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|. Introduction!

During the last decades more and more attempts s made on the part of Latin American
countries to participate in the global economic &made processes just as well as to maintain their
international relations within the region. Sevaedional bodies to support co-operation came into
being during the 2B century, the best-known of them are the ALADI {haimerican Integration
Association), the ALALC (Latin American Free Tra#élssociation), the ALCA (Free Trade Area of
the Americas, which is in formation, actually, andcludes North America, too), the
CARIFTA/CARICOM (Caribbean Free Trade AssociatioarfiBbean Community), the MCCA
(Central American Common Market), the CAN (Andeaontnunity), the ALBA (Bolivarian
Alternative for the Peoples of America), and the REEOSUR (Southern Common Market). By
creating or reinforcing these organizations of gnétion, the peoples in the different regions of
Latin America are attempting to meet the actuallehges of world.

In most cases, the literature on the Latin Americagional processes published in Spanish,
English, Portuguese, French and German or Italieesdnot reach the Hungarian audience,
therefore, the present social and economic sitndtioLatin America — with special attention to
tendencies in the international free trade and @won integration — still remain unknown for
Hungarian experts, who, in many cases, can onjyaelnewspaper articles, which often provide
limited information and are tricky phrased. Thiege of work will hopefully ease this situation or
at least will become a useful source of informatigrintroducing and analyzing a part of the latest
literature on the topic.

The purpose of this writing is to bring the exandiriield, namely the situation of MERCOSUR
in the 28" and 2% centuries, its economic characteristics and #sdetrrelationships within Latin
America closer to the readers with the help ofrttethodology of social geography and integration
geography.

The author’s more than five years of personal egpee, studies and work in Latin America
(from 1997 to 2003 in Colombia, one of the assecimember states of the MERCOSUR) are
supposed to enhance and color the scientific esidlhis research work and help him to offer a
realistic and authentic ,first hand” view on theaexned field while insisting on the complete and
scientific character of his approach.

II. Hypotheses
As for the results of my investigation, beforehamormulated the following hypotheses:

a. Regarding the period from 2002 to 2008, | do ewpect remarkable changes in the
proportional rate of trade either among the MERCBXtduntries or between MERCOSUR and
other countries of the world. This presumptionasdd on the fact that, regardless of the European
Union and, to a certain extent, of the NAFTA (NoAlmerican Free Trade Agreement), the
international economic integration processes, oliolyg, among others, the ASEAN (Association of
Southeast Asian Nations) or the Andean CommunitgN); etc., the integration among the
member states has been realized to a rather loveeleghich is reflected in the regarding datas It i
true especially for Latin America during the 1960= 1970s well reported in KADAR's work of
1977. On the basis of earlier and actual statisticenternational economic integration processes |
do not find it likely that the degree of the intaion among MERCOSUR countries shows a
significant change during the investigated period.

b. In spite of it all, I am firmly convinced thate results of my investigation will reveal the
(economic, commercial, and political) stabilizireler of MERCOSUR in the region. | suppose that
the results of my investigation will prove that tMERCOSUR is able to play the role of the

! The present dissertation was translated from Humg#o English by the author and Adrienne Dob6c2kyD student.
The text was revised by Adrienne Dobdczky.



counterbalance to North America, and the Southemm@on Market can defend its own interests
particularly against the ALCA, initiated by the USat least between 2002 and 2008, i.e. exactly
during the period investigated here.

c. In respect of the outlook for the future of thiEERCOSUR, | suppose that the Southern
Common Market — although it has an enormous eftectLatin American countries and their
economies — will not be able to realize full tramled economic integration in Latin America as
envisaged by ALALC and then by ALADI (numbering 12tin American countries) several
decades earlier. This supposition is based on atld®sly skeptical but definitely realistic poirft o
view.

d. At the same time, | also suppose that the agtiof the MERCOSUR strengthens the
integration process in South America, and it wsliat the countries of the subcontinent in realjzin
international economic integration in the near fatu

I11.Objectives

The aim of this investigation is to present thet8etn Common Market (MERCOSUR), one of
the determining economic organizations in Latin Aiceein the 28 and 21" centuries. On the basis
of the available literature and data, | examineréations developing along with international
regional economic processes inside of Americanigent. The purpose of the present investigation
is to answer the following questions:

* How have the relations among the member countfieseoOMERCOSUR been developing
since the signing of the Iguazu Act in 19857

* What are the achievements and the failures oflthest twenty years of the MERCOSUR?

* How can the trade relations of MERCOSUR betweer220@ 2008 be characterized?

« What is the role of the MERCOSUR in the Latin Ansari integration in the 30and 21"
centuries?

* How can the development of the relations of the MERSUR with other Latin American
economic integration organizations and with ALCAdbaracterized?

[V.Methods

In my work | have analyzed the results of the cspomding research work and literature
published earlier, giving preference to English &pénish language literature. | have also used the
possibilities offered by the internet, the offichakb sites of the involved organizations, which
provided me with the most recent information in sospecific matters.

As for Hungarian researchers, | have thoroughlweyad the literature written by Béla
KADAR, Andras INOTAI and ReZs MESZAROS as all of them have been to several Latin
American countries and they know the economic natiégn processes taking place there.

| have also used and analyzed statistical dataatelil about the examined countries. Consulting
the website of the central statistics office ofleaountry and that of the international organizadio
in the region | have obtained some completely n@arimation about the countries in question and
the whole of Latin America. To avoid one-sidedndstiave used information from different
statistics databases in the USA, especially fraemtlaterial of the CIA.

| have analyzed the trade of the member statelseoMERCOSUR based on the data found on
the website of the Centre for International Econof@gl) linked to the home page of the
Argentinean Ministry of Foreign Affairs. | have den this website as the main source of data
because it is the database which offers the maoaplex and authentic data on international trade
among the MERCOSUR member states and the MERCOSWR ather countries between
1991and 2008 of all available Spanish languageatitiee. | have also visited the website of the



central statistics office and/or the ministry obromy or the ministry of foreign affairs of some of
the involved countries to clarify issues that emadrgluring my investigation. However, my main
conclusions are based on the CEI statistical ddte.principal objective of this organization is to
provide the Ministry of Foreign Affairs of Argenainwith studies, analyses and information about
the state of international economy and trade wpcel attention to the economy of MERCOSUR
member countries. These data and analyses aralaledibr researchers, universities or other NGOs
in the library of the center in Buenos Aires omfrdts official website.

