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ABSTRACT

This paper discusses theoretical concepts and practicalimplicationsinvolvedin the
current transformations of the Common Market of the Southern Cone. Mercosurasthe
third-largest trading bloc in the world is focused according to its development along the
timeand itsimplications inthe progress of the Free Trade Area of Americas. The main goal
of this discussion is to pursue a better understanding of this regional agreementas well as
its future.
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RESUMO

DESAFIOS E PERSPECTIVAS DE DESENVOLVIMENTO DE UMACONEXAO
DO HEMISFERIO OCIDENTAL-OMERCOSULEM DISCUSSAQ - Esteartigo discute
conceitos tedricos e implicagdes préticas envolvidas nas atuais transformagdes do Mercado
Comum do Cone Sul. O Mercosul, como o terceiro maior bloco de comércio do mundo,
¢ estudado segundo o seu desenvolvimento ao longo do tempo e sua implicagao no
progresso daAreade Livre Comércio das Américas. O principal objetivo destadiscuss@o
& buscar um melhor entendimento deste acordo regional e o seu futuro.
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Introduction

Mercosuri '

L ereomr sf anc?; anew concept: On the contrary, the idea of integration has been

Focorerr o rsm a_shared history, even going back to the period before the
Y the Spanish and the Portuguese, and has continued to develop over

many centuries even after ind i
PEoA 1997 o 1o independence from the respective imperial powers,

Cneof ignifi
Ameria oo tt:: Ir: ::.t rs]l‘gnn‘rcant currenttransformations in the Southern Cone of Latin
Argontins o para; u':f :ri: g/lj:cosur, a ;eﬁional integration initiative that includes
St ) , s uguay as full e i iati i i
Boliviathroughafree-trade agreement ’ Rers nassogaton i Chile and
The fou ies si tyi
hadabeadye, r c;u_ntr;:f signed a treaty in March 1991, although Brazil and Argentina
radenrenen S:f in ;]1 i a_teral program of integration and cooperationsince | 985. Free
agivg s with Chife and Bolivia were signed in 1995 and 1996 . )
gradua e :ftriiirr::r;t ;zroviclled theestablishment ofacommon market throughthe
‘ ' xternal tariffs tow: i
iberalzationathin e reuior ards a common regime and gradual trade
Mercosur i i i
and the s ; :; ;I:ie thnl':d-iargest trading bloc in the world after the European Union
gethar oo l”o.ecz:n' ree Tr'a_de Area (Nafta). Mercosur represents the comin
it e ,—I:b jects: ;)n: political, defined by the democratic commitment of thg
ers, and the other economic, aj i i
! ,aimed at liberalizati i
par izationa
p nne:;tamong regional members and within the global economy e commerc
er sev jati :
Parsgapas Urueraf years of negotiating the Treaty of Asuncion, Brazil, Argentina
oge erand Meﬁtcjaylnaugurated Mercosur, aregional common marketgroup, in Janua !
cigmatorin, gradua”osur.'ic};e trade partners agreed to reduce tariffs on imp’orts froz
Spnatories g y until 2006, when the 10,000 items that make up the tariff listing of
cour ries must conform to a common external tariff regime =
urin iati :
Mercomy inﬁﬁf;ﬁ :;:lgotritizns overthe Treaty of Asuncion between March 26, [991 , and
lon, trade amongthe partnersine , '
: - reased from 8 i
the casg for asubhemispheric common market stronger Fo20percent, making
inceits i i .
« more T;;eztlon Mercosur has contributed toa threefold increase in trade amon
g ﬁr.'andal ommon market', however is in dire straits now in the wake of thg
crisis and continued economic instability in Brazil Uruguay and

g y
l araguay. I ercosuris also atac QSS OadS i i i ntinuin
t I ega dlngthe[olelt VV'” p|aYII!t| eco g

2 . .
Mercosur and regional integration in the Americas

Mercosuri inali
oty Inmre&tis o]nIthhf: latest in a list of common market schemes in the American
ngly, Latin America’s experience with economic integrationis almostas

leng as that of W

estern Europe. However, unti
b . . er, until the e _ A resion’ .
with integration was fargely unsuccessful. arly 1990s, the region’s experience
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Macroeconomic imbalances, such as budget deficits and hyperinflation, forced

mode. Moreover, weak authoritarian regimes facing

many countries into a protectionist
inno position to embark upon regional integration

4 serious SOCIoBCONOMIIC Crisis were
initiatives.

