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ABSTRACT 

 

The purpose of this work is to assess the variety of regional integration initiatives currently in 

place in Latin America and the Caribbean.  By looking at the dynamics (1) multilateral subregional 

approaches, (2) bilateral-US approaches and (3) unilateral approaches, the Common Market of 

the South (“MERCOSUR”) model of economic integration will be evaluated within this context to 

determine the viability of sustainable growth for its Member States.  This work uses 

comprehensive reports, economic data and scholarly pieces to verify the success of MERCOSUR 

in achieving economic growth since it began in 1991.  After underscoring the key institutional and 

political limitations inherent within the MERCOSUR model, this work proposes that in order to 

ameliorate these deficiencies, MERCOSUR must refocus its original goals of economic integration 

to address the greater issue of energy policy.  
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I. INTRODUCTION 

 

Achieving and sustaining growth in the global economy has become a daunting task for many 

nations, especially those nations of Latin America and the Caribbean (hereafter “LAC”).   The 

factors of globalization now connect countries economically, politically and socially to an 

unprecedented extent with others around the world.  With the heightened interconnectivity that 

currently characterizes world trade, while many countries are weary about fully integrating 

themselves with other nations, some LAC states have found it advantageous to enter into 

economic integration accords to be able to compete in the world economy.  Worldwide, many 

states have not yet been successful in to fully integrating their economies with other nations and 

reaping the benefits promised by globalization.  Yet due to the accomplishments seen in the 

integration of the European Union which now arguably composes the most successful trade bloc 

in the world economy, regional integration has become one of the most prominent economic 

development strategies.  It is argued that by binding together, the different economies of a given 

region who already share many economic, political and social ties will be able to economically 

converge and overcome regional instability.  With the help of the leading world economies, 

smaller and less developed ones will be able to reduce the variation in productivity and growth 

levels and accomplish economic development closer to the levels of that of the leaders.1

 

The variations of integration, however, are extensive across regions and the globe.  For the 

Western Hemisphere, some countries have entered into bilateral and multilateral relationships 

with the economic giants the United States and Canada while others have looked more closely 

within the region, finding subregional economic unions to be a more plausible and realistic path 

towards growth.  Fewer LAC countries have preferred to act unilaterally to secure growth, yet 

those who have, for instance in the Chilean case, have maintained considerable growth.  These 

                                                 
1 Phillips, Nicola. The Southern Cone Model: The political economy of regional capitalist development in Latin America. 
(London:  Routledge/Ripe Studies in Global Political Economy, 2004.)  

  



 

different approaches have provided mixed results; while there are definite advantages in forging 

North-South2 trade agreements, many LAC countries have become increasingly weary of getting 

too dependent on their powerful neighbors.  As a result of the rather widespread perception that 

the neoliberal economic development recommendations of the 1990s have not been successful,3 

there appears to be a strong and continuously growing regional sentiment that regional trade 

issues need to be approached from within the region by regional players.  Because the majority 

of LAC economies are not yet major factor in the global economy – the main exception being 

Brazil – serious evaluation is in order to identify the most beneficial paths towards trade 

convergence and economic growth for LAC nations.   

 

This paper will shed light on the differing approaches to integration in Latin America by focusing 

on one such agreement, the Common Market of the South, (hereafter “MERCOSUR”) that 

encompasses Brazil, Argentina, Paraguay, Uruguay and now Venezuela as full Member States.  

By examining the history and progress of MERCOSUR, it will be possible to evaluate the criticality 

of this type of regional integration relationship in terms of how well it has, and potentially will 

continue to, secure economic development and progress in South America.  The MERCOSUR 

model is distinct from other free trade agreements in its development history as well as in its 

goals.  Created as a customs union that could eventually develop into a common market, 

MERCOSUR was formed with political goals aimed at both ameliorating regional political tensions 

and addressing the pertinent and daunting issues encumbering economic development.  This 

paper will analyze the progress of MERCOSUR since 1991 to 2007 in three areas: trade and 

economic convergence, institutional structure, and political underpinnings.  Although growth and 

intraregional trade has expanded since its formation, the main deficiencies in the MERCOSUR 

                                                 
2 This terminology was popularized by Willy Brandt in 1980 and refers to the highly industrialized developed nations of the 
world composing the North and the less developed nations making up the South. Willy Brandt, North-South: A 
Programme for Survival, 1980.  
3 Neoliberal structural adjustment policies were a popular strategy for LAC nations to recover from the ‘lost decade’ of the 
1980s that was plagued by severe debt crisis.  Such reforms including privatization of government enterprises, 
deregulation, and fiscal and trade liberalization were enacted according to the World Bank (called the Washington 
Consensus) recommendations in exchange for debt relief packages and foreign direct investment.  Skidmore, Thomas. 
Modern Latin America, (6th edition New York: Oxford University Press, 2005), 59.   

  



 

customs union stem from the inability of political actors to reach agreement on key products or 

adopt appropriate regulations or enforcement mechanisms designed to achieve common goals 

necessary for economic development.  These deficiencies will be identified along with the various 

positive attributes of MERCOSUR in order to both assess the future sustainability of the 

MERCOSUR approach.  After establishing basic knowledge regarding the MERCOSUR model, it 

will be argued that MERCOSUR’s effectiveness for procuring economic growth in South America 

has been hampered by several factors, but this paper outlines the main problems restricting 

MERCOSUR are political and institutional in nature.  Without a sturdy institutional framework and 

an enforceable set of bylaws, success in macroeconomic policy harmonization is left to be 

determined by the domestic political desires of each Member State.  While the political agendas 

of certain Member States initiated integration, the unpredictable nature of the system raises 

questions regarding its sustainability in the long-term.   

 

Stemming from the uncertain sustainability of future growth, a pending and crucial task for 

MERCOSUR is to take advantage of and think constructively about the region’s oil and gas 

reserves by integrating and developing an appropriate energy policy into the regional economy.  

The possibility of including energy policy convergence into the structure of MERCOSUR is in fact 

one of the most important tasks currently facing its Member States.  It is highly possible that 

focusing on building successful energy policy initiatives and the necessary infrastructure to 

support them could revitalize MERCOSUR and continue to foster economic independence for 

South America.  The recent inclusion of oil-rich Venezuela into MERCOSUR has stimulated the 

energy integration debate throughout the region as a potential path towards increased 

integration.  While Venezuela’s large oil reserves definitely have great potential to expand 

MERCOSUR’s share of world trade and benefits, the bloc needs to be careful to not become too 

dependent on Venezuela’s finite oil supplies.  In order to develop and sustain the regional 

economy into the future, MERCOSUR must develop programs to transfer the economic benefits of 

Venezuela’s energy reserves by, for example, expanding research and development as well as 

  



 

investment in energy research and renewable energy initiatives which could be used throughout 

the region.  Additionally, MERCOSUR could be reinvigorated by refocusing its goals towards 

bolstering dialogue regarding enhanced energy integration.   

 

The roadmap of this work is as follows.  The different approaches to integration in LAC are 

considered in depth in Section II.  By providing the background of the various approaches to 

regional integration in LAC, it will be possible to assess the comparative progress of MERCOSUR.  

Section III will underscore the development of MERCOSUR, its institutions, trade and economic 

development, and political dimensions.  The key limitations of the MERCOSUR model are also 

underscored.  Section IV will outline energy policy in the Southern Cone4 and its relationship to 

MERCOSUR in the current global energy situation.  Section V will conclude with the remarks that 

a reorientation of MERCOSUR goals to focus on energy policy convergence is essential for the 

bloc to continue to achieve economic growth in the future.   

 

 

II. LAC REGIONAL INTEGRATION INITIATIVES  

 

Why Regional Integration 

Regional integration has been seen as a means by which to offset many of the negative aspects 

of enhanced international interconnectivity.  After the previous model of development, import 

substitution industrialization5, reached its point of exhaustion, nations of the South began to look 

for new development solutions.  While neoliberal reforms were first embraced as a way to open 

LAC economies, the economic crises in Argentina and Brazil have discounted this method of 

development.  Instead, in order to compete on a global scale, many countries have found 

                                                 
4 The term Southern Cone is used to refer to the South American nations of Argentina, Chile, Uruguay, Paraguay, and 
Southeastern Brazil, who, all except for Chile, are full MERCOSUR members and share similar demographic populations.    
5 ISI worked well for LAC agro-export economies for several decades but was highly volatile since success was often 
determined by the prices of agricultural products in the global economy.  See Skidmore. Modern Latin America, 51-58. 

  



 

favorable results by signing regional accords.  By working as one on the international stage, 

smaller nations are able to offset the economic and political dominance of larger ones which in 

turn enables domestic growth and economic development for both smaller and larger nations 

alike.  For LAC especially, recent experience indicates that intraregional accords have lead to 

export diversification, provided more value-added trade as well as a friendlier and more attractive 

environment for various local and international businesses and investments.6  It is argued that by 

committing to free market policies and democratic values, countries are able to gain greater 

access international markets which in turn can foster domestic productivity and enable these 

countries to compete more effectively in the global economy.  Integration also has myriad 

political benefits by being able to build up government credibility – which has been a main 

concern in Latin America in the past few decades – as well as increasing the bargaining power of 

the individual countries on the world stage.  In terms of stability, a main pillar of growth, the 

creation of economic interdependencies and enhanced cooperation between countries plagued by 

historic rivalry will indefinitely aid in alleviating unfavorable external shocks, if not eventually 

eliminating their occurrence in the region.7

 

 While regional integration has provided many nations throughout different regions of the world 

with sustainable economic growth, regional integration has been slow to gather momentum 

throughout Latin America, especially with the appropriate political will necessary for implementing 

successful agreements.  The evolution of regionalism in Latin America followed quite a different 

path than that in other regions of the world; while European integration has seen widespread 

success with current open policies in Europe including multiple nations and various Asian states 

have also maintained considerable success with trade initiatives, full regionalism efforts in Latin 

                                                 
6 “Regional integration and trade-agreement convergence”, Latin America and the Caribbean in the World Economy, 
2005- 2006. (Division of International Trade and Integration (ECLAC), 2006). 73.  
7 Margheritis, Ana eds. Latin American Democracies in the New Global Economy. (Miami, FL: North-South Center Press at 
the University of Miami, 2003).  17.  