My work has also been supported by the staff abhp of the Javeriana University in Bogota
where | was granted master degree in InternatiBeddhtions a couple of years ago as they have
collected the most recent information, data aretdiure (printed and digital versions) for me.

V. Results
1. Newregionalismin Latin America

At the moment there are more than one hundrednati®nal regional processes underway in
the world. They are in different phases and devefpetween states or governments (ROSAS,
2001), and they are mainly of economic and/or malitcharacter.. In my investigation the aspects
of economy will play the main role, more precisehjthin the field of international regional
economic processes (between states) | will dedl thig process of the Latin American international
economic integration.

The new regional processes in Latin America oftezamh the mere reconsideration of the
regional integration initiatives started severatatbes before. However, in certain cases, such as in
the case of the creation of the MERCOSUR, completelv integration that had not existed before
was initiated.

The debt crisis in 1982 made it clear that the enon model of substituting the imports would
not work either on the national or the internatidesel. Latin American countries gradually started
to apply the neoliberal economic and political mMoaéhich was based on the priorities of the
International Monetary Found (with the interestdhdd USA behind it), among them, for instance,
export oriented production, which was one of thegrimments to pay the debts back. As we will see
later, this effort was not the proper way to addgé® problems, especially not for the countries in
debt.

Along with these changes starting in the mid 1980'sew type of economic integration of the
Latin American countries could be witnessed. Tlaaqu can be interpreted, on the one hand, as a
regional level answer given to fact that the wdys GATT and WTO had promoted multilateral
free trade failed; and, on the other hand, asdn&ssion of the failure of the ,international regab
protectionism” based on protectionist economictpsi At the same time, the end of the cold war
brought détente in the relations of Latin Americauntries with each other as well, this way it
became possible to come closer to each other ifiglieof diplomatic, economy and trade, while
the global atmosphere of détente formed the backgran front of which the new integration
processes could emerge.

In an international environment like that, to soment encouraged by the signing of the
Argentinean - Brazilian convention in 1985 (theemedent to MEROSUR), several international
economic integration processes were completelyrmedd and/or the integration organizations
realized internal reforms (BOUZAS, 2005; ROSAS, P0qt is worth mentioning that the AP
(Andean Pact) was renamed Andean Community (CAKDssing that this new name indicated a
profound restructuring. Some very important streedtuichanges were realized in CARICOM
(Caribbean Community) as well, as it was enlargetitm new members: Suriname and Haiti. The
changes of the 1990s also influenced the Centrarfiain Common Market (MCCA).

On the one hand, the international regional preesseating preferential customs areas can be
criticized for, among other phenomena, allowingns$raational companies and capital flow



(concentrated in developed counties with econométfanancial power) to become protagonists in
these processes and for so escalating the ecomostability within America and strengthening the
division between the two parts of the American ouwntt: the well developed North (the USA and
Canada) and South, i.e. Latin America. On the otlaed, the newly formed preferential economic
areas continued to sound openness while they graotehird countries unilateral reduction of
tariffs. Consequently, the discrimination agaimstd countries still remained. This kind of polgic
deepened the defenselessness of the Latin Amemcamtries in their relations with the
international financial organizations, and therin&ional regional market in Latin America became
an area to expand their finance and trade to feeldped countries. This way the stratification of
the world economy continued to strengthen influebgethe TRIAD, the three great economic
centers of the world (TOTH, 2002).

In these international circumstances new typeginal processes emerged in Latin America.
Among them the MERCOSUR was established first amlstill the most important one, and so the
subject of my dissertation.

2. Thefour phases of the development of the MERCOSUR

During the last two decades the Southern CommorktldMERCOSUR) has become, beside
the NAFTA (North American Free Trade Agreementy thost determinant international economic
block on the American continent, although it isyéar from the NAFTA in geographical and
cultural sense as well. The members of the MERCOSItHRthe following: Argentina, Brazil,
Paraguay, Uruguay and Venezuela. The objectivéiseobrganization are to promote free trade, and
the free movement of goods, citizens and capitalranthe member states. The member states also
targeted deeper political integration and widertwal relations among themselves and with
associated countries. The countries associatedetddERCORSUR are Bolivia, Chile, Ecuador,
Columbia and Peru, and the only observing coustiiéxico. The MERCOSUR countries occupy
nearly 13 million km?2 of territory altogether. Aaciing to data from 2009, their population is about
230 million. The GDP is 3.009 thousand million USID09). The official languages are Spanish,
Portuguese and Guarani.

On the basis of the used literature the histohefMERCOSUR can be divided into four phases:
a. Antecedents (1985-1991)

The Iguazu Act (1985) signed by Argentina and Brazs the immediate antecedent to the
establishment of the MERCOSUR. The Iguazu Act egtthe framework of a bilateral economic
cooperation between the two South American greatep® The Act was signed by the presidents
José Sarney and Raul Alfonsin. At that point ofetipolitical overtures also began through the
PICAB (Argentina-Brazil Integration and Economicdperation Program). Not too much later, in
1988 Argentina and Brazil concluded the TICD (iraBigh: Tratado de Integracion, Cooperacion y
Desarrollo entre la Republica Argentina y la RemabFederativa del Brasil) with the purpose of
the gradual creation of a free trade area duriegféiowing ten years. In the next stage the two
countries targeted the realization of a binacia@hmon market. As the final stage of the first
phase in the integration, the Act of Buenos Aireswsigned in 1990. In this act they brought the
creation of the common market to 1995. The twoi@ga#ting countries intended to achieve this
objective by the continuous and automatic libeedion of trade and by the creation of a common
external customs system.

b. The “golden age” (1991-1998)