Table | — List of common market schemes in Latin America

Initiated a process for forming a commean market in
12 years. Although this goal was unfulfiled because

ersistent differences among the group’s
7%

Latin American

1960 Association of Free  of p
Trade (ALALC) members, intraregional trade increased from 7.

in 1960 to 13.8% in 1980.

Subhemispheric commen market groups unconnected to ALALC that emerged
E| Salvador, Honduras and

Central American Costa Rica, Guatemala,
Nicaragua. It was replaced in 1980 with the Latin

Commeon Market . . o
American Integration Association
1969 Andean Community _ Bolivia, Colombia, Ecuador and Venezuela

Latin Ameri Unlike ALALC's mission of forming a common
erican market, ALADI's goal was to foster the formation

1980 Integration of preferential  trade agreements  among

1960

Association (ALADI) - .
subhemispheric groups
North American A tripartite free-trade area organized to reduce
1994  Free Trade Area tariffs across the United States, Canada and Mexico
(NAFTA)

Designed to be a common market among
Commeon Market of . . . A
developing countries: Brazil, Argentina, Uruguay
995  the Southern Cone - -
and Paraguay (original members) and Bolivia and

(MERCOSUR) Chile (invited members)

Source: Author’s Elaboration. Based on Brandao and Pereira (1996, p- 11).

The formation of trading blocks is pointed out as one of the main trends brought
about by the globalization process. The deeper integration in the European Union and the
establishment of the North American Free Trade Agreementin 1992 led toa ‘dominoeffect’
of renewed interest in preferential trade areas (BALDWIN, 1995).

Asapreferential tradearea, the Mercosur treaty listed fourinstruments forforming
the economic common market: trade iiberalization program, common external tariff; the
coordination of macroeconomic policy; and the adoption of sectoral agreements.

2.1 What motivated the countries to form and join the Mercosur?

million people and accountsfor about S0percent

Mercosur comprises about 250
Thesenumbers demonstrate the gains

of Latin American industrial output and total exports.
of scale brought by a regional integration.

Redes, Santa Cruz do Sul, v. 10, n. 1, p. 103-111, jan./abr. 2005




106 Challenges and prospects of development...

TheMercosurag,
Agreements (RIA),
defensive than inte,
agreementwith larger countries. In fact, nearlyallmembers of the WTO belon
or more Regional Integration Agreements.

According to Kaitenthaler & Mo
explanations for a regional integration: geo-
politics. These 3 explanations for Mercosur are listened as follows.

Table Il - Hypotheses for the Formation of Mercosur

reementrepresentsthe nature of the recent Regional Integration
which is different from earlier wave of postwar RlAs, as it is more
grationist in nature, with smaller countries seeking ‘safe-haven’ trade

grnowtoone

ra (2002), there are three general types of
political, political economic and domestic

i il" crisis o
co-movernents among the Mercosur countries. Brazil's currency

_Type of hypotheses Motivation for Integration Mercosur Members

Geo-political Integration to meet outside

. None
) ) security threat
Security alliance

) Integration to reduce securfty
Neo-functionalism

. Argentina and Brazil
dilemma
Political economic Integration to meet foreign Argentina, Brazil and
Economic bloc economic competition Chile
. Domestic economic actors ) :
Dosmetic-led ush integration 2 m:xti 7o Argentina, Brazil,
Institucionalism P ! INteg m Bolivia and Chile
their gains from trade
Integration to improve Argentina, Brazil,
Regime support dom.estlc econon?y to raise Bolivia, Chile, Paraguay
public for the regime and Uruguay

Integration rules make . ;
e . Argentina, Brazil,
Institutionalization of democracy a prerequisite for

democracy participation, thus reducing the Bolivia, Chile, Paraguay
- . and Uruguay
likehood of reversion

Source: Author's Elaboration. Adapted from Kaltenthaler & Mora (2002).

2.2 Problems and advances in Mercosur

Since the Protocol of Ouro Pretoin December of | 994, which marked the end of

nsition period, apart from a few institutional changes, further advances have been
sparse. In 1995 and 1996 issues concerning consolidation of stabilization plans
ated Mercosur countries, with priority given to national solutions,

Little effort was given towidening (expanding membership) and deepening (creating
institutional infrastructureand economic policy coordination) the integration process that
can, for example, facilitate further trade integration and direct foreign investment and
quickly resolve disputes among members and associates (PENA, 1999, p.49-63).

thetra
clearly
domin

Redes, Santa Cruz do Sul, v. 10, n. 1, p. 103-111, jan./abr. 2005

107
Challenges and prospects of development...

Table 1il - Structural problems in the Mercosur

Asynchronous macroeconomic cycles e
Absence of harmonization of macroecenomic polici
Dependence onafew countries .