  



 

America have failed to proceed past initial negotiations time and time again.8  Contributing to this 

record of failures is the mere size of and asymmetries seen in the immensely different economies 

ranging from the highly diversified economic giants such as Brazil and Mexico to the smaller and 

more specialized economies of the various Central American states, all of which are dwarfed in 

comparison to the vast geographic size and economic power of the United States and Canada.  In 

recent years, many LAC nations have been unwilling to agree to regionalism efforts that involve 

the US because of the often unfair terms to which they must comply.  Albeit negotiations 

concerning a full regional bloc of the Americas have not advanced past the initial stages, the 

various subregional approaches to integration continue to provide different avenues for 

implementing the goals of free trade.  In addition, the process of trade liberalization has evolved 

differently in LAC states in other places.  LAC governments have typically played a more passive 

role in promoting the kind of liberalization efforts that have rapidly changed trade schemes.  

Unlike in Southeast Asia where trade policy focused on technology-intensive products, such a 

model between businesses and governments in Latin America was not implemented as part of 

the liberalization techniques.  As an example, the lack of government-driven accords that focus 

on technology intense production, MERCOSUR is continually faced with little value-added exports 

within the subregion.9  Because of this imbalance, the trade relationships within Latin American 

have been comparatively less successful than those found in other world regions.  

 

Approaches to Integration  

Due to the disappointing progress in concluding any full hemispheric agreement, distinct types of 

subregional integration initiatives have been negotiated within LAC. The 1990s marked a 

significant period for integration characterized by the proliferation of regional agreements 

throughout the world linked to the spread of neoliberal development projects.10  While neoliberal 

                                                 
8 Such failures include the stalled efforts of FTAA. And the past negotiations of LAFTA and ALADI. Woolcock, Stephen et 
al. "Competing Regionalism - Patterns, Economic Impact and Implications for the Multilateral Trading System. " 
Intereconomics 42.5 (2007): 236-259. 
9 Margheritis, Latin American Democracies, 9.   
10 Philips, The Southern Cone Model, 85.   

  



 

reforms have been abandoned by many LAC nations after the significant failures they produced, 

regional integration has continued to be a driving force of economic development.  For the 

purposes of this paper, three different tracks will be used for analysis; (1) the unilateral model, 

where states integrate into the world marked through unilateral liberalization; (2) the so-called 

North-South bilateral model, where states forge bilateral accords with the US and other major 

economic players; and (3) the multilateral model, where integration occurs on a subregional basis 

between various nations.11  While transcontinental agreements are also a common integration 

method and can be implemented both multilaterally and bilaterally, for Latin America the 

dynamics of these three types are central when evaluating the success of trade negotiations 

within the region.   

 

Unilateral Agreements  

The unilateral model has been pursued by various nations, especially those who find the 

negotiation process cumbersome in accomplishing various national policy goals, as a way to 

encourage economic development.  Countries that have enacted unilateral arrangements argue 

that not only has this method been successful in achieving development and growth, but by 

acting independently, they are given more freedom in setting favorable terms in the negotiations.  

Chile, for example, fits within this first model as the poster-child nation that liberalized 

unilaterally with remarkable yet unrivaled success by signing various bilateral accords.  By doing 

so, Chile has procured growth without restricting itself to the rules that govern multilateral 

subregional blocs and currently is engaged in multiple trade agreements.12  In addition, unilateral 

accords are able to be enacted at a much quicker rate than their multilateral alternatives simply 

because negotiations between two nations can be facilitated much more easily than those 

between multiple players with multiple agendas.  What is problematic about this approach is that 

it often does not offer the beneficial reciprocity of security and bargaining power that are 

                                                 
11 See Margheritis, Latin American Democracies, 12; Woolcock, “Competing Regionalism”, 241.  
12 Chile currently has free trade agreements in force with the US, Mexico, Canada, Japan, China, Korea, Central America, 
and MERCOSUR, among various other preferential trade agreements with players throughout the world. “Information on 
Chile: Trade Agreements in Force”.  SICE Foreign Trade Information System, 2007. 

  



 

inherent aspects of other trading schemes.  In addition, lower tariffs and preferential terms of 

trade are not always applicable in unilateral arrangements, a fact which defeats one of the main 

purposes of engaging in relationships with other countries.  Furthermore, the Chilean case is one 

of too few within the region; while unilateralism remains an option, it is not universally the best 

for many LAC countries whose exports are mainly concentrated in agriculture.13  Further, the 

benefits of unilateral liberalization are difficult to secure because, simply stated, unilateral 

liberalization does not guarantee market access and competition is often limited by trade and 

non-trade barriers as well as various domestic policies.14   

 

Bilateral-US Agreements 

As for the second category, a major appeal of signing on to a bilateral agreement with the United 

States stems from the enhanced stability and credibility that such a great economic player can 

provide for developing nations.  Many argue that the benefits of reciprocal negotiations 

compensate for the flexibility of unilateral liberalization.15  While bilateral agreements can be a 

vital factor of economic growth, without the necessary complimentary domestic policy reforms, 

growth is not guaranteed through enhanced stability alone.  In theory, by signing the North 

American Free Trade Agreement (NAFTA), Mexico gained access to the large US market for its 

exports and would receive benefits beyond trade integration including technological transfers and 

increased foreign direct investment from its affluent northern neighbors.16  The foreign 

investments, both monetary and technical, countries obtain by engaging in trade agreements 

with the United States is a major incentive that has enticed LAC countries to sign agreements 

even where there is much at stake or under conditions that may not be optimal.  Yet a major 

problem posed by bilateral agreements is that trade diversion often occurs, as well as the fact 

                                                 
13 Machinea Jose L. “Prospects for integration in the Western Hemisphere: A View from Latin America and the Caribbean” 
ECLAC presentation, April 19, 2004.  
14 De Ferranti, David et al. “Trade for Development in Latin America and the Caribbean”, World Bank, 2005.   
15 Salazar-Xirinachs “Economic Integration and Trade Negotiations in Latin America and the Caribbean at the turn of the 
Century”, Margheritis ed. Latin American Democracies, 40.  
16 López-Córdova, Ernesto. “NAFTA and the Mexican Economy: Analytical Issues and Lessons for the FTAA”, the 
Institution for the Integration of Latin America and the Caribbean, 2001.  

  



 

that such agreements often are more catering to the interests of the more developed player.17  

While this poses a major setback, increased market access is still a major motivation, coupled 

with the greater level of flexibility held within the bilateral framework that allows deeper and 

broader commitment.  As Mexico secured greater access to the US market, the country also 

encountered some unexpected setbacks in terms of food security because of trade diversion with 

the United States.  Mexico, who formerly was be a major exporter of corn, found itself in 

desperate need of importing the product as its corn supply fueled the United States corn-based 

ethanol energy policy.18  This tradeoff of food security for market access is a current problem 

within the NAFTA framework.  It also serves as an example for other LAC nations when 

considering the benefits of increased market access and in the integration of energy policy.   

 

Multilateral Subregional Agreements 

The third track towards regional integration in LAC is the rise of multilateral subregional 

agreements.  It can be argued that because of a change in perspective in LAC, multilateral 

negotiations have become one of the most effective ways of achieving growth and development 

in the region.  Instead of looking outwards to the developed world for guidance and aid in 

economic development, LAC has embarked upon intraregional efforts to solve economic 

development issues.  Examples of various subregional agreements include CARICOM, the Andean 

Community of Nations (CAN), and MERCOSUR, all of which slightly differ in their aims and 

formats.  This work distinguishes MERCOSUR as a key example of regional integration in South 

America.  MERCOSUR can be classified as a subregional integration initiative with goals of 

creating a customs union.  While other negotiations focus on free trade or preferential trade 

networks, MERCOSUR concentrates on creating a common external tariff (“CET”) applicable on all 

goods traveling within the borders of its Member States. This method aims at increasing 

intraregional exports and imports which will then foster greater interconnectivity and economic 

                                                 
17 “Regional integration and trade-agreement convergence”, ECLAC, 2006, 75.  
18 Zahniser, Steven and William Coyle. U.S.-Mexico Corn Trade During the NAFTA Era: New Twists to an Old Story. United 
States Department of Agriculture, May, 2004. 

  



 

growth.  Compared to other regional accords, this arrangement leaves the most national 

sovereignty without the imposition of a supranational body to direct decisions.  By not having to 

adhere to the regulations that are present in many free trade agreements, MERCOSUR Member 

States have had difficulty in agreeing to terms of external tariffs on the most important products, 

and timetables for implementing changes are continually subject to extensions.  In addition, 

MERCOSUR is the region’s most uneven integration initiative, which presents the immense task of 

overcoming the vast asymmetries in economy size, terms of trade, and overall international 

competitiveness between the bigger and smaller players.  In order to make regional integration 

more effective in improving competitiveness, there must be a rapid adjustment that will alleviate 

the various asymmetries inherent in various regional integration schemes in Latin America.  Yet it 

is argued that this type of subregional initiative has continued to gain precedence in LAC because 

it is seen as a way for Lac nations to overcome regional development problems with regional 

solutions without the influence of other global actors.   