The actual birth of the MERCOSUR can be dated ®il1%hen - within the framework of the
ALADI (Latin American Integration Association), watly known as an “umbrella agreement”
(ROSAS, 2001) - the Treaty of Asuncién was signgd\tgentina, Brazil, Paraguay and Uruguay.
The previous methodology of “gradual opening” torealized sector by sector was replaced by the
neoliberal idea of the complete commercial openmthe era of the presiden@arlos Menemnin
Argentina andFernando Collor de Melloin Brazil. The countries that signed the Treaty of
Asuncién bound themselves to a trade liberalizatiprogramme, the co-ordination of
macroeconomic policies, a common external tarifl dhe adaptation of sectoral agreements,
besides the creation of a permanent institutiotrattire. These objectives to be achieved by 1995
by the elimination of non-tariff restrictions or w@galent measures and by the protection of the
products listed in the trade liberalization prognaenare in full accordance with the ten broad sets
of recommendations of the Washington Consensus E&HRO-VAZQUEZ, 2007). The
elimination of tariffs and the introduction of ammon external tariff were partly realized
successfully by 1995 as planned earlier. The comendrrnal tariff was involved 85% of the
imported products at the time.

c. The phase of the crisis (1999-2002)

Starting with the year of 1999, an economic depoessould be observed in the MERCOSUR.
The crisis touched bottom in 2001/2002 when a firdrcrash occurred in Argentina. It all meant
the starting point of a new era in the history lo¢ tMERCOSUR. It became obvious that the
neoliberal integration model of the 1990s — whi@suhe ideological background of the creation of
the MERCOSUR in 1991 - did not work out. In contras the initial expectations, the
MERCOSUR, having an Argentinean-Brazilian coalitwithin the organization, had not reinforced
the “complementary” character of integration bug thkompeting” one (specifically, in the sectors
of food production, the automotive industry, theler industry and footwear production, among
others). From the very beginning of the crisis tfamger of disintegration was imminent for the
MERCOSUR (RAPOPORT-MUSACCHIO, 2006).

d. After 2003: reforms, consolidation of politicalialice, and the membership of Venezuela

As a result of the crisis, the previously applieddal of the CEPAL, i.e. the substitution of
imports, was exerted again, bearing another naswe:“desarrollismo” (GRATIUS, 2008).

Moreover, the elections in Argentina and Brazilq2)) then in Uruguay (2004) were followed
by a political, social and institutional recoverjhe latter meant that some of the existing
institutions were reformed while some new ones vestablished. The new institutions included the
Arbitration Committee of Ascuncién, or the Comnittef Permanent Representatives.

“WE RATIFY our profound conviction that the MERCO8EId not only a commercial block, but
it also creates space catalysing value, traditiovda common future. Therefore, our governments
will continue to work on strengthening it by theame of perfecting its commercial and political
institutions and the incorporation of new membe(SENEYRO-VAZQUEZ, 2007, p. 40)

On the other hand, the importance of the MERCOSUi&hér increased on the international
level when Venezuela joined it in 2006. As for fhéernal processes of the MERCOSUR, this
enlargement shifted the stress to political andgatie issues.



Figure 1: The MERCOSUR member states (black) asdaated countries in 2009; and Mexico as
an observing country. (Designed by: G. Molnar Kélman)

Brazilia

3. Asummary of trade among MERCOSUR member states (2002-2008)

In my investigation | have focused on the detadgdmination of the achievements and failures
of the individual economy in each member state #hate of trade among them (within the
MERCOSUR) in a seven years’ period (2002-2008)avenhfound this period interesting as it
involves the recent past and exiting as it immedijatollowed the four years' (1999-2002) of
economic and fiscal crisis in the region. Althoutiring the period of between 2002 and 2008
some economic problems arose in the member staiem) be interpreted as an era of economic
prosperity. On the basis of the WTO INTERNATIONAIRADE STATISTICS (2003) data, the
volume of the internal trade of MERCOSUR reached28 million USD in 2002, 13.5% of the
total trade volume of the member states togethes. viblume of trade with third countries was 130
204 million USD, 86.5% of the total trade volume tbe member states together. During the
examined period the volume of the total trade ef MERCOSUR multiplied while the proportion
of internal trade hardly changed, just like thepamtion of trade with third countries. In spitetbé
economic prosperity during the analyzed perio?088 the MERCOSUR internal trade came up to
only 15% of the total trade. It meant a moderatemgn of 1.5% since 2002. Consequently, the trade
with third countries dropped back to 85%, 1.5% e in 2002 (LUCAGELI-SANGUINETTI-
ZAMORANO, 2009).

On the basis of my own calculations executed u#iegdata of the official on-line MERCOSUR
statistical database at http://www.cei.gov.ar/htmelycosur.htm (2009), these rates must be correct.
In 2008 the volume of the internal trade in MERC®Skgached 91 427 million USD and the trade
with third countries came up to 518 747 million USD

In fact, with respect to the proportion of the mi trade to the external trade, the
MERCOSUR falls behind some other economic integratrganizations. For instance, the same
proportion in the NAFTA (USA, Canada, Mexico) is%1l1to 49%, in the case of the ASEAN
(Association of Southeast Asian Nations) it is 2586075%. As an integration model, the EU
produces the best proportion: 68% to 32%. At threesime, some other integration organizations
in the periphery of world economy have achieved miaess. For instance, the above mentioned
proportion in the CAN (Andean Community) is mere 8092%. As for African countries, this
proportion is 10% to 90% (UNITED NATIONS, 2009).Heenumbers offer a base on which the
degree of the integration in question can be judgad show that the position of the MERCOSUR



is somewhere in the middle of the field.

The internal trade of the MERCOSUR is based on Ahgentinean-Brazilian commercial
relations, which remained the main determinant withe MERCOSUR during the analyzed period
(2002-2008). In 2008 the volume of trade betweeséhwo countries reached 30 935 million USD
according to Argentinean sources and 30 863 USDrdow to Brazilian sources. This number
equals to 30% of the internal trade of the MERCOSUR

