businesgarticipants,they
lack the financial and organisationalresourcesof a few large players. Collective action is a
?roblem,andthey aregenerallypolitically weak.

8 WTO G/VAL/W/W/60/add.1.
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implemented® In the sameagreementall dutiesand non-tariff barriersfor new

automobilesand other vehicles are due to be phasedout by 2004, beginning
immediatelyuponimplementatiornof the agreemenin 1994.0nething that makes
this argumentinterestingis that the proportion of FDI in the South American

automobileindustryappeargo be significantly higherthanelsewheren the world.

The meanamongthe sevenSouth American countriesproducingor assembling
automobilesn 1999was77 percentcomparedo 51 percentfor the remaining27

producersin our larger sampleoutsideof the Americas?® Among the significant

regional producers(Mexico, Brazil and Argentina), the FDI proportion in the

automobileassemblywas 100,91 and 79 per cent,respectively,n 1999.

Thereis afinal elementof the political economyof usedautomobileimports
thatshouldbe noted.It is oneof thefew areaswherepopularprotestin favour of
liberalisation canbe well documentedindeed,in Latin Americaandworldwide,
thereappeardo be significantpopularpressureo liberalisethe marketfor used
automobiles.In Latin America, this is bestillustrated in the caseof Mexico,
wherethe proximity of the US usedautomobilemarketmakesusedautomobiles
particularly attractive.

Mexicanpoliticianshavea long history of ‘regularising’ (grantingamnestyto)
smuggled,usedautomobilesheforeelections.In the mostrecentelectioncycle,
however theissuetook a prominentposition. Theissuedrewto a headin 1999in
a conflict betweenthe Mexican governmentand the PeasanDemocraticUnion
over regularisingsmuggledvehicles(Financial Times 1999). Then Minister of
Trade and Industrial Development, Herminio Blanco, is reported to have
declared,The positionof the governmenis clear: We will not regularisellegal
vehicles'. However, protestsoutside of the finance ministry grew, even as
exemptionswere introducedfor pick-up trucks at least10 yearsold. The issue
grewthroughout2000andbecamea debatingpoint in the presidentiaktampaign.
While the electedFox administrationand the Mexican motor industry opposed
regularisation of smuggled used automobiles, they were defeated by the
opposition-dminated legislaturewhen it passeda bill allowing such regular-
isation. Popularopinionin Latin Americaappeardo supportthe free import of
usedautomobiles.

19 seefor exampleVanderbusi{1998,n. 8). In a US National Public Radioreporton changesn
policy in Mexico, IsabelaStuderthena NAFTA automobileindustryexpert,is quotedassaying,'It
wasthe companiesparadoxically,especiallythe US companieswho wantedto seeprotectedthe
Mexican marketbecausehey had madehugeinvestmentsn the Mexican auto industriesin the
mid-1990sand they wantedto seetheir profits protected’(NPR Morning Edition, 15 November,
2000).

20 1999FDI percentagesalculatedby the authorsbasedon firm-level FDI andweightedby firm-
level productionin thatyear.1999foreigninvestmentdatafrom World Automotiveindustry Trends
Yearbookand Automotive IndustriesOnline.
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4. AN ORDEREDPROBIT ANALYSIS

To furtherinvestigatethe political economyof usedautomobileprotectionin
Latin America,we examinethe degreeof import protectionfor the largersample
of 99 developingandnewly-industrialisd countries We do this usinganordered
probit analysis?® In this section, we considerour choice of right-hand-side
variablesusedto explainthe degreeof usedautomobileprotectionbasedon the
discussionabove and the relevantliterature, given the existenceof data and
methodologial constraints.

As suggestedy 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 explanatoryvariableis an indicator of the presenceof new
automobileproduction. Approximatelytwo thirds of our largersampleconsists
of countrieswith no productionof new automobilesand 17 of the 24 Latin
American countries reported in Table 1 also have no new automobile
production.Therefore,we chooseto capturethe presenceor absenceof new
automobileproductionand assemblyin 1999 usinga dummy variable?? Our
hypothesishereis that this dummyvariablewill be positively associatedvith
the ordinal protectionmeasureWe employ two alternativesof the domestic
production dummy variable to ensure some degree of robustnessto the
econometriaesults.First, we considera dummy indicating actual production
in 1999. Second,we considera dummy indicating the installed capacity for
prodgsction,irrespectiveof whetherit wasactually usedfor productionin that
year:

The extentto which pressuredor protectioncan be translatedinto actual
protectivepolicy appeardo dependon the political regime,and theseregimes
vary widely in their characteristis acrossour large sample of developing,
transitionaland newly-industrialisedcountries.For this reason,we follow the
approactof Mansfield,Milner andRosendorf{2000)in their useof the Marshall
andJaggerg2001)‘Polity’ datato explorethelink betweerpolitical regimeand

21 seeMcKelvey andZavoina(1975)andChapter5 of Long andFreesg2001).Our samplesizeis

indistinguishablefrom that consideredto be sufficient for meaningful orderedprobit analysis,
namely100.