 

Dynamic of LAC Integration Initiatives 

The academia treating the different types of integration models does not determine that only one 

method in fact works better than the rest.  Instead, the numerous forms demonstrate a 

resistance to the previous strategies that prescribed a one-size-fits-all approach to development.   

Economist Jagdish Bhagwati has referred to such a multitude of trade agreements ranging in 

size, scope, and success as a great “spaghetti bowl”19, making true economic development hard 

to come by as the various benefits from one type of arrangement tend to be cancelled out by the 

limitations of another.  While it is argued that too many agreements in place at once can have 

contradictory results in creating economic development, the existence of several different 

approaches in fact proves the desire of the region to use integration tactics to find the most 

effective way towards securing economic growth.  This variety of trade negotiations also 

                                                 
19  Bhagwati, J and A. Panagariya. The Economics of Preferential Trade Agreements. (American Enterprise Institute Press, 
1996).  

  



 

illustrates an interesting dynamic between those that focus on North-South trade and those that 

are more South-South oriented.  While it has been argued that to overcome the North-South 

development divide20 developed nations must aid those less developed, the past failures of the 

North in providing appropriate recommendations have lead to the more South-lead initiatives in 

LAC.  While integrating on a multilateral, subregional level, LAC countries have established their 

own development solutions to economic downturns and regional instability with plans funded by 

their own regional development bank.21  For Latin America, it is of vital importance that the 

various regional integration initiatives implemented within the last two decades continue to 

evolve and regain competitiveness on an international level in order to compete with the various 

rising world powers, such as China and India, and also the already developed nations who are 

implementing bilateral accords with such major players as the United States and the European 

Union.22   

 

As the world seems more and more to be turning towards trade agreements and regional 

integration initiatives, this paper reveals that the current MERCOSUR model based upon the third 

approach of a subregional, multilateral agreement has the potential to achieve sustainable 

growth, if able to overcome its key deficiencies.  Although one method is not argued as being 

significantly better in terms of achieving growth, this paper focuses specifically upon the 

successes and limitations of the third initiative because it seems to be one of the most applicable 

methods given current global conditions and the desires of many LAC nations to provide growth 

for their citizens without the aid of the highly industrialized, developed world.  For MERCOSUR, 

this poses quite a task given the incredible differences between the economies of its member 

states.  Ways to overcome these vast differences, however, have begun to be developed as LAC 

continues to view regional integration as a way for the region to offset international economic 

problems and focus, as a region, on their own.     

                                                 
20 Brandt, Willy. North-South: A Programme for Survival.   
21  The Banco del Sul, (Bank of the South) was created on November 3, 2007. "Bank of the South sets launch date on 
November 3, 2007 in Venezuela." International Herald Tribune. October 8, 2007. 
22 “Regional integration and trade-agreement convergence”, ECLAC, 2006, 73.  

  



 

III. MERCOSUR 

 

It is argued that MERCOSUR is a new way to think of development within LAC.  It marks a true 

change in development strategies, meaning that rather than blaming current regional 

underdevelopment and poverty on previous development models that sponsored with the 

stripping of the developing world of its vast natural resources, assets and riches, a paradigm shift 

has caused the region to now take a more proactive approach to development.  Many nations are 

now advocating that solutions to development problems need to come from within the region 

itself in order to be truly successful in solving economic problems.23  Thus, MERCOSUR indeed 

has the capability, if it is able to overcome its institutional setbacks and susceptibility to political 

whims, problems that will be discussed in the next section, to take LAC to the next level as a 

South-driven integration scheme. This section will outline the history of MERCOSUR by 

emphasizing its original goals, its structure, its economic development and its current position.  

From this, the argument will be raised that because MERCOSUR faces structural insufficiencies 

and the political whims of its Member States, it has been less successful in producing economic 

growth and stability than what is theoretically possible.   

 

History and Structure 

The idea of increasing regional integration within the nations of the Southern Cone was not born 

overnight.  In fact, there are various precedents to MERCOSUR ranging from LAFTA in the 1960s, 

followed by ALADI in the 1980s, and then bilateral arrangements between Argentina and Brazil 

that spurred the process of regional integration that is currently known as MERCOSUR.24  

Regional integration in LAC in part must be considered within the greater context of the historical 

rivalry between the region’s two biggest players, Argentina and Brazil, and their ability to 

                                                 
23  Oelsner, Andrea. International Relations in Latin America: Peace and Security in the Southern Cone.  (New York: 
Routledge Taylor & Francis Group, 2005), 178.   
24 LAFTA- Latin American Free Trade Agreement and ALADI- Latin American Association of Integration, both of which 
failed to create a comprehensive regional integration scheme.  Phillips, The Southern Cone Model, 49.  

  



 

overcome their competition for regional leader in such areas natural resources, nuclear arms and 

energy.25  The development of MERCOSUR thus marks a political transition from rivalry to serious 

bilateral relations between Argentina and Brazil – and eventual multilateral relations in the 

immediate– in hopes of making a name for the Southern Cone on the international stage.  While 

the economic competition has been sedated to a certain extent with increased integration, its 

affects are still apparent, especially in the political realm.  The achievements and deficiencies 

caused by political rivalry will be discussed further in the following subsections.  It is also of high 

importance to reemphasize the political nature of MERCOSUR’s creation.  Among the primary 

goals of integration include creating general convergence of foreign policy orientations and 

shared domestic and external challenges, strengthening peace, advancing Latin American 

integration, and consolidating continental representation internationally.  “Hence, regional 

integration was conceived of as a strategy with multiple purposes, as much economic as political, 

and domestic and regional as well as international” which contrasts with the EU model, an 

agreement that first was based on pure economic integration and has later begun to focus more 

on political integration.26  This original political dimension has taken a backseat over the course 

of MERCOSUR’s evolution as pertinent economic issues have become of central concern, yet their 

place within MERCOSUR continue to drive the course of economic development.   

 

Treaty of Asunción 

Based on a framework of multilateral tariff preferences and various protocols for various sectors, 

of the past initiatives, on March 26, 1991, the Treaty of Asunción named after the Paraguayan 

city in which it was signed became a milestone in South American regional integration with the 

creation of MERCOSUR.27  By 1994, the Argentine Republic, the Federative Republic of Brazil, the 

Republic of Paraguay and the Eastern Republic of Uruguay pledged to enact various national 

reforms to begin the process of creating a customs union with the eventual goals of creating a 

                                                 
25 Oelsner. International Relations in Latin America, 138.  
26 Ibid., 171.  
27 Treaty of Asunción is available in English through SICE the Foreign Trade Information System, 
http://www.sice.oas.org/trade/mrcsr/TreatyAsun_e.ASP#CHAPTER_I, Chapter I, Article 1. 

  



 

full-fledged common market in the region.  The treaty outlines the main goals of the agreement 

as being: (1) the elimination of trade barriers; (2) the establishment of a common external tariff; 

(3) better coordination of macroeconomic policies; and (4) the development of harmonization of 

laws.28  MERCOSUR’s development also would serve the purpose of promoting free trade and the 

free flow of goods, people, and currency between the four nations of the Southern Cone.  Article 

I of the Treaty of Asunción states that measures under the creation of the common market would 

include: 

“The free movement of goods, services and factors of production between countries 

through… the elimination of customs duties and non-tariff restrictions; the establishment 

of a common external tariff and the adoption of a common trade policy… and the 

coordination of positions in regional and international economic and commercial forums; 

the coordination of macroeconomic and sectoral policies… in the areas of foreign trade, 

agriculture, industry, fiscal and monetary matters, foreign exchange and capital, services, 

customs, transport and communications… in order to ensure proper competition; and the 

commitment…to harmonize legislation in the relevant areas in order to strengthen the 

integration process.”29

 
The Treaty of Asunción allowed a transitory period for each of the Member States to begin the 

process of integration.  Between 1991 and 1994, Member States implemented various national 

reforms aimed at progressive trade liberalization that would result in macroeconomic policy 

coordination.  During this period, all countries were successful in lowering tariffs, adopting the 

Common External Tariff, (hereafter “CET”), and creating a comprehensive customs code.30  A 

common market approach differs from free trade agreements in the way that the CET imposes 

common customs duties, import quotas, and preferences or other non-tariff barriers to trade on 

all goods that enter the Common Market, regardless of their origin.  Four years after the 

Asunción Treaty established MERCOSUR, a common external tariff of 85% had been successfully 

implemented, and the average CET is currently around 12%.31   

                                                 
28 Samuel A. Arieti, “The Role of MERCOSUR as a Vehicle for Latin American Integration”, Chicago Journal of International 
Law, vol. 6 (2005/2006), 761-773. 
29 See the Chapter 1, Article 1 of the Treaty of Asuncion.  
30 Roberto Bouzas, “Economic Integration in the Southern Cone: Can MERCOSUR survive?” 2001.  
31 “Latin America and the Caribbean in the World Economy 2006, Trends 2007”. Division of International Trade and 
Integration, August 2007, 123-155. 

  



 

 

Institutionally, the Treaty of Asunción also provided the basic institutional framework of 

MERCOSUR.  The Common Market Council, (CMC), was created as the main political organ 

responsible for decision making and for overseeing the establishment of the common market. 