With respect to the sectorial composition of thgéatinean-Brazilian trade relations, Argentina
exported great volumes of raw materials and adticaill products to Brazil. The most important
items of them are crude oil and wheat. Industrraldpcts of more value added also have notable
share. The available data regarding the year 08 20@w that the composition of the Argentinean
exports to Brazil is the following: 20% cereals%d automobiles and automobile components, 10%
chemicals, 8% refined fuels, 7% products of plast¥ electric devices and materials, 6% natural
gas, 4% crude petroleum, 4% products of metallimgystry, 2% vegetables, 19% other products.
On the other hand, the composition of the Brazikxports to Argentina in the same year is as
follows: 18% automobiles and automobile componeht®p chemicals, 17% electric devices and
materials, 8% products of metallurgy industry, #gducts of plastic, 7% textile and articles of
clothing, 4% stationery, 4% caoutchouc and prodawsle of it and 18% other products (INDEC,
2003). These data indicate the tensions betweerntvibecountries for the trade of industrial
products, more specifically, for automobiles antbmobile components. In fact, did not only exist
this problem in 2003 but also during the whole gnedl period. Between 2002 and 2008 both
Argentina and Brazil made serious efforts to proies own industry. Obviously, the industrial
products exported by Brazil, which were producethige quantities and often cheap, jeopardized
the Argentinean economy more then vice versa. Alsing the 1999-2002 depression one of the
component of the crisis was exactly the induspralduct, the car and car components. The crisis
deepened so much that the danger of the disintegraf the MERCOSUR was imminent during
and after the period of the crisis (RAPOPORT-MUSA{OQ, 2006).

It is sugar and the products of automobile industhych are excluded from the internal free
trade of the MERCOSUR. The trade of the latter wvitthe organization is regulated by bilateral
agreements in order to protect the national markeach member state from the imports from other
member states. Argentina and Brazil establishedatelal trade committee with the purpose of
watching the tendencies of the trade between tlamu,to apply adequate mechanisms to protect
each market if necessary.

According to previous analyses, Argentina, Paragaag Uruguay are the member states which
depend the most on the trade within the MERCOSUWRaduay and Uruguay are the most import-
depending countries. For these two countries, wlaoh the smallest member states of the
MERCOSUR, the most serious problem is the foreigdd of agricultural products with the other
member states. It is due, on the one hand, to stricture of economy, i.e. that the most dominant
sector is agriculture, especially in Paraguay. &23.1% of the GDP came from the agriculture and
only 17.2% from the industry in 2008. In Uruguagshk rates were 9.8% and 32.8%. respectively.
On the other hand, the two counties in questioreappn the internal MERCOSUR market with
very similar product structure: Paraguay offerdamt sugar cane, soybean, corn, wheat, tobacco,
fruits, vegetables, livestock and milk while in \guay the most important agricultural products to
be exported are wheat, soybean, barley, livestbekf, rice, and fish. Needless to say that this
structural similarity did not help these two sm@duntries to find advantageous trade possibilities
within the MERCOSUR between 2002 and 2008.

The exports of the new member state, VenezueladdiERCOSUR are determined by crude
petroleum and its derivatives. Obviously, Brazibdahrgentina form the main markets for these
products. According to the BANCOEX, Venezuelan ekpdo Argentina can be divided into two
main categories: 1) crude petroleum and its devieat and 2) all other products. Between 2002
and 2004, when Venezuela was still a CAN (Andeam@anity) member state, its exports of
crude petroleum and its derivatives to the MERCOSIdRie up to only 25.5% of all exportation
between 2002-2004. In 2005 the volume of the petirol export rose to a level 136 times larger



than that in 2004 and dropped back to its previeusl in 2006 and remained there. The data of the
BANCOEX show that the exports of Venezuelan crudggbeum and its derivatives to Brazil has
been growing massively since 2006, when Venezoatag the MERCOSUR. In 2005 the value of
this export was not more than 75 million USD buR@06 it went up to 405 million USD. The next
year it fell back to 325 million USD and it is estited to reach 783 million USD in 2008.
Meanwhile, Argentina and Brazil export agricultugald industrial products to Venezuela. Briefly,
Venezuela reinforces its economic position on therket of the two largest countries of the
MERCOSUR by exporting petroleum there and importaggcultural and industrial products from
there. The membership of Venezuela has openedabeinto a huge market for Argentinean and
Brazilian products and also contributes to the cédn of the economic isolation of some North
Brazilian states like Roraima, certain parts of Zoreas and Amapa. At the same time, Venezuela
also was one of the member states which had negasisle balance with the MERCOSUR.

4. A summary of Inter-American relations of the MERCOSUR
4.1. Therelations of the MERCOSUR with the CAN (Andean Community)

The importance of the relations between the CANtAedMERCOSUR is obvious considering
that the two integration organizations include 9h&f 12 South American countries. The population
of these 9 countries is 350 million. The achievets®fthe co-operation between the two blocs, are
the free trade zone and the political dialog ré@sglin mutual associated membership in the other
organization.

The starting point of the realization of a freedlzaone between the MERCOSUR and the CAN
dates back to 1998 when the agreement creatinggiés background was signed. In the first phase
of the process an agreement on fixed prefererdrdfs¢ was signed, and, then, in the second phase
the free trade agreement was realized. In Dece@®@2 the member states signed an Economic
Complementary Agreement in Brasilia. It was a reafition of their intention to realize a free
trade zone until 31 December 2003. This agreemast the first one signed between economic
blocs. Beyond the abolishing the customs tariffd al other trading rules having an equivalent
effect to customs tariffs, the deregulation of &-ahd the integration of infrastructure were define
as targets to achieve in the future. The latter iwakided in the agreement with the intention to
promote the integration of markets and to provide s$cientific and technological co-operation
between the countries of both organizations wiskeady base.

In January 2007 Bolivia applied for admission te MERCOSUR, but some days after the
application had been announced, the Bolivian gawent was harshly criticized and its democratic
nature and professional competency were queriedR{B&A, 2007). However, the admission of
Bolivia to the MERCOSUR might open new prospectshiem economic and trade relations of the
country with Argentina and Brazil.

Peru has been treating Brazil as a strategic pastnee 2006. In Peru Brazil is the fourth on the
list of key investors in Peru, following the USAUEand Chile. In 2006 the bridge connecting
IRapari and Assis was constructed, and it hasiti@et that Brazil participate in the trade in the
area of the Pacific to a greater extent. The twmtes are also planning the construction of a@,60
km long highway between Northern Brazil and theifRa©cean via Peru.

The next table (Table 1.) shows in detail the tecds of trade between each Andean country
and the MERCOSUR (in million US dollars) during fheriod between 1998 and 2007.