22 |n future researchwe intend to test the relative roles of domestically-ownedsersusforeign-

owned new automobile production. As with emissionsstandards,multicollinearity concerns
discouragesuch an attempthere. For one suchinvestigationin the Latin American context,see
Grether,de Melo and Olarreaga(2001).

23 In the first instance,we utilise datafrom the Paris-basedrganisationinternationaledes
Constructeursl’Automobiles (OICA). In the secondinstance,we utilise datafrom the World

Automobilelndustry TrendsYearbook Both productionand capacitylevelsarehighly collinear
with country size, so country sizeitself cannotbe enteredinto the probit analysis.
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trade policy.* As discussedurther in the following section,we considerthe
impact of three regime types: coherentdemocracy,coherentautocracyand a
mixed or incoherentregime. Each of theseis indicatedas a dummy variable.
Consistentvith the assumptionsf Mansfield, Milner andRosendor{2000),our
hypothesisis that coherentdemocracis better channelpressuregor protection
into policy. This is basedon the capacityof the popularly electedlegislatureto
constraina country’schief executive(an explicit elementof the Polity data)and
on the further consideratiorthat economicinterestswill be ableto exploit every
legislator'sdesireto enactthe level of tradebarriersthatwill maximisehis or her
own political support.

Next, we considerthe possibility that averageincome levels might also
help determinethe level of used automobile protection. 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® For this reason,we include the log of
PPP-adjustedl999 GDP per capita as a third explanatory variable. Our
hypothesishere is that this variable will be positively associatedwith the
ordinal protectionmeasure.

Membershipin the WTO subjectscountriesto scrutiny through the trade
policy review mechanismand dispute settlementprocedures.Further, used
automobileprotectionis a subjectin a numberof WTO trade policy review
reportsand questioningoy othermembersFor this reasonijt is conceivablethat
WTO membershipacts as a deterrentto used automobile protection or may
encouragdiberalisationof existingrestrictions.We testfor this possibility.

Lastly, we include a considerationof exchangerate regime. As suggested
by Corden (1991), there is some tendencyfor countriespursuing a fixed
exchangerate regimeto increaseprotectionlevelsto supportan overvalued
currency. For example, Yatawara and Ajona (2001) use pooled data to
demonstrateghat ‘a fixed exchangerate regime increasesthe likelihood of
tightening commercial policy, and reducesthe likelihood of liberalisation’
(pp. 3 and16). In a numberof casesthoughnot 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/polityAs

describedn Mansfield, Milner and Rosendorf(2000), a polity scoreof 6 or greaterwas usedto

denotea coherendemocracywhile ascoreof —6 or lesswasusedto indicatea coherenfutocracy.
Intermediatevaluescharacteriséncoherentregimes.In Polity 1V, usedhere,the polity scoreis

basedon five indicationsof the competitivenes®f executiverecruitment,constraintson the chief

executiveand opennes®f participation.

25 As anexampleoutsideof Latin America, Nigeriancivil servantshaveexpressedlissatisfaction
with restrictionson usedautomobileimports. In reactingto a proposedban on usedautomobiles,
onesuchindividual statedthatthe governmentioesnot ‘know whatsurvival hasbecomefor many
of us.If they havetheir earsto the ground,they canappreciatehe hugeloadsof burdenNigerians
arecarrying’ (Tempo 2001).
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on used automobile restrictions?® Given these considerations we use a
dummy variable to indicate the presenceof a fixed exchangerate regime
during any of the years1995to 19982’

Theaboveconsiderationgonstitutea preliminaryanalysisof the determinants
of ordinal protectionlevelsfor usedautomobileimports. Thesevariablesareused
asexplanatoryvariablesfor ordinal protectionmeasuresuchasthosepresented
in Table 1 for our sampleof 99 developing transitionaland newly-industrialised
countries?® We nextturn to the resultsof this orderedprobit estimation.