Originally, the CMC was made up of the Economic and Foreign Affairs Ministers from each 

member state and since has expanded to include various other important Ministers, including 

those from Agriculture, Justice, and Health.32  Although the CMC is multinational in nature, it has 

limited supranational abilities to enforce regulations.  The Common Market Group (CMG), whose 

responsibilities included supervising the completion of timelines and goals, enforcing Council 

decisions, and proposing methods for adopting coordination reforms and liberalization 

techniques, was also created.  The CMG acts as the executive branch of MERCOSUR, yet has 

been criticized for not completing its duties and enforcement.33  Among its various 

subcommittees is an ad hoc group implemented to address key MERCOSUR issues in the realms 

of the budget, laws regarding the sugar industry, and external affairs.  Lastly, this Treaty also 

includes a provisionary article that would allow for the future creation of a Joint Parliamentary 

Commission (JPC), which would create the legal framework of MERCOSUR.  Tables 1.1 and 1.2 

provide a visual representation of the institutional structure of MERCOSUR currently in place.  

                                                 
32 See Table 1.1 for complete list.  
33 Treaty of Asunción, Chapter II, Articles 11-14. 

  



 

1.1 Institutional Structure of MERCOSUR 

 
Source: INTAL MERCOSUR Report, 1996. 
 

 

  



 

1.2 Institutional Structure of MERCOSUR, Cont.  
 

 
 
Source: INTAL MERCOSUR Report, 1996. 

  



 

Additional Protocols of Importance  

Along with the original treaty that created MERCOSUR, the integration initiative has passed 

various treaties to extend regulations and further the success of the agreement.  In 1991, the 

Protocol of Brasilia to the Treaty of Asunción formed a system to solve controversies during the 

initial transition period of the agreement.  In 1994, the Protocol of Ouro Preto further developed 

the goals put forth in the Treaty of Asunción by creating a more advanced institutional structure. 

Ouro Preto formalized the customs union and gave the agreement wider international status.34  

In addition to the CMC, CMG, this Protocol finalized the JPC, along with the MERCOSUR Trade 

Commission, (MTC), the Economic-Social Consultative Forum, (ESFC) and an Administrative 

Secretariat (MAS).  Later, the Protocol of Ushuaia created MERCOSUR’s parliament in 1996, 

which was an important step in the constitutional progress of the agreement.  The Protocol of 

Olivos, signed in 2002, modified MERCOSUR’s dispute settlement by using the WTO as a forum 

for discussing internal disputes.  It also created the Permanent Court of Review, which serves as 

a community forum for the resolution of disputes and the establishment of the MERCOSUR 

Parliament35.  These bodies compose the current structure of MERCOSUR.36   

 

What is important regarding the institutional structure of MERCOSUR is the lack of a 

supranational institutional to govern and effective enforce decisions.  While the various 

subgroups ranging from the CMC, MTC, and MAS, were formed to address specific intrabloc 

issues, none of these committees has true supranational power to enact changes in a formal and 

timely manner applicable to all MERCOSUR Member States.  As a main facet of the agreement, 

the lack of supranational reign was purposely designed by Member States because of the 

flexibility it left for individual Member States to run their domestic economies.  Because of 

historical instability and long-standing lack of confidence in each other, Member States wanted to 

pursue integration in the most limited nature possible.  The first major issue with the MERCOSUR 

                                                 
34 BBC News, “Profile: MERCOSUR- Common Market of the South”.  January, 2008. 
35 A English version of the Protocol of Olivos is available through the UN Treaty website,  
http://untreaty.un.org/unts/144078_158780/5/7/13152.pdf 
36 See Tables 1.1 and 1.2.  

  



 

model is that it does not involve any sort of legal framework, like that apparent in NAFTA or 

other free trade arrangements, and the road towards establishing a common market is defined 

by political negotiations rather than inherent institutions.37  Additionally, the scope of the project 

is much more limited in nature than that of NAFTA and subject to the political whims of its 

individual actors rather than its institutions.  Internal disputes can be drawn-out further by using 

the WTO as a forum rather than having an internal mechanism for settling disagreements.  The 

lack of bodies solely responsible for regulation and enforcement of passed treaties also limits 

success in policy convergence.  In order to be successful, the framework of MERCOSUR must be 

renovated to some extent.  The viability of this, however, is limited by the political dimension of 

MERCOSUR, which will be further discussed in the following section.   

 

MERCOSUR Achievements and Deficiencies  

By understanding the MERCOSUR framework, it will be possible to evaluate the different 

achievements and deficiencies of this model of integration in terms of three vital aspects: trade 

and economic convergence, institutional structure, and politics.  All three of these segments are 

interrelated and vitally important to the overall success of MERCOSUR in advancing growth.  

MERCOSUR has experienced both positive and negative aspects in each of these areas during its 

history of integration but it currently has reached a point where in order to proceed any further, 

the main limitations it faces must be reviewed and addressed.   It will be possible to direct the 

future of the initiative by enacting changes to overcome its inherent weaknesses in its 

institutional structure while also making the most of its strengths in supportive political will and 

current economic trends.    

 

Trade and Economic Convergence 

Regarding the achievement of the main political and economic goals proposed at the onset of the 

creation of MERCOSUR, the results have been mixed.  In the first five years of its life, although 

                                                 
37 Nicola Philips, The Southern Cone Model, 87.  

  



 

there was an improvement in the behavioral patterns of growth and inflation and a significant 

reduction of economic disparities, in general the macroeconomic trends within the bloc continue 

to be plagued by the tradition of instability in the region.  It is important to note that during the 

initial period, the exchange of information necessary for policy coordination was an informal 

process as appropriate bureaucratic institutions were not in place to facilitate such interaction on 

a more formal level.38   

2. The World Bank Group Development Data and Statistics 
MERCOSUR Countries 

 
2000 2005 2006 2000 2005 2006

GNI, Atlas Method (in billions current US$ ) Exports of Goods & Services  (% of GDP)
Argentina 275.6 172.7 201.4 Argentina 10.9 24.6 23.3
Brazil 673.7 725.7 892.8 Brazil 10 15.1 14.7
Paraguay 7.2 6.7 8.4 Paraguay 38.2 46.9 50.1
Uruguay 20.5 15.1 17.6 Uruguay 21 27.9 30.3
Venezuela 99.7 131.2 164 Venezuela 29.7 39.7 38.5
LAC 1.9 trillion 2.3 trillion 2.7 trillion LAC 20.4 25.1 24.4

GDP (in Billions Current US$) Imports of Goods & Services (% of GDP)
Argentina 284.2 183.2 214.1 Argentina 11.5 19 18.8
Brazil 644.5 882.5 1.1 trillion Brazil 11.7 11.5 11.7
Paraguay 7.1 7.3 9.1 Paraguay 49 53.9 67.2
Uruguay 20.7 16.6 19.3 Uruguay 19.3 30.1 29.2
Venezuela 117.1 144.8 181.9 Venezuela 18.1 17.4 14.4

1.9 trillion 2.3 trillion 2.7 trillion LAC 21.4 22.4 22

GDP Annual Growth Rate % Net Energy Imports (% of energy use)
Argentina -0.8 9.2 8.5 Argentina -32.9
Brazil 4.3 2.9 3.7 Brazil 22.6
Paraguay -3.3 2.9 3.9 Paraguay -77
Uruguay -1.4 6.6 7.1 Uruguay 66.6
Venezuela 3.7 10.3 103 Venezuela -289.6
LAC 3.9 4.6 5.5 LAC -40.4

Merchandise trade (% of GDP) Energy Use (kg of oil equivalent per capita)
Argentina 18.1 37.7 37.7 Argentina 1678.8
Brazil 17.7 22.2 21.2 Brazil 1068.1
Paraguay 43.3 74.9 87.8 Paraguay 722.7
Uruguay 27.9 43.8 46 Uruguay 932.5
Venezuela 18.1 17.4 14.4 Venezuela 2333.3
LAC 36.3 42.2 42.9 LAC 1153.4  

 
Source: World Bank Group Development Data and Statistics, http://web.worldbank.org/data/ 

 

In terms of increasing intraregional trade, great success was seen during between 1991 and 

1995, where intraregional exports of total exports expanded from 11.1 percent to 20.4 percent.  

                                                 
38 “MERCOSUR Report Number 1 (1991-1995)”. INTAL, Inter-American Development Bank, 1995 

  



 

Imports followed a similar trend, with the MERCOSUR suppliers’ share of total imports of the 

region increasing from 15.9 percent to 18.7 percent.39  The most immediate effect of MERCOSUR 

in trade in the energy sector was the increase of oil imports from Argentina to Brazil.  In fact, the 

share of Argentinean light oil in the total load processed in Brazilian refineries went from less 

than one percent to nearly 20 percent in the first six years of the agreement.40  In terms of 

market access, many national regulations continued to stifle intraregional free trade.  While the 

definitive goal of MERCOSUR was to set up an effective customs union that would foster 

intraregional trade, investment and economic convergence among Member States, most 

continued to enforce their own origin compliance regulations for various products, limiting the 

free flow of goods between member states.  For this reason, MERCOSUR has often been 

regarded as an incomplete customs union.  

 

A major deficiency in trade within MERCOSUR continues to be the lack of integration of the most 

important national industries within the customs union.  The automotive and sugar sectors, which 

make up two of the most important sectors in Argentina and Brazil, continue to be excluded from 

the CET and common policies while deadlines for incorporating these key industries continued to 

be pushed back.  Thus instead of resolving the issue through MERCOSUR, this inability of the 

agreement to facilitate compromise has instead allowed continual disagreement between Brazil 

and Argentina.  1998-2002 marked a dark period for MERCOSUR as Argentina, and Brazil to a 

lesser extent, experienced severe financial crisis and economic collapse. This period was also 

characterized by the reduction of economic interdependence and trade, the devaluation and 

collapse of exchange rates and dwindling international credibility for MERCOSUR Member States.  