Table 1.The commercial relations of Andean Comnyunduntries with MERCOSUR (million
USD)
Source: CAN, General Secretary, Statistics Offa#)8

Country/Year | 1998 | 1999 |2000 | 2001 |2002 |2003 |2004 |2005 | 2006 2007

CAN total 3200 [ 2565 | 3283 [ 3558 | 4190 4355 [5960 (8011 | 10762 | 12923
Bolivia 746 733 903 973 1091 1178 1670 2237 3058 35
Columbia 918 781 1019] 10/ 1074 1093 1563 2Q96 2767 7003
Ecuador 507 278 340 405 655 652 931 1296 149p 1 3¢

Peru 1029 | 773 1021 1109 1369 1431 17p6 2409 3438262

During the 10 years’ period the volume of trade wastiplied by four between the CAN and
the MERCOSUR.

Examining the given data from the aspect of traglarite, we can find that it was negative for
the CAN countries, especially for Columbia, Perd &tuador during the whole period, plus the
deficit was continuously growing. The only excepti@as Bolivia, which has produced a positive
trade balance with the MERCOSUR since 2004, thaokbe exports of hydrocarbons and other
ores.

4.2. Thetradereations between the MERCOSUR and Chile

In 2007 98.5% of the trade between Chile and thé&kRRIBSUR was free of any customs tariffs.
It means that merely 1.5% of the whole trade fetler customs obligations.

The same year the total value of Chilean exportheoMERCOSUR was 4 421 million USD
which represented only 7% of the total Chilean etgpd\t the same time, it is important to mention
that 96% of Chilean exports to the MERCOSUR wenth® Brazilian (76%) and Argentinean
(20%) market.

The Chilean imports from the MERCOSUR reached 9 miBon USD in 2007. This volume
represented about 21% of the total of Chilean ingp@hile purchased 49% of its imports from the
MERCOSUR from Brasilia and 47% from Argentina.

Thus the trade between Chile and the MERCOSUR dseplee previously mentioned
asymmetry within the MERCOSUR: the Brazilian andy@dmtinean dominancy over Paraguay and
Uruguay.

In the year in question the total value of the ¢rdgtween Chile and the MERCOSUR was 13
609 million USD. 95% of this amount was realizedhwBrazil and Argentina. 12% of the total
Chilean foreign trade was realized with MERCOSURMher states. It is important to mention
that, during the analyzed period, there was a fogmit increase both in Chilean export and import,
although the deficit of the Chilean trade has bfectuating between four and seven thousand
million USD in the past few years. Chile has alserfacing trade deficits with the MERCOSUR.

The most important products to be exported fromeCbome from the mining industry. They
have a share of 60% of exports, and copper infitsatle more than 50% of the total exports in
2007 and 2008. The next item on the list of thetnmaportant Chilean export products comes from
the sector of industry with its almost 40% share2007. Among these products we can find
chemicals, products of iron and steel industrydfaod metal mechanics products. The increase of
the proportion of industrial products was signifital9% in 2007 and 35% in the first half of 2008.
In 2007 and 2008 the products of forestry and afitice had a share of only 1-2% in the Chilean
exports to the MERCOSUR. Fruits have significararehin the exports in this area.

The Chilean imports of petroleum, natural gas, ofbels and lubricants arriving from Brazil



and Argentina come out at 60% of the total volurhenports from the MERCOSUR. The problem
for Chile is that the costs of these products ddpmmtheir price on the global market rather than o
any kind of agreement. Another third of the totail€an imports from MERCOSUR is made up by
consumer goods. In the last couple of years themelof the imports of these products has been
increasing dynamically: in 2007 it duplicated comgaato the volume in the previous year, then in
2008 it grew by 37%. These numbers reflect theceffef Chilean internal affairs on foreign trade.

The ACE 35 agreement between Chile and MERCOSUR sigised in June 2008. The
importance of this pact can be measured in thenvelwf Chilean inversions in MERCOSUR
countries between 1990 and 2008: more than 2®biliSD, 41% of which went to the third sector.
In 2008 Chile and the MERCOSUR agreed that theymtsdarriving from Chilean free trade areas
to the MERCOSUR would be subject to customs taeiffuction in case they comply with rules of
origin in the ACE 35 agreement.

4.3 The relations between the MERCOSUR and the UNASUR (Union of South
American Nations)

The total volume of the exports of all South Amancountries tripled between 1994 and 2004,
and in 2005 it came up to 305 billion USD, out difigh 45 billion USD was realized within the
MERCOSUR. The other main markets for South Ameriexpports were the NAFTA (North
American Free Trade Agreement) and the EU (Europaaon).

The summit of South American countries in Brasiha&000 was a milestone in the history of
the integration of the subcontinent as there aerd the idea of the ALCSA (South American Free
Trade Area) was born. The ALCSA to be planed to mamsate the NAFTA and the ALCA (Free
Trade Area of the Americas) counted with the CAN, MERCOSUR, Chile, Guyana and Suriname
as participants.

The countries participating in the UNASUR (UnionSduth American Nations) targeted on the
realization of free trade on the basis of the ide%pen regionalism”. This idea was supported by
the ECLAC (Economic Commission for Latin Americadathe Caribbean) of the UN (United
Nations) considering it a principally commerciabpess. At the summit of Brasilia in 2000 the
participant countries emphasized the importanctefinfrastructure, i.e. the IIRSA (Initiative for
the Integration of Regional Infrastructure in Sodtmerica) program, which offers a vision to
connect and not to separate countries by the &mtAt the same time, obtaining an access to the
oceans was considered rather as an opportunitgyddle way for exports to other continents than a
base to strengthen the South American economigretien on.

On the whole, Brazil has strengthened its stratpggition on the continent by initiating South
American integration, by focusing on South Ameiirstead Latin America and by putting aside —
at least for a while — the traditional rivalry withexico.

However, around the year of 2000 the most of thetlfS&merican countries focused on the
ALCA (Free Trade Area of the Americas) instead oluth American integration. Chile did not
apply for membership in the MERCOSUR but signedea frade agreement with the USA instead.
Yet, at the end of 2001 the “Doha Round” of the W3i@rted. There and then the Latin American
countries decided a more remarkable opening than ievtheir trade policy. The plans of IIRSA
and the “zone of peace” still seemed to be feashmevever, the process of the realization of the
previously initiated Union of South American Natsoseemed to have lost much of its dynamism.