Lack of apermanentinstitutional framewor

Source: Author’s Elaboration. Based on Gonzalez (1997).

i isstrongevidence of volatile
Accordingto Edwars and Susmel (2001) findings, therei g e 1999

i i ell, the
spilled-over to its Mercosur trading bloc partners, Argentina and Chile. As w
evidences apply for the 2001 Argentine’s crisis.

i i economic and
However, despite these limitations, the :ntegratl.on process aI: T:; o
ional phenomenon continued its progress. Theintegration proce:st amon foceran and
I . .
Il:jgrcosfr provided its partners with a venue for the d|scus?f|ho;o conglear o
i i trafficking, nu
i ici ironmental protection, drug
security policies suchas, env
military cooperation. _ uidine measures
e Thl;:y spiilgver effects of integration and other confldencet *E;euindufi [measures
contributed to cooperation in these non-economic areas. M:rteo;tiar::e e ding Miorcosur
i i rtantste
iviai te members was animpo -
and Boliviain 1996 as associal ; . : P in expan
markets while moving in the direction of broadening regional integ

?
3 Does Mercosur have a future?

i i ica - Brazil
Mercosur, by far including two of the largest economies of thl:r/:\ar\r}i: ca Brazl
and Argentina - has never been eager to createa meaningful f_ree tra eet.ltiorl theendre
hemispghere It would like to protect its industries from outs;de co:r;; inve;tment o
: ing i tual property,
i f rules governing intellec
desire to agree to the types o opery.
overnment procurement that should be part of‘a mysg;;la;;ltra e iy seens
: From a leftist point of view (conceito de “leftist 1), Merc e
i . N
astepalongtheroad towardsalatin American Comr.nun.]tythat \Alr)?uh ccleoser o ion
del Flla.le oto Rio Bravo. One of the aims of many activists 1 to establisy ASPeRO, 1995
e : * £
and evegntual unification between Mercosurand the Andean Community

‘ i i i x. Theoverlap
Pt The regional integration projectsin Latin Americaare inastate rIJ; l?::lcorporate P
is considerable: there are many possible new pro;ech that wou o LS
Mercosur countries. Perhaps most importantly, therz Ishthf itrt;\gr%] e aemprs o

| i i in
i tire continent, and the La na .
ts to rewrite Nafta for the en -4t T
attzr:ep more autonomous and perhaps even more social-democrat g
cre
T ere i ldinthese visionsthenbeableto
i i ional blecwouldin
he resulting South American reg _ ; e e
esist tl'-al;z hegemoni%: advances ofthe FTAA or other :ntegratnon scher:tias Jirectedt é' the
I;JS and struggle for the establishment of the Latin American Community

j . 2005
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include the 1S, tdeally, it would also help Latin Americans defend themselves from the
negative aspects of the agreements of the World Trade Organization (MARINI, 1 994).

for some do not imply disadvantages for others.
3.1 Mercosur and the free trade area of americas a la carte

TheFTAA hasbeen discussedtobeafree-trade blocthroughout the nations of the
Western Hemisphere, with the exception of Cuba, still under a U S. trade embargo. At
about 800 million people, it would be the world's largest common market.

The countries within the FTAA differ greatly in size and development, from the
United States to the small island nations of the Caribbean.

Some countries have 80 percentoftrade with the U.S. The countries of Mercosur
have only 20 percent of their trade withthe U.S. Theseare d ifferent realities that must be
totakenintoaccount,

Can large industrialized economies, emerging markets, and small economies
integrate with all parties benefiting equally?

Some would argue that the negative impact of Naftaand the disparitiesin the WTO
Structureregarding the implementation of the rules and requirements are vivid examples
of how the FTAA approach is doomed to fail. What is the alternative, if arry?