Adverse international and regional macroeconomic trends caused members to revert to unilateral 

measures to protect their economies, which also defeated the purpose of creating a multilateral 

regime that would provide greater stability and credibility.  The need to attend to domestic 

                                                 
39 “MERCOSUR Report Number 1 (1991-1995)”. INTAL, Inter-American Development Bank, 1995. 
40 Mendes da Fonseca,  Maria and Luís Eduardo Duque Dutra. “Energy Integration in South America: Driving Force for 
Regional Integration Process?” Inter-American Development Bank Working Paper, October 22, 2007. 

  



 

political pressures and reverse economic recession caused ad hoc macroeconomic policy 

coordination between Member States.41  A lack of monetary policy coordination preceding the 

crisis also greatly hindered economic development during this period and in turn allowed for 

greater crisis to occur.  Economic activity contracted by over 10 percent because of the crisis and 

resulting instability.42  Therefore, the crisis at the beginning of the new millennium proved the 

incessant vulnerability of the Southern Cone to both external and regional shocks and further 

underscored MERCOSUR’s inability to successfully overcome this vulnerability at the time.   

 

Amazingly, post-crisis recovery due to economic reforms and new political support43 has 

reinvigorated MERCOSUR and economic development levels in the Southern Cone.  Intraregional 

trade levels have recovered to pre-crisis positions, and future growth is predicted to continue to 

reinvigorate the bloc.  In 2006 alone, intrasubregional exports grew by over 20 percent.44  Both 

Argentina and Uruguay supported high levels of GDP recovery growth from 2000 to 2006, with 

8.7 and 8.5 percent changes respectively.  Venezuela also boasted over a 10 percent GDP growth 

rate for 2006, while growth in Brazil and Paraguay remained closer to average LAC levels.45  

Although economic indicators continue to improve with expanding exports, the CET is still applied 

unevenly.  The two most important sectors, automobiles and sugar, continue to be deregulated.  

In addition, all goods continued to be subject to rules of origin, which defeats the purpose of 

composing a customs union.  It can be argued that both tariff and non-tariff barriers to trade 

continue to hinder economic convergence among Member States and although these issues have 

begun to be addressed, the timetables for reducing such barriers are insufficient.  For instance, in 

2006 the levels of taxes on value-added products are quite similar across the board, but 

Argentina still attached a 12.1 non value added-tariff on goods unlike its counterparts, which 

indicates that tariff and policy harmonization, a major goal of MERCOSUR upon its creation, is still 

                                                 
41 Phillps, The Southern Cone Model, 93.  
42 “MERCOSUR Report Number 8 (2000-2001)”. INTAL, Inter-American Development Bank, 2001. 
43 With the elections of Mr. Lula da Silva in Brazil and Mr. Kirchner in Argentina; “MERCOSUR Report N. 8, 2001-2002”.  
44 “Latin America and the Caribbean in the World Economy 2006, Trends 2007”. Division of International Trade and 
Integration, August 2007, 123-155. 
45 See Table 2.  

  



 

incomplete.  Solving this problem, however, is a task that will take institutional renovation and 

persistent political support.  In addition, in order to create sustainable development, MERCOSUR 

must initiate programs with long-term economic goals in mind.  If the two most important sectors 

of MERCOSUR become an inherent part of the agreement and are subject to the CET, economic 

progress will be facilitated much more easily.  Venezuela’s integration must also be of central 

concern, as tariff levels currently in place in the country are significantly lower than those in the 

original Member States.   

 

Thus the economic progress of MERCOSUR has been varied since it began in 1991.  Integration 

increased throughout the 1990s, then suffered a severe contraction with the financial contagion 

crisis of 2000, and has since recovered and is now propelling the bloc forward at high levels of 

growth.  MERCOSUR is at the point where long-term economic policies are needed to sustain this 

growth seen post-crisis.  According to the most recent ECLAC report on MERCOSUR progress for 

2000-2007, in terms of quality and intensity of trade, MERCOSUR is experiencing unprecedented 

levels growth in intraregional trade, which are the highest in LAC.  In addition, MERCOSUR as a 

whole boasts increasing levels of export diversification; yet intraregional exports have declined as 

a proportion of total trade, with smaller countries losing ground in market access.46  The key 

trade and economic issues of correcting rules of origin, imposing the CET on important sectors, 

and integrating Venezuela into the tariff liberalization must be solved through changes in 

institutional structure and political support. The following trade tables for MERCOSUR countries 

are useful in demonstrating the makeup and transition of trade for the Member States for the 

year 2007.  The interconnectivity of the bloc is apparent by its import and export partners, but 

also proves that MERCOSUR is also interested in maintaining trade with the international 

community.  Additionally, the continuous tariff and trade barriers demonstrate the further 

blockades for true convergence within MERCOSUR.   

                                                 
46 “Regional integration and trade-agreement convergence” 80-87.   

  



 3.1 World Trade Organization Trade Profiles- Argentina and Brazil  
 

Argentina
Contribution to WTO budget (%, 2007) 0.337 Number of:
Import duties collected (%, 2002-2004): Goods RTAs - services EIAs notified to W 3 - 1

in total tax revenue 2.8 GATS services sectors with commitments   63
to total imports 3.8 Dispute rulings (complainant - defendant) 3 - 6

MFN tariffs Applied 
2006 Notifications outstanding  (CRN)   12

Simple average of ad-valorem  duties
All goods   31.9   12.2 Number of contingency measures in force: 

Agricultural goods (AOA)   32.6   10.1 64
Non-agricultural goods   31.8   12.6 3

  0
  0.0   12.1

MFN duty free imports (%, 2005):
  14.9
  21.4

MERCHANDISE TRADE Value
2006

 46 569
 34 158

2006  a
  0.39 0.28

Breakdown in economy's total exports

Agricultural products   45.8 Agricultural products 4.1
Fuels and mining products   19.5 Fuels and mining products 8.6
Manufactures   31.7 Manufactures 86.5

1. European Union (25)   16.9 1. Brazil   37.0
2. Brazil   15.8 2. European Union (25)   19.0
3. United States   11.4 3. United States   15.8
4. Chile   11.2 4. China   5.3
5. China   7.9 5. Mexico   2.6

Brazil
Contribution to WTO budget (%, 2007) 0.872 Number of:
Import duties collected (%, 1997-1998): Goods RTAs - services EIAs notified to W 4 - 1

in total tax revenue 5.6 GATS services sectors with commitments   43
to total imports 7.1 Dispute rulings (complainant - defendant) 11 - 2

Tariff binding coverage (%)   100 Notifications outstanding  (CRN)   28
MFN tariffs Applied 

2006
Simple average of ad-valorem  duties Number of contingency measures in force: 

All goods   31.4   12.3 49
Agricultural goods (AOA)   35.5   10.2 1
Non-agricultural goods   30.8   12.6   1

  0.0   0.0

MERCHANDISE TRADE Value
2006

 137 470
 95 886

2006
  1.14 0.77

Breakdown in economy's total exports

Agricultural products   28.8 Agricultural products 6.2
Fuels and mining products   19.2 Fuels and mining products 24.3
Manufactures   49.8 Manufactures 69.1

1. European Union (25)   22.1 1. European Union (25)   22.0
2. United States   18.0 2. United States   16.3
3. Argentina   8.5 3. Argentina   8.8
4. China   6.1 4. China   8.7
5. Mexico   3.2 5. Nigeria   4.3

Final bound

Countervailing duties (30 June 2006)

Annual percentage change
2000-2006 2005 2006

16

Non ad-valorem  duties (% of total tariff 

23 16Merchandise exports , f.o.b. (million US$)
Merchandise imports , c.i.f. (million US$) 8 17

  By main destination   By main origin

Final bound

 

24

Non ad-valorem  duties (% of total tariff 

in agricultural goods (AOA)

Anti-dumping (30 June 2006)
Countervailing duties (30 June 2006)
Safeguards (23 October 2006)

in non-agricultural goods

Merchandise exports , f.o.b. (million US$)
Merchandise imports , c.i.f. (million US$) 28 19

2006  a

Annual percentage change
2000-2006 2005 2006

10 17 15
5

Share in world total exports Share in world total imports 

Breakdown in economy's total imports
  By main commodity group (ITS)   By main commodity group (ITS)

  By main destination   By main origin

  By main commodity group (ITS)

Anti-dumping (30 June 2006)

Safeguards (23 October 2006)

2006
Share in world total exports Share in world total imports 

Breakdown in economy's total imports
  By main commodity group (ITS)

 

  



 
3.2 World Trade Organization Trade Profiles- Paraguay and Uruguay 

 

 

Contribution to WTO budget (%, 2007) 0.034 Number of:
Import duties collected (%, 2003-2005): Goods RTAs - services EIAs notified to W 3 - 1

in total tax revenue 16.9 GATS services sectors with commitments   9
to total imports 3.8 Dispute rulings (complainant - defendant) 0 - 0

Tariff binding coverage (%)   100 Notifications outstanding  (CRN)   17
MFN tariffs Applied 

2006
Simple average of ad-valorem  duties Number of contingency measures in force: 

All goods   33.5   9.9 ...
Agricultural goods (AOA)   33.2   9.8 ...
Non-agricultural goods   33.6   10.0   0

  0.0   0.0
MFN duty free imports (%, 2004):

  41.0
  55.2

MERCHANDISE TRADE Value
2006

 1 906
 5 879

2006
  0.02 0.05

Breakdown in economy's total exports

Agricultural products   83.0 Agricultural products 6.8
Fuels and mining products   1.1 Fuels and mining products 13.5
Manufactures   15.9 Manufactures 79.7