That time the IIRSA financially depended mainly the Inter-American Development Bank
(IDB) and the World Bank. Later, the CAF (CorpoatAndina de Fomento) became a main factor
in financing the IIRSA. The CAF was founded witle tharticipation of 17 member states in 1968,
and now it attracted other banks to invest in tHRSA targeting stimulate the realization of
sustainable development and regional integratidre TAF guaranteed 5 billion USD for those
purposes, and more than 1,6 billion was actually gey the end of 2005. Furthermore, the
organization called FonPlata (Fondo Financiero ghrdesarrollo de la Cuenca del Plata), which
was founded in 1969 by the four countries estainlgsthe MERCOSUR and Bolivia, also takes its



part in the financing of the integration.

Although the Third Summit of South American Presidan Cusco in December 2004 produced
few specific initiatives, it meant the beginning @fnew era in the history of Latin American
integration as since then we can talk about thersAmerican Community of Nations. It could be
the birth of a huge South American community, agfaihe lack of specific initiatives. The vision a
united South American continent might help in oeening the internal difficulties of both the CAN
and the MERCOSUR too.

The first summit of the South American CommunityNdtions (Comunidad de Naciones de
América del Sur), formerly referred to as UNASURJgs held in Brasilia in 2005. Among the
issues discussed there social cohesion and sagticg as well as the achievement of the
organization like creating new possibilities of dayment, improving the quality of life, the just
redistribution of goods, etc. were given speciapkasis (MELLADO, 2007).

It would be important to reinforce the social ahd environmental aspects, plus to strengthen
the idea of taking the relations of South Americanntries with each other beyond free trade and
infrastructural co-operation. They should go muatifer: as far as the profound co-ordination of
production and the whole economy (GUDYNAS, 2006).

In brief, the MERCOSUR and the CAN form the bas¢hef UNASUR. This fact suggests that
the economic nature of the organization is justregacteristic as its political nature. Therefohe,
success of the UNASUR basically depends on whatMBRCOSUR and the CAN are able to
achieve in their relations with each other (se¢.4.1

4.4. Thereations between the MERCOSUR and Mexico

Mexico took its first step towards the MERCOSURLBD5 with the purpose of realizing a trade
agreement with the organization. At first both ilweadl parties aimed to renegotiate the existing
bilateral agreements and to extend their effecioming the approximation of the points of view,
they concluded an Economic Complementary Agreen®BE 54/02) in 2002. This agreement
came to existence within the framework of the ALAREtcording to MELLADO (2007), with
following purposes:

1. The realization of a free trade zone between th&@MEUR and Mexico.

2. The creation of juridical framework to guaranteews#y and transparency for the actors of
the economy of both countries.

3. The promotion of mutual inversion.

4. To realize economic co-operation.

The most interesting one of the above points isfdhin. The reason for it is that Mexico and
Brazil own the best potential in industry all oMestin America. At the same time, both their
volume of industrial production and sectorial staue are very similar to each other making it
difficult for both sides to achieve success on mharket of the other. Regarding the production
structure of the whole of the MERCOSUR and Mexibe, same problems cause difficulties. There
are two particularly problematic fields in thesdatiens: first, the Mexican exports to Brazil,
second, the tension between Argentina and Mexicocause of the Argentinean agricultural
products.

The Mexican exports to the MERCOSUR increased rttaae tenfold between 1994 and 2008.
By 2008 Venezuela had become the second most iemgogkport partner of Mexico with 2 313
million USD, sharing almost 30% of all Mexican exizoto the MERCOSUR. These dynamically
developing trade relations between Mexico and MVeekzwere institutionalized by the G3 free
trade agreement in 1994. At the same time, fronb2002008 Mexican exports to Brazil almost
guadrupled. Argentina became the third export eartor Mexico as Mexican exports to Argentina
doubled, exceeding one billion USD (1,318.8 millidBD). In 2008 the rate of Mexican exports to
the MERCOSUR reached 2.5% of the total Mexican espdlable 2. shows the share of the



MECOSUR member states in Mexican exports.

Table 2: Mexican exports rate to the MERCOSUR hynty (2008).
Data source: The website of the Secretary of Teamtkelndustrial Development (Secretaria de
Comercio y Fomento Industrial de México, 2009).
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In spite of the 50% fall caused by the “Tequilaeeff (financial crisis) in 1994/95, the volume
of Mexican imports from the MERCOSUR quintupledvbe¢n 1994 and 2008. Regarding the
volume of imports, Brazil turned out to be the maartner of Mexico (5 191 million USD in
2008), just like in the case of Mexican exportsimyrthe analyzed period Brazil was the first
partner too. The second most important market fexibhan imports was Argentina (1 437 million
USD, the third was Venezuela (768 million USD).1894 the total volume of Mexican imports
from the MERCOSUR shared only 2% in the total Mariémports. This rate increased by only
0.5% by 2008. The Table 3. shows the share of tB&EBIOSUR (by countries) in Mexican imports
in 2008.

Table 3: The Mexican import from MERCOSUR by coiggrin percentage (2008).
Data source: The website of Secretaria de Comgremmento Industrial de México (2009).
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Trade volumes between Mexico and the MERCOSUR as&@ constantly from 1996 and even
more dynamically after 2000. The volume of the ¢ératimost quintupled between 2000 and 2008.
Within the MERCOSUR the most important trade pagred Mexico in 2008 were the following:
Brazil (8562 million USD), Venezuela (3082 milliwSD) and Argentina (2755 million USD).

4.5. Therelations between the MERCOSUR and the ALCA (Free Trade Area of the
Americas)

In 2003 two different concepts of ALCA were bornher first one visualized a general
agreement on minimum bases and requirements, Toad®ne promoted bilateral and multilateral
agreements with complementary obligations and lisnfeir each country in accordance with their
different potentials and level of development. Theh of these two concepts indicated a new
approach in the WTO regarding the “sensitive” issughe purpose of the USA was to establish
trade relations on the basis of competition with ¢buntries which were willing to pay the costs of
entering the market of the USA. This is the reastny the USA has changed the former uniform
ALCA concept into a multistage system of negotiagiocreating the so-called “two-speed” ALCA.