5. RESULTS

Our orderedprobit resultsfor used automobile protection are presentedn
Table 3. Model 1 includessix explanatoryvariables:a dummy variablefor new
automobileproductionin 1999, dummy variablesfor both coherentdemocracy
andcoherentautocracyJog of PPPGDP per capitain 1999,a dummyfor WTO
membershipn 1999anda dummyfor afixed exchangeateregimein any of the
years1995to 1998.The dependentariableis thelevel of protectionagainstused
automobileimports as describedoy the ordinal variablediscussedn Section2.

Looking at Table 3, we canseethatall the coefficientswith the exceptionof
the exchangerate variable havethe expectedsigns.As is also evidentfrom this
table, however, only two of the six explanatory variables are statistically
significant,albeit quite highly so (onepercentlevel). Thesearenew automobile
productionandcoherentdemocracyAutocraticregime,incomeper capita, WTO
membershipand exchangerate regime do not appearto be significant in
explainingthe presencef usedautomobileprotectionin developingtransitional
and newly industrialisedcountries.

Our two statistically-sigificant variables,however,do provide an interesting
insight into used automobile protection as first suggestedby Grubel (1980).
Restrictionsonimportsof usedautomobilesppeato bedrivenby political pressure
from new automobileproductioninterests(both domestically-avned and foreign-
owned). Further, these interests find more effective expressionin coherent
democracis, but not in coherentautocraciesMansfield, Milner and Rosendorf
(2000)pointoutthatbecausanautocracyhasalimited numberof political actorsand
thereis no needto form a significantvoting block in the legislatureor run for re-
election,anautocratis assumedo havemoreleewayin how tradepolicy is formed.

26 Ghanais a recentexample.SeeAfrica NewsService(2000) and Accra Mail (2000).

27 In termsof InternationalMonetaryFund nomenclatureyve considera ‘fixed’ exchangeateas
one peggedto the US dollar, the poundsterling, the Frenchfranc, other currencies,or currency
baskets.

28 Of the countriespresentedn Table 1, Barbadosand Bermudaare excludedin this analysisdue
to datalimitations.
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TABLE 3
OrderedProbit EstimationResultsfor Used Automobile Protection
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) 2.77)
Mixed or incoherentregime, 1999 —0.24** -0.19*
(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 —0.13 —0.08 —0.05 -0.12
(0.42) (0.98) (0.62) (2.29)
Fixed exchangeate, 1995to0 1998 -0.16 -0.14 -0.15 -0.10
(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 standardisd coefficients.Absolutevalue of z statisticin parentheses.
** Significantat the 0.01 level.
* Significantat the 0.05level.

Whileit is sometimesypothesisethatthisallowsanautocrato pursudreertradeas
he is likely to benefit most politically and economicallyfrom the hypothesised
benefitsacrosgheentireeconomyanautocrais alsolikely to depencnthesupport
of a small groupof powerful interests.Therefore,it is probablethat the views and
interestsof this groupwill determinewhetherfreertradeor protectionis preferred
generallyandin anyspecificsector.In otherwords,a priori, thereis no clearreason
anautocratwould chooseprotectionoverfreetradein the caseof usedautomobiles.

Model 2 explores the robustnessof the domestic production effect by
substitutinga domesticproductive capacity variable for the actual 1999 pro-
ductiondummy. This is a worthwhile changeof specificatian, sincein a number
of countries(e.g., Peru), productive capacity exists eventhough productionin
1999waszero.In otherwords,this may be a measureof the ‘perception’ of an
automobileindustry worthy of pastor future protectionby politicians. As is
evident from Table 3, the production interest explanation and the role of
democraticregimein supportingtheseinterestsremainvalid andare evenmore
highly significant. The lack of significanceof the other explanatoryvariables
remains.
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Oneinterestingresultfrom the first two modelsis that the coefficient of the
autocraticregimedummyis positive,asis the coefficientfor democraticregime.
Our nextstepis to maintainthe capacitydummy,while replacingthe democracy
andautocracydummieswith adummyfor incoherentregimes.Theseregimesare
consideredto be less stable than coherentautocraciesor democracieqGurr,
1974;andMarshallandJaggers2001).In Model 3, the capacitydummyremains
statistically significant, and the incoherentregime variable is negative and
statisticallysignificant,thussuggestinghatmixed or incoherenpolitical regimes
appearto be less likely to restrict the imports of used automobilesthan are
coherentregimes.This resulthastwo interpretatios. One interpretationis that
new automobileproducerinterestsfind fewer meansto conveytheir concernsn
incoherentregimes A secondnterpretationhowever,is thattheseinterestshave
themeanshputtheincoherentegimesrespondnorepositivelyto ‘street’ pressure
for the unrestrictedmportsof usedautomobilesAnecdotally,newsreportsfrom
many of thesecountriessuchas Russia,Albania, Ghanaand Perusuggesthere
may be a basisfor this secondargumentasthe policy in thesecountriestendsto
swaywith overtandrecognisecressurdrom both sides?® As we sawin Section
3, however the popularpressurdor reformsin Mexico (a coherentlemocracyby
the Polity measure)has also beenintense,though the governmenthas yet to
completelycapitulate.Thus,the coherencef the regimemay be asimportantas
whetherit is democraticor autocratic.