1. Uruguay   22.0 1. China   25.1
2. Brazil   17.2 2. Brazil   19.0
3. Russian Federation   11.9 3. Argentina   13.0
4. Cayman Islands   9.5 4. Japan   11.0
5. Argentina   8.8 5. United States   6.0

Uruguay
Contribution to WTO budget (%, 2007) 0.039 Number of:
Import duties collected (%, 2003-2005): Goods RTAs - services EIAs notified to W 3 - 1

in total tax revenue 6.8 GATS services sectors with commitments   30
to total imports 4.7 Dispute rulings (complainant - defendant) 0 - 0

Tariff binding coverage (%)   100 Notifications outstanding  (CRN)   27
MFN tariffs Applied 

2006
Simple average of ad-valorem  duties Number of contingency measures in force: 

All goods   31.6   10.6 ...
Agricultural goods (AOA)   33.9   10.0 ...
Non-agricultural goods   31.2   10.7   0

  0.0   0.0
MFN duty free imports (%, 2004):

  22.3
  44.6

MERCHANDISE TRADE Value
2006

 3 953
 4 757

2006
  0.03 0.04

Breakdown in economy's total exports

Agricultural products   64.9 Agricultural products 11.1
Fuels and mining products   4.3 Fuels and mining products 29.0
Manufactures   29.4 Manufactures 60.0

1. European Union (25)   17.0 1. Argentina   22.6
2. Brazil   14.7 2. Brazil   22.6
3. United States   13.6 3. Bolivarian Rep. of Venezuela   12.6
4. Argentina   7.6 4. European Union (25)   10.2
5. Russian Federation   5.7 5. China   7.3

  By main commodity group (ITS)
Breakdown in economy's total imports

  By main commodity group (ITS)

Share in world total exports 
2006

Share in world total imports 

Final bound

in agricultural goods (AOA)

Paraguay

Non ad-valorem  duties (% of total tariff 

in agricultural goods (AOA)
in non-agricultural goods

Annual percentage change
2000-2006 2005 2006

Merchandise exports , f.o.b. (million US$) 14 4 12

Share in world total imports 

Breakdown in economy's total imports
  By main commodity group (ITS)

Merchandise imports , c.i.f. (million US$) 18 20 58

  By main destination

Final bound

2006

  By main commodity group (ITS)

  By main origin

Anti-dumping (30 June 2006)
Countervailing duties (30 June 2006)
Safeguards (23 October 2006)

Share in world total exports 

Non ad-valorem  duties (% of total tariff 

in non-agricultural goods

9 16

Annual percentage change
2000-2006 2005 2006

  By main destination   By main origin

Anti-dumping (30 June 2006)
Countervailing duties (30 June 2006)
Safeguards (23 October 2006)

Merchandise imports , c.i.f. (million US$) 5 25
Merchandise exports , f.o.b. (million US$) 16

23

 

  



 

 

 

3.3 World Trade Organization Trade Profiles- Venezuela 
 

Contribution to WTO budget (%, 2007) 0.302 Number of:
Import duties collected (%, 2003-2005): Goods RTAs - services EIAs notified to W 3 - 0

in total tax revenue 8.7 GATS services sectors with commitments   63
to total imports 6.4 Dispute rulings (complainant - defendant) 1 - 0

Tariff binding coverage (%)   100 Notifications outstanding  (CRN)   55
MFN tariffs Applied 

2006
Simple average of ad-valorem  duties Number of contingency measures in force: 

All goods   36.8   13.0 ...
Agricultural goods (AOA)   55.6   15.0 ...
Non-agricultural goods   33.9   12.7   0

  0.0   0.0
MFN duty free imports (%, 2004):

  0.0
  4.9

MERCHANDISE TRADE Value
2006

 65 210
 33 616

2006  a
  0.54 0.27

Breakdown in economy's total exports

Agricultural products   0.2 Agricultural products 10.7
Fuels and mining products   91.8 Fuels and mining products 2.4
Manufactures   5.2 Manufactures 86.7

1. United States   43.0 1. United States   30.6
2. Taipei, Chinese   5.0 2. European Union (25)   13.9
3. European Union (25)   4.6 3. Colombia   11.0
4. Colombia   1.8 4. Brazil   9.1
5. Canada   1.4 5. Mexico   7.1
    Unspecified destinations   18.4     Unspecified origins 0.1

  By main commodity group (ITS)   By main commodity group (ITS)

  By main destination   By main origin

2006  a
Share in world total exports Share in world total imports 

Breakdown in economy's total imports

Merchandise imports , c.i.f. (million US$) 13 44 40
Merchandise exports , f.o.b. (million US$) 12 40 18

Annual percentage change
2000-2006 2005 2006

Boliviaran Rep. of Venezuela

Anti-dumping (30 June 2006)

Final bound

Countervailing duties (30 June 2006)

Non ad-valorem  duties (% of total tariff 

in agricultural goods (AOA)
in non-agricultural goods

Safeguards (23 October 2006)

 
 

 
Source for tables 3.1-3.3: World Trade Organization Statistical Database and Trade Profiles October 2007 
http://stat.wto.org/CountryProfile/WSDBCountryPFHome.aspx?Language=E 

Institutional Structure 

After initial success in the transitory period established various MERCOSUR institutions, the 

second period of MERCOSUR integration unveiled institutional deficiencies inherent in the 

arrangement.  Major problems were regulatory inefficiency, to ability to attack policy issues, such 

as the various non-tariff barriers that had yet to be addressed, and the need to upgrade and 

  



 

reinvent institutions by fostering greater political will and interest in doing so.  National 

sovereignty took precedence over institutional structure, which in turn has limited much of the 

possible success and efforts at further expansion of the bloc.  Economic progress until the 

beginning of the financial crisis in 1998 was determined by regulations set by ad hoc and 

temporary institutions, and then ratified by each of the legislatures in the Member States.  

Therefore, there were no internal institutions to make decisions or address potential problems 

facing MERCOSUR.  Additionally, while by the creation of a trade commission handled internal 

disputes, it did nothing to enforce common trade policies, which continues to be a major issue 

restricting further progress.  Little success has come in the area of harmonizing policies that have 

the potential to distort competitiveness; although a Technical Committee on Public Policies that 

Distort Competitiveness was created in 1995, the committee has done little to meet timelines and 

create effective policy besides foster talks and exchange information. 

 

Another institutional deficiency is the lack of a mechanism that can be used to incorporate new 

Member States into the agreement, should it continue to expand.  Institutionally, the foundation 

documents of MERCOSUR do not include formal guidelines for the admittance of new members to 

the regional bloc; instead, MERCOSUR grants associate status to new members interested in 

joining the bloc.47  Associate Members, while able to reap the benefits of increased trade, are not 

bound by any institutional decisions or treaties.  In fact, Associate Members cede no control to a 

supranational MERCOSUR entity, and are able to pursue other economic arrangements.  The lack 

of commitment to MERCOSUR of Associate Members underscores the structural deficiencies of 

the agreement.  The expansionary process is extremely vulnerable to changes in the political 

climate of each member state, which in turn questions member state’s commitment to expanding 

economic integration organization.48 The lack of an inherent institutional mechanism to admit 

new members indeed limits the success of MERCOSUR in forging a strong and lasting regional 

                                                 
47 Current Associate Member States include Chile, Colombia, Bolivia, Peru, and Ecuador. Mexico acts as an observer.   
48 Samuel A. Arieti, “The Role of MERCSUR”, 761-773. 

  



 

bloc.  If there are no incentives to increase political accords and enhance existing institutions, the 

bloc will never be able to continue to achieve economic development for those countries 

involved.  Again, this institutional structure serves to exemplify the deep lack of trust between 

LAC countries that continue to be problematic even with enhanced trade within the region.  

These vulnerabilities continue to limit the success of the bloc and do nothing towards gaining 

true convergence.  It must be remembered, however, that movement towards greater 

institutionalization of MERCOSUR must also take into consideration the political situation and 

history of alliances and rivalries within the region rather than just simply adapting a theoretical 

model to redesign its institutions.49

 

Politics 

Although MERCOSUR currently focuses on economic convergence, the political underpinnings of 

the agreement also have quite a large influence in determining the success of MERCOSUR.  IN 

fact, many of the limitations seen in economic progress are derived from political disagreements.  

Upon the onset of MERCOSUR, regionalism in the Southern Cone was seen as a way to facilitate 

and provide the political support needed for implementing neoliberal reforms spreading 

throughout the region.  Moreover, cooperation was seen as a way to foster the re-

democratization of the region after years of authoritarian regimes.  The return of democracy is 

incredibly important in facilitating changing regional ideologies, as the new democratic leaders of 

both Brazil and Argentina reunited in presidential summits after many years of contention to 

discuss the possibilities in coordination and the benefits of working together.50  After decades of 

isolationist policies, the coordination between the great southern powers was obviously going to 

be a gradual process, as trust between both the administrations and the publics of each country 

needed to be revived and reassessed. 

 

                                                 
49 Pena, Celina and Ricardo Rozemberg. “MERCOSUR: A Different Approach to Institutional Development”, FOCAL Policy 
Paper, May 2006. 
50 Andrea Oelsner. International Relations in Latin America, 90.  