At the end of 2005 the concept of the ALCA faileaihpletely in Mar del Plata, Argentina.
More specifically, the MERCOSUR member countried dot sign the draft of the new ALCA
designed by the USA. Among the proposed regulatibeg did not support, for instance, the ones
regarding agricultural subsidies or the system mfegnmental purchase of agricultural products.
Venezuela criticized the concept even more harghhally, the four MERCOSUR member states
and Venezuela rejected the draft of the ALCA togethlthough several South American countries
like Chile, Columbia and Peru supported this traddl approach of free trade. These countries
concluded free trade agreements with the USA, whigant that, although the new ALCA had
turned out to be unsuccessful, the idea and thetipeaof free trade spread from the USA to some
Latin American countries.

The concept of the “two-speed” ALCA also failed. eTmew bilateral and multilateral
agreements initiated by the USA intensified a teegeputting pressure on Brazil in the ALCA.
This tendency did not remain without reaction ire teconomic and political spheres of the
MERCOSUR. Finally, the MERCOSUR countries forbatlattthe developed North American
countries force them into expensive rules of ink&rs or of negotiations with public institutions
and organizations. They were hoping to slow dovenititensification of the developing asymmetry
between North and South by this resistance.

The preferential agreements between North and Seeta elaborated by “northern” experts in
a way that left the topics which were sensitivetfae developed countries (for instance, the system
of agricultural subsidies) excluded from them. Tehgges of conditions were fully acceptable for
some developing countries, but for others they cdilise serious difficulties. The main differences
between the USA and the MERCOSUR in their visioh&8LdCA can be observed exactly in these
issued, more specifically on the following topics:

- Dumping and the agricultural subsidies

- Animal health control; protection of competition
- Opening the service sector

- Protection of intellectual properties.

Brazil and Argentina do not entirely oppose the ALitiative but they emphasize that it is
necessary to realize real free trade among the mesthtes. These two countries also stress that
the US government must stop subsidizing the aduilso that the agricultural products arriving
from the MERCOSUR counties can become competitivéhe market of the USA. If the ALCA
came into effect, the MERCOSUR countries would irezenuch less direct inversion and even the
trade among the MERCOSUR member states would dexigacause a number of USA products



would be more competitive on the MERCOSUR markentkhe locally produced goods of the
same nature. The ALCA would affect especially thsifpon of Argentina and Brazil.

The failure of the ALCA raised the question whetties trade block of 34 participant countries
and 800 million inhabitants (of which 600 million Latin America) can be created. The ALCA
would give 38% of the total production of the woddonomy, 23% of global exports and 25% of
the entire service sector. At the same time, ivasth mentioning that 71% of total economic
production of the ALCA would be realized by the USAnd this number reveals why this
superpower is so motivated in the creation of & fimde zone including the whole American
continent (see also tdonroe Doctring. The USA intends to enter new markets for itpigis as
soon as possible and to inspire investments. Honvéwue clear that the development could not be
balanced within a free trade zone like that asdmesumer capacities are very different in the
different countries. Therefore, the ALCA would bething else but a puppet for the USA which
would help it in achieving further advantages irih@&merica over the other economic centers of
the World (Japan, North America and Western Europe)

According to RAPOPORT-MUSACCHIO (2006) the econonaiod trade dilemma of the
MERCOSUR countries during the first years of newlennium is whether to continue the
integration process started with the MERCOSUR andosrealize of a certain level of regional
autonomy or to become “the provinces of the emfif8A)” one by one. The reference to the
ALCA is obvious.

4.6. The dialog of the MERCOSUR with Central America and the Caribbean
region

4.6.1. Central America

The secretaries of state of the member states @fMBERCOSUR and the SICA (Central
American Integration System) met twice in 200414 first talks the secretaries of state agreed to
tighten the trade relations between the two orgdiums and to deepen their traditional friendship.
The MERCOSUR delegation proposed the earliest blesstart of talks with the purpose of
realizing a free trade zone between the negotigiarges.

In 2005 Panama confirmed its intentions to signea trade agreement with the MERCOSUR
and to become an associate member of the MERCOSUR.

Four years later the free trade zone was stillterg@l project, therefore, the Guatemalan and
the Brazilian secretaries of state (Brazil is asesber country in the SICA) agreed in trying to
promote the realization of the free trade zone betwthe two zones. Since then no concrete steps
have been taken.

4.6.2. The Caribbean region

The first meeting between the delegates of the MBRUOR and the Caribbean Community
(CARICOM) was held with the purpose of stimulatithg dialog on political and economic issues
in December 2004. At this summit the parties pregos schedule of talks to be started in the first
half of 2005. Their ultimate aim was to realizeeeftrade zone between the two organizations.

The MERCOSUR intended to realize a two rounds gjotiations with both the CARICOM
(and the SICA too) in order to expand its tradatrehs into the entire Latin America. The delegates
of the CARICOM and the MERCOSUR agreed in impospgcial tariffs on “sensitive products”
by both parties.

Still in February 2005, at the 16th Summit of th&RICOM (Paramaribo, Suriname) the
Brazilian Presidentula da Silvainvited the Caribbean countries to join the MERQES In Lula
da Silva’s opinion the integration of two regionsrted when of Guyana and Suriname were
admitted to the SACN (South American Community aftibins), the former UNASUR, and the
signing of free trade agreement between the twarorgtions will be the next important step on



this way. Among the CARICOM countries the integvatiof the two blocks offers the best
perspective for Trinidad and Tobago not only fergeographical proximity but also for its reserves
of petroleum.

5. Conclusions

At the end of this study | can summarize the casiols of my investigation as follows:

The Latin American economic integration processes @ade agreements do not form fixed
economic organizations without any changes buttiogla in permanent alteration. These
agreements must always be interpreted in the cbofethe political and economic changes in the
world and in the American continent. The MERCOSIRot an exception with its almost twenty
years of history and changes, difficulties and sgscWith this approach BALASSAs (1990) idea
of the “process character” of economic integratiensupported. From this point of view the
Southern Common Market is a series of actions ditento abolish the discrimination between the
economic sectors of the different member states,is@ process (STEIGER, 1993).