Regional arrangements take a variety of forms and vary radically in scope, depth,
and governance mechanisms as wellas in the collective political commitment to reduce
regionalimbalances and enhance socioeconomicintegration, The FTAAfutureis goi ngto
be dependent on these variables that can shape by different ways the future of the area,

rights and agriculture - while giving countries flexibility and allowing them to pick and
choose their levels of | nvolvementinsome.of the more contentious issueswithinthe FTAA.
This can be called a Free Trade Area of Americas a fa carte,
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C I3 ymeant... “9
a”e g&s and [y Ospects o} deveiO a

m TAA more, but even though of
This means that a fast-track to F is not opened ar'1y . hre’r_ended v on
being a la carte, the Free Trade Area of the Americas ove;:cmeaseasries ofsepaora“t treaode
o , i i jatorsanno e
i i negotiato
haped inonedirection, as
slowly, gettings

i erican nations. f the ongoing
agreem_?;ts Wlihtjge;irl?cy of deepening bilateral agreements makes part o 8
ene

i is called the Spaghetti Bowl
i icanleadershiponwhatis ca
iati flecting the American
FTAAnegotiations, re;
of tradeagreements.

i i ican nations
Table IV - US separate trade agreements with Latin America

i tions since 1991
de agreement with the Andean na :
Ll:gmiftions o CACP,:'Ja;d U”U(Sj‘:::e:: vsizngr:ZZdor, Boliviaand
jati i lombiaand Peruan
Negotiations with Col

004
for the second quarter of 2 4 S for 2004
T azzr;z::;ni;ntswth the “Fourplus one” group (Mercosur-US)for
r

Source: Author’s Elaboration.

i he future of the
i i f the mostimportant fort :
tiation with Mercosur is one ¢ ! helutirec e
TAA I:E :;f:elment might reinforce or cut the pace of the F'I'e/:;\ ;):Sofiom Washineron
Fh t Bllazil‘s leadership within Mercosurattemptsto extraf:t c:n::e
:nathe type and pacing of trade liberalization in the hemisphere.

" n‘mtwl
i B, Lo ellae g
r?& By (et Jorbad
raark & fie G
Bovoud

x Subgy
e Firab grromrelion D3(S
H t
= | cueerchicn ogresment
— el . N
e o Loyperrant undat eRgenan e Cppemy Urier SCUL
veenr Beciprozal ageeadunt: SU oty e ALADD
sress e mciprrenl agreament; Qlbecuntny

Figure | - Spaghetti Bowl of American Trade Agreements
Source: |ADB (2002, p. 64).
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4 Final remarks

Trade relations within the hemis
the region are movin

Thereare now five regional trade
which encompasses South America’s ec
why Mercosur may not fi

Maybe it is not po
notbeinteresting for the
alternative marketsisim p
way to strengthen and
countries outside of Me

nish after the establishment of the FTAAn the short run?

rcosur, as it has done with the Andean community, in 2005,

Table V - Priorities for Mercorur to advance growth through trade

phere have been expanding rapidly. Countries in
g forward with regional trade pacts in advance or perhaps in Jieu of -
the FTAA, |

pacts, including the Mercosur common market,
onomic power house: Argentina and Brazil, Byt

ssible to sell all of the products to the United States and it may
min competitive terms of balance of trade. The development of
ortanttothe Latin American countries. And Mercosur goesalfong
develop more trade agreements with other Latin American

Countries must identify and counter adverse inc
existing physical and educational
competition among sub-national gove

entives that are built into

infrastructural priorities and wasteful
rnments

Countries must sy

pplement devolution of responsibility for various public
functions,

including  economic development, to provincial and local
governments with adequate technical assistance, sufficient financial resources,

and anti-corruption campaigns and create conditions for a culture of
cooperation and collective governance.

Countries must selectivel

y engage in regional development strategies for
those places worst hit by

emerging import competition or accept losses to
new competitors elsewhere, enabling them to preserve, upgrade and transfer

resources, especially human talent, into new forms of competitive economic
activity.

Source: Author's elaboration.

Mercosur’strade pol icy reform calls forareciprocal action between Mercosurand

nonmember trading partners. Hence, ifregional integration canstimulatefurtherinternational
cooperation and muitilateral trade liberalization, the

environment for all countries can be anticipated.

Furthermore, as the progress toward an FTAA h
trade pacts are beginni Ngto pursue agreements outside t
the European Union and countries of Asiaand Africa.

Asthesecond largest tradin
notonly affects its member countri
high trade shares with t.

These factors demonstrate wh
important player as far as the three im
the European Union and the Mercosur

N a more conducive economic

as slowed, countries in regional
he hemisphere, particularly with

gblocinthewestern hemisphere after Nafta, Mercosur
es’ econornies, butalso nonmember countries that have

y Mercosur in the short term will remain as an

portant trading partners of Mercosur are the us,
countries themselves,
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