  



 

Overcoming severe domestic economic problems by providing regional stability was the main 

political goal upon the onset of MERCOSUR.  The regional initiative “sought to improve its 

members’ productivity by taking advantage of economies of scale and to become a more 

attractive region for international trade and investment”.51 Thus stability was an incredibly 

attractive factor for attracting foreign investment, which in turn would foster economic 

development.  By 1995, intraregional trade and investment links, although not sufficient to create 

significant interdependency, increased steadily and fostered political convergence.  Political 

agreement waned during the late 1990s with the arrival of severe economic crisis in Argentina 

and Brazil.  During this time, while Member States had yet to agree on common rules for all 

products and other important economic aspects, old time rivalries reappeared, as individual 

economies implemented protectionist and unilateral policies to  safeguard their economies from 

the financial shocks.52  MERCOSUR’s susceptibility to political whims was never more apparent 

than during the period of 1998-2002.  During this period, MERCOSUR Member States withdrew 

from intraregional integration in an attempt to limit the negative impact of the financial 

contagion.  Post crisis, political actors were able to renegotiate and continue economic 

development progress, but the fact remains that MERCOSUR, without any sort of supranational 

institution to limit the political volatility of its Member States, will continue to face problems.   

 

Another political dimension of MERCOSUR is the integration of the newest Member State, 

Venezuela,53 a country that some has more political importance than economic weight.  The 

often controversial political stance of Venezuela’s leader, Hugo Chavez, could also be problematic 

for the trade bloc; the leader is undeniably anti-US, which is somewhat economically ironic 

considering that the U.S. makes up the main destination for most of Venezuela’s exports, 

receiving 43% of total exports, which are mainly concentrated in oil.  MERCOSUR partners do not 

                                                 
51  Andrea Oelsner. International Relations in Latin America, 177.  
52 Phillips, The Southern Cone Model, 94.  
53 Venezuela joined MERCOSUR on July 6, 2006.  “Profile: MERCOSUR- Common Market of the South”.  BBC News Online, 
January 28, 2008. 

  



 

even make the list of top five receivers of Venezuelan exports,54 underscoring the clearly more 

important political aspect of MERCOSUR’s expansion to include the oil-rich nation.  The addition 

of Venezuela could have significant benefits for the integration of the energy sectors in South 

America, which will be detailed further in the following section.  As the other four Member States 

are already more integrated in terms of export and import connections, Venezuela needs to make 

significant progress to overcome these asymmetries within the next few years for its addition to 

be meaningful and contributory towards growth.55  Due to the distinct characteristics of foreign 

trade and lack of integration MERCOSUR and Venezuela, it will be no easy task coordinating and 

harmonizing the economic policies of MERCOSUR and the Member States.   

 

The Political dimension of MERCOSUR is critical in assessing the overall progress of the accord. 

As the development of MERCOSUR marked a transition from rivalry to coordination in the region, 

the bloc continues to face difficulties in overcoming the political whims of Member States, 

especially those of Brazil and Argentina.  Instead of quelling regional political tensions, the 

institutional limitations of MERCOSUR actually permit political agendas to dictate the progress of 

integration.  Indeed, many wonder how MERCOSUR will be able to succeed when there is so 

much internal doubt and rivalry limiting the economic development and convergence of the bloc’s 

Member States.  The addition of the newest player, Venezuela, also poses important political 

questions, especially where energy is concerned.  What is apparent, however, is that negotiations 

need to be made with the long-term in mind.  From this, the most important political negotiation 

will be how to deal with and overcome continual internal disputes, how to include the key 

industries to qualify for the CET, and lastly, how to effectively incorporate Venezuela.   

                                                 
54 See Table 3.3.  
55 By comparing data on Tables 3.1-3.3.  

  



 

IV. ENERGY INTEGRATION 

 

Energy in Latin America and the Caribbean 

Although LAC has seen advances in economic integration movements, little attention has been 

paid to fully incorporating energy into these economic integration approaches.  Integration in 

energy is indeed not a new concept and has been brewing within the continent for the past few 

decades yet has failed to make major progress within trade agreements.  This paper argues that 

based on the current  global energy situation, energy integration is an incredibly vital piece of the 

integration puzzle in South America and has the potential to be a main source of economic 

development and advancement for the region.  Skyrocketing international oil prices and natural 

gas volatility coupled with increasing energy demands have spurred fear of shortages and caused 

reassessment of how to approach energy issues, especially since the oil and gas industries have 

become central to economic growth strategies throughout the developing world.56  Gaining 

convergence in the energy sector will be just as difficult as overcoming trade differences in LAC.  

The benefits from doing so, however, will be paramount.   

 

Similar to the current problems impeding MERCOSUR growth, lack of integration within the 

energy sector is due to insufficient institutional development.  The lack of effective energy 

integration also stems from the mismanagement of such energy resources as oil and natural gas, 

inadequate regulatory mechanisms, a significant lack of governmental political will to undertake 

energy integration, and few incentives for private sector promotion and international 

coordination.57  Nevertheless it can be argued that reorienting MERCOSUR negotiation plans to 

address these instances is not only necessary within the next few years, but could also be a way 

for the trade bloc to overcome its inadequacies in other areas to create more integrated 

economic development.   

                                                 
56 Mendes da Fonseca, “Energy Integration in South America”,  1. 
57 Georges D. Landau “Brazil and Latin America’s Energy Crisis”, 2007.   

  



 

LAC Energy Reserves 

LAC as a whole is not terribly concerned with importing oil: a handful of LAC countries have 

considerably large oil and natural gas reserves ensuring self-sufficiency, with some even being 

important international oil exporters.  For MERCOSUR countries, Venezuela is a member of OPEC 

due to its huge reserves of heavy oil, Argentina is a producer of light oil and Brazil, who is 

already a self-sufficient producer of energy, has discovered massive natural gas fields in its 

territory within the last year.58  These three countries possess some of the largest crude oil and 

natural gas in the Americas.  For the region as a whole, energy use in 2000 was at 1153.4 kg of 

oil equivalent per capita.  Energy use in Argentina and Venezuela are above the regional average, 

while the only countries to have a positive value of net energy imports is Brazil and Uruguay, 

while the other MERCOSUR member nations are net exporters of oil and equivalent energy 

sources.59 Although fuel production makes up a considerable part of the Brazilian economy, 

manufactures compose largest sector of Brazilian exports at 49.8 percent.  Energy exports are 

dwarfed in Argentina, Paraguay, and Uruguay, where the agricultural sector continues to 

dominate the exports Fuels and mining products compose 19.2 and 19.5 percents of Brazil’s and 

Argentina’s exports respectively; while Uruguay and Paraguay supported insignificant numbers in 

this area, Venezuela’s exports are dominated by fuels at 91.8 percent.  The economic challenge 

MERCOSUR Member States face, therefore, is working towards export convergence, which will be 

a difficult feat.  While the addition of Venezuela allows for greater focus to be placed on energy 

integration, the way by which to approach this issue is complicated.   

                                                 
58 Mendes da Fonseca, “Energy Integration in South America”, 5.  
59 Based on data in Table 2, page 25.  

  



 

 

4 Oil and Gas Levels for the Americas, 2002-2006 
 

 
 

 
 
Source: OPEC Annual Statistical Bulletin 2006, 
http://www.opec.org/library/Annual%20Statistical%20Bulletin/pdf/ASB2006.pdf 

Energy Integration Initiatives 

IIRSA 

Outside of the economic integration initiatives currently in place in LAC, other attempts at energy 

cooperation are gaining precedence throughout LAC.  For instance, progress has been made in 

terms of physical infrastructure development with the creation of Initiative for the Integration of 

Regional Infrastructure in South America (“IIRSA”) which began in 2000.60  With funding from 

regional partners such as the Inter-American Development Bank (“IADB”), the Andean Finance 

Corporation (“CAF”), and the Financial Fund for the Development of the River Plate Basin 

(“FONPLATA”), IIRSA has initiated several large-scale infrastructure projects to foster energy 

                                                 
60 IIRSA’s website available in English at http://www.iirsa.org/acercadeiirsa_ENG.asp?CodIdioma=ENG.  

  



 

cooperation and pipelines, telecommunications and transport networks in South America.  

Investment in physical infrastructure has been argued to have widespread environmental risks 

including destruction of the rainforest, but other maintain that such an investment, especially 

with gas pipelines, would not only be able to secure LAC energy resources but could enable the 

region to supply other markets as well.61  The creation of a 5,000 mile pipeline from Venezuela 

through the Amazon to Argentina began in 2006 – the same year as Venezuela’s induction to 

MERCOSUR- as a way to provide Venezuelan oil to much of South America.  This costly and 

controversial project62 is part of further integration of energy within South America, and the so-

called creation of an Energy Ring in the Southern Cone.  By reducing dependence on foreign oil 

sources, IISRA hopes to aid in the development of LAC nations in need of oil and other energy 

resources.  Likewise, energy cooperation has the potential to be translated into economic 

cooperation as well, especially when there are the necessary physical networks in place to foster 

such integration.   

 

Venezuela and Petroaméricas 

Venezuela’s addition to MERCOSUR has great impacts on both the future direction of MERCOSUR 

and the energy supply of the bloc.  Among the top oil producing countries in the world, the 

nation has boasted a booming economy in recent years, especially due to soaring international 

prices for crude oil.  In addition to oil, Venezuela also has the region's largest natural gas 

reserves63 and distinguishes many potential benefits from deepening energy ties with other 

South American nations.  Based on the political agenda of Venezuela, increasing energy trade 

with its South American partners would have the dual effect of reducing its trade levels with the 

United States and reducing the region’s dependency upon its Northern neighbor.  The country 

                                                 
61 Mendes da Fonseca, “Energy Integration in South America”, 12.  
62 Using the pipeline for distances farther than 3,000km is argued to be more expensive than liquefying the gas and 
exporting it by sea; however Venezuela maintains the cost is outweighed by the benefits of further integration.  See “The 
Difficult Path toward Energy Integration in South America”, July 26, 2006.  
63 See Table 2, OPEC Statistics for Oil and Natural Gas Reserves.   