In this process quite a lot of problems among thEREZOSUR member states have still
remained unsolved. According to BALASSA's termingyathese “problems” are different forms of
discrimination. The first (and probably the mostportant) one of them is the question of
asymmetries within the MERCOSUR. This phenomenos hat appeared recently but is
historically present in Latin America. Even Bélad&a mentions it in his remarkable book of 1977.
In fact, Paraguay and Uruguay are constantly ptiotpsagainst their unequal treatment
(discrimination) in the MERCOSUR. The unequal tneamt does not mean the differences due to
the different size of economies in the differentnmber states only but also the problem of the
structure of the products exported and importeel aipportunities of smaller countries to introduce
their products to the market of other member stats These issues are still experienced in spite
of the efforts made to minimize the differencesiminstitutionalized way, i.e. by the creation fud t
FOCEM (Structural Convergence Fund of MERCOSUR2®3. Therefore, we can come to the
conclusion that although the member states have bexking serious efforts to counterbalance or
extinguish the asymmetries within the organizatiorthe last two decades, this problem is still
determining the relations among them. So my hymighé.) drawn up at the beginning of this
thesis can be confirmed only to a certain extene MERCOSUR plays a limited stabilizing role in
the economic relations of the countries in theargi

Another problem is the low degree of economic iraégn among the MERCOSUR member
states. Against the achievements of the organizative trade among the participant countries
shared only 15% of their total foreign trade in Q@thile the rate of trade with third countries went
up to 85%. These rates confirm my hypothesis {@),that the degree of integration within the
MERCOSUR remains below the degree of integratiororagndeveloped countries during the
analyzed period (2002-2008). However, there wasn@mincrease in the proportion of trade within
the MERCOSUR (1.5%) and a decrease in the propodidrade with other countries (86.5%) in
2008. According to the analysis of WTO INTERNATIONATRADE STATISTICS (2008), the
degree of integration among developed countrigs (e NAFTA and the EU) is exceeded that
among the MERCOSUR member states, i.e. the 15%teifnial trade. Especially the EU, “a model
for integration” indicates excellent results: 68%ite total trade was realized among the member
states and only 32% with other counties.

These rates reveal the degree of integration antleagountries participating in the specific
international regional process. In his classicatkMéADAR (1977) also referred to the rates of
internal and external trade as reliable indicesharacterize the degree of integration among Latin
American countries during the 70s. This approado aupport the conclusion that the 15% of
internal trade in the MERCOSUR (2008) indicateB géry loose integration among the member
states 18 years after signing the Treaty of Asunci6

Several reasons could be mentioned why the intéradé of the MERCORUS is still so weak.
Among them two seems to need to be emphasizedofahem is the effect of “historical heritage”,



in other words, the countries participating in tReERCOSUR still maintain more intensive
economic and trade relations with the former cabrenters and some of the most developed
European countries and other developed parts ofvidrkl (for instance the USA, China or Japan)
than with each other. The other is that the stnectf the economy and the production in the
member states of the MERCOSUR is very similar (eisfllg in agriculture), therefore, they do not
produce goods to be exchanged among themselves)eamvhile, they become motivated to enter
in the markets of developed countries.

In spite of the above mentioned difficulties theegration process within the MERCOSUR has
created new economic and social alternatives fanes®outh American and Latin American
countries in the last twenty years. Meanwhile, stze of the territory covered by the MERCOSUR
countries increased to almost 13 million km? whemé&zuela became a member. This geographical
expansion together with the economic and sociatldgvnent raise some very interesting questions
in the field of social geography and the geograpiiyintegration. The first one is how the
MERCOSUR affects the integration processes onahérent as the UNASUR, which includes the
MERCOSUR, the CAN, Chile, Guyana and Surinamep@$ed rather on South America than
Latin America. In other words, the ALALC project weh failed some decades ago is now being
realized by the UNASUR, which includes the MERCOSURIs way the focus of integration is
shifted from Latin America (21 million km2, almo8®0 million inhabitants) to South America (17.7
million km2, almost 400 million inhabitants). Thosy hypotheses (c.) and (d.) seem to be verified.
On the one hand, the Latin American space of iategr is narrowing to South America. Even the
relations between the CARICOM and the MERCOSUR thedSICA and the MERCOSUR seem
to be rather loose. On the other hand, the riviaétyveen Mexico and Brazil works against Latin
American integration, too.

Another important dilemma affecting whole Americaantinent is expressed in the dialog
between the ALCA and the MERCOSUR. The MERCOSURartjeexpressed its intention to
continue the negotiations about the ALCA, and #lsdoubts regarding the creation of such a huge
free trade area. On the one hand, the MERCOSUR mestates agree that the ALCA might have
positive economic effect on South American coustrigor example, the improvement of
employment rates), it might also help the fightiagapoverty and strengthen the practice of
democratic governance. On the other hand, the MER@® countries find the conditions
unsuitable for the realization of a balanced and A&CA for all member states. However, the
Declaration of Asuncion (2005) states the followingconnection with the trade relations with
Latin American countries and Canada:

“...there is one common goal of these negotiatidhsy try to broaden the free trade relations
that have a very close correspondence with thectibgs of ALCA. So thus the MERCOSUR persist
in the realization of bilateral relations withlalountries of the Americas with the purpose oéent
their markets and at the same time contribute toegadl development of the process of ALCA...”
(MELLADO, 2007, p 46)

In spite of the above cited statement, the resistasi the MERCOSUR has been one of the
reasons for the failure of the ALCA. This fact atsmfirms my hypothesis (b.).

Against all former and actual problems the Soutf@ammon Market has become the most
important economic integration organization in hafimerica in the last twenty years. Its effects
are experienced in the geography of integratiohatin America as well as in the economic and
social development of the region. The territoryhed Southern Common Market has reached almost
13 million km? with, 275.5 million inhabitants byw, producing more than 3 000 billion USD of
GDP. Although the MERCOSUR has gone through sigaifi development since its foundation in
1991 and has become a very important economicretieg organization, its level of development
still remains far below the level of the economenters of the world. The MERCOSUR has
become a determinant factor on the whole Americantigent but its future development will quite
probably be determined by global economic tendendidis development is now (and has been
since the World War 1) determined by its relatiomish the economic centers of the world. At the
same time, it seems that, just a uniform Latin Ao@r economic integration will not work within



the actual world economic system. Yet, partialgniion can be realized in the region. In a process
like that the MERCOSUR may play a very importarierdVe will see in the near future if this
partial integration of Latin American countries \ksior fails.
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