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Abstract

This study investigates the income convergence hypothesis between Mexico, Brazil, Chile and Costa Rica using a unit
root test developed by Kapetanios, Shin and Snell (2003) (KSS) which tests the joint null hypothesis of linearity and a
unit root against a nonlinear stationary process. In a Smooth Transition Autoregressive (STAR) framework, this study
shows that the income gaps of Brazil, Chile and Costa Rica with respect to Mexico are nonlinear but stationary with
significant trend effect, implying the Latin countries have not achieved a long-run steady state with respect to income
convergence, but rather, are catching up with Mexico.
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