A regionaldummyfor locationin the Americaswasaddedin the final model
in Table 3 to seeif therewereanyindependentegionaleffectsassuggestedy
the discussiorin Section3. The coefficientin Model 4 is both significant(at the
five percentlevel) andpositive, while the othervariableslargely maintaintheir
sign and significance.Accordingto our results,beinglocatedin Latin America
makesit more likely that a country will restrict usedautomobileimports as
suggestecararlier by Table 2.

Thelack of significancefor income,WTO membershimndthe exchangeate
regimeareperhapsn themselvesnteresting.Thelack of significancefor income
is interesting becausehigh-income countries are normally associatedwith
differenttradepoliciesandapproache$o internationalmarketsthanlow-income
countries. This model providesno evidenceof such an income effect. More
interestingly, it does not appearthat WTO membershiphas any significant
influenceon the policiesof countriestowardusedautomobilesSincethe stricter
restrictionsare clearly understoodnot to be GATT 1994 compliant, and have
beenthe subjectof tradepolicy reviewsandaccessioragreementsthe fact that
there is no negative and significant associationsuggeststhat there is not
significantoppositionto thesepolicieswithin the WTO. Indeed therehavebeen

2% SeeOchoa(1996), US Embassyin Belarus(1998), Interfax News Agency (2001) and ITAR/
TASS News Agency (2002).
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no enforcemenactionson the subjectto date,explainedperhapsy Brazil's and
Ecuador’ssuggestiorthat their restrictionswere well within the norm of WTO
membersThe interpretationof the insignificanceof the exchangeateis perhaps
less straightforward In Models 1 and 3, the exchangerate is nominally
significant at the ten per centlevel, but considerabt less significant whenthe
regional variable is included. This may suggestthat the issue of balanceof
paymentsandthe influenceof exchangeate policy deservedurther attentionin
the literature.

6. CONCLUSIONS

The free import of usedautomobileshas a numberof potentially positive
impacts.First, it offers low-incomehouseholdsaccesgo automobileownership
thatcanbe significantly lessexpensiveahannew automobileownership.This has
obviouswelfarebenefits.Second]engtheninghe lifetimes of durablegoods,and
therebypostponingscrappingijnternationatradein usedautomobilescontributes
to industrialecologyobjectives(Van Wee,Moll andDirks, 2000).Despitethese
consideration, however,importsof usedautomobilesarerestrictedor bannedoy
manydevelopingtransitionaland newly-industridised countries,including most
large, Latin American economies. Indeed, it largely appearsthat used
automobilesare an overlookedexceptionto the trend towardsmore liberalised
tradein Latin America. As the econometricevidencepresentedn this paper
makesclear, the explanationfor theserestrictive measuredies in the pressure
broughtto bearby new automobilemanufacturersAnecdotalevidencesupports
this result. Further, coherentdemocraticregimescontributeto this protective
pressureFinally, incoherenior mixed political regimestendto contributeto free
tradein usedautomobilesperhapsecausdhey cannotafford to offend ‘street’
pressurdor accesgo usedautomobiles.

Furtherpolicy researcton usedautomobiletrade,aswell asusedgoodstrade
in general,is warranted.One interestingquestionin the Latin Americancaseis
the postureof the forthcomingFreeTradeAreaof the Americas(FTAA) towards
usedautomobiletrade.If the NAFTA agreements any guide,the FTAA might
well cementprotectionisttraditionsin theregion.A secondssueis the potential
role of technical assistancan the areasof customsvaluation, environmenth
standardsand safety standardsn making the liberalisationof usedautomobile
trade possiblein the Americas.From a broad welfare standpoint,it would be
beneficialfor FTAA andWTO deliberationso addresghis issue.
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