  



 

has sponsored the creation Pertoamérica,64 a regional oil initiative that will provide access for the 

various countries in the Americas to Venezuelan non-renewable energy sources.  Among its 

goals, Petroaméricas aims to reduce regional asymmetries, minimize the negative impact of 

energy costs, redefine intraregional relations on the basis of their resources and potentials, and 

lastly, strengthen other regional initiatives such as MERCOSUR.65  A positive aspect of this initiate 

is that is it sponsored and driven by a LAC nation, which will reduce the region’s dependency on 

the international community and strengthen intraregional accords.  What is problematic with an 

initiative lead solely by Venezuela is the international political dynamics to which it may be 

subject.  Although such an energy initiative would improve energy access for many LAC 

countries, the initiative is very anti-international and specifically anti-US.  While many nations in 

LAC want to reduce dependency on the United States, some are unwilling to completely cut all 

economic and political ties with the world’s economic powerhouse.  Accordingly, many nations 

within the region are hesitant to become aligned with this controversial approach, especially due 

to their budding trade relationships with US.  While regionally designed and led programs are 

indeed necessary, an initiative that is made up by a group of Members instead of one sole leader 

will indefinitely be more successful for the region in addressing the wide range of issues they 

currently face.  Additionally, Petroaméricas focuses upon increased access to non-renewable 

sources of energy, which is a short-term solution to solving the greater problem of energy use.  

While energy access is a key issue for South America, without building energy policy initiatives 

that focus on the future of energy are also not a sustainable method of development.   

 

Political and Structural Limits and Future of Energy Integration 

This paper argues that while Venezuela’s addition to MERCOSUR will have short-term positive 

affects on energy access, MERCOSUR needs to begin a transition towards effective energy policy 

convergence.  Although energy access problems will be solved for the time being, future side-

                                                 
64 The initiative has various subgroups that are subregion-specific including Petrosul, Petroandina, and Petrocaribe, all of 
which are sponsored by the state ran Venezueal Oil company Petróleos de Venezuela.    
65 “Petroamerica” Petróleos de Venezuela S.A., 2005. 

  



 

effects such as environmental degradation and limited fuel sources remain problematic.  

Moreover, further energy integration faces the same problems as MERCOSUR does in achieving 

further progress.  It is imperative that MERCOSUR Member States evaluate additional methods by 

which to solve the political and structural limits that are currently hindering progress in 

MERCOSUR.  Once doing so, energy policy convergence will also have more opportunity to 

prosper.  The paper emphasizes the reciprocal nature of addressing MERCOSUR obstacles along 

with energy policy issues allows similar reforms, meaning that common policies can be enacted 

to solve both concurrently.   

 

It is indisputable that Venezuela’s addition to MERCOSUR has been seen as an attractive element 

for other Member States in terms of energy.  Both current Brazilian President Lula da Silva and 

former Argentine Head of State Nestór Kirchner have viewed increasing trade with Venezuela to 

be a way to provide energy security, which is an incredibly important problem facing both 

countries.66  Venezuela indeed has given MERCOSUR greater economic clout with its great 

energy reserves, but likewise has raised fears that the controversial Venezuelan leader Hugo 

Chavez could steer the goals of the group away from free trade towards a more politicized 

position that might be harmful towards trade convergence.67  The dependence on a politically 

volatile nation such as Venezuela could prove tumultuous and quite difficult to coordinate for 

MERCOSUR.  Currently, there is not an easy way to reorient MERCOSUR towards better policy 

convergence in the energy sector.  While the bloc already has a technical subgroup within the 

CMG that focuses on energy policy,68 it has encountered the same difficulties in coordination and 

reaching a consensus the rest of MERCOSUR negotiations due to institutional structure 

deficiencies discussed in the previous section.  In fact, the complex design of MERCOSUR’s 

institutional framework generates slowness and inefficiency in solving key issues in energy.  It is 

clear that progress in both regional integration and energy integration are facing similar 

                                                 
66 Benson, Drew. “Venezuela's Chavez offers alternatives to Brazil's Petrobras”. Gas and Oil Connections, Vol. 12.16. 
August 8, 2007. 
67 “Profile: MERCOSUR- Common Market of the South”.  BBC News Online, January 28, 2008. 
68 See table 1.1 

  



 

institutional challenges, an issue that must be addressed through institution reforms of the entire 

MERCOSUR system to permit economic growth for MERCOSUR.  

 

Access to oil is a key international issue for Latin America and the Caribbean as well as for the 

rest of the world.  What is important for MERCOSUR in relation to energy integration comes 

down to the bloc’s ability to overcome its structural deficiencies and create successful, long-

lasting policy.  A policy must be designed that continues the work of IISRA and in part that of the 

Petroaméricas initiatives in order to further South American energy ring development.  This work 

argues that the bloc must not rely too heavily on Venezuelan and other sources of crude oil and 

natural gas reserves because of the unsustainable nature and political underpinnings of this 

policy.  For while Venezuela may be able to promote oil security in the short run, MERCOSUR 

should begin to focus on producing more long-term initiatives to address pressing problems of 

non-renewable energy sources.  A way this will be possible is for MERCOSUR Member States to 

develop greater dialog on the presence of LAC oil reserves and how best to use these sources 

while continuing to invest in research and development in the renewable sector.  By working 

together with effective policies, MERCOSUR will be able to integrate energy into their economic 

system.  Additionally, MERCOSUR could become a forum for the various national oil companies to 

explore working together to use traditional energy more effectively as well as a starting point to 

begin to work together to find new energy solutions.   

 

The integration of energy into MERCOSUR’s founding goals is a vital step that will have the 

capacity to reinvigorate MERCOSUR and the success it has in providing economic growth for its 

Member States.  While MERCOSUR’s original intention is overcoming instability through trade and 

should continue to be so, energy must also be considered as equally conducive towards growth.  

If MERCOSUR is able to overcome the inherent deficiencies in its structure and its susceptibility to 

the political whims of its Member States, there is a great possibility for highly productive 

integration of the energy sector.  A new vision that concentrates of energy as well as trade 

  



 

integration will somewhat reorient MERCOSUR goals, but is necessary for the regional bloc to 

adapt to current global economy issues.  

 

 

V. CONCLUSIONS 

 

The “energy ring” initiative in the Southern Cone is a clear example of the path that must 

be taken, making bold moves that involve a high degree of coordination and consistency 

among the policies of the Member States. The challenge is considerable, and the priority 

that Governments have thus far given to the matter, plus the interest shown by foreign 

investors and multilateral financing organizations, allow some cautious optimism about the 

initiative’s future. If it becomes a reality, given its scope, it will become a turning point for 

regional integration and will pave the way for new measures to be adopted to reinforce 

economic and commercial complementarity in South American economies. 69

 

The above quote underscores both the difficult path ahead and the utmost necessity for 

MERCOSUR and South America to reorganize their objectives to continue to be successful in 

economic integration in the future.  Although it will be a bold step for Member States to take, 

refocusing efforts to concentrate on energy will give MERCOSUR the boost it unquestionably 

needs.  Admittedly, a common market with policy convergence and an effective institutional 

structure that applies to all members is “the most demanding of the many and varied ways to 

deepen integration.  The challenge today is to hold onto the ground already gained over the past 

decade, to meet the existing commitments and pave the way for new convergence among the 

different subregional groupings”.70  Creating a truly functional common market is the major 

challenge MERCOSUR continues to face in 2008 and the years to come.  It is important to note 

that with heightened globalization, regionalism is seen as the most successful strategy to respond 

to the problems of globalization.  Despite the fact that it seems nearly impossible that LAC will 

                                                 
69 “Regional Energy Integration Looks Distance but Could be Crucial” United Nations ECLAC Notes No. 26, May, 2006. pg 
80 
70 “Latin America and the Caribbean in the World Economy 2006, Trends 2007”. Division of International Trade and 
Integration, August 2007, 123-155. 

  



 

completely turn away from the idea of regional integration as a suitable development strategy, 

assessing which specific type of regional integration scheme is best for LAC remains indefinite.  

While this paper has outlined the different benefits and downsides inherent within three different 

approaches, MERCOSUR’s own challenges have been pinpointed as difficult yet not impossible to 

ameliorate and continue to create successful growth for its Member States in South America.    

 

This paper has outlined regional integration initiatives in LAC, highlighting the different 

approaches to integration pursued by different nations and the benefits and disadvantages 

associated with each type.  While unilateral and bilateral-US negotiations have been beneficial for 

many countries, MERCOSUR is evaluated in further detail as a LAC-based multilateral, regional 

integration method.  As an initiative that is driven solely by LAC nations to address regional 

problems, this method is accentuated because of the past failures in development seen based on 

the advice of the international community.  By understanding the history of its Member States, it 

has been possible to see the different implications such a structure as MERCOSUR has in the 

realms of trade, politics, and institutions and overall economic development.  Furthermore, this 

paper suggests that MERCOSUR must refocus its efforts to overcome the economic limitations 

and political susceptibility of its framework governing the agreement.  In addition, MERCOSUR 

needs to modernize its institutions in a useful way, foster continual political support, and focus on 

energy integration in order to take the initiative to the next level.   

 

The relationship between economic integration and energy policy convergence has been 

evaluated because of the imperative nature of energy security in the global economy.  Indeed, 

the possibilities of energy integration should be paramount in light of the substantial economic 

benefits which can be achieved.  While progress has been made in establishing physical 

infrastructure and regional initiatives to provide access to energy for South America, it is also of 

great importance for MERCOSUR to take these agreements one step further and think about 

long-term solutions to energy policy and energy security.  By drafting effective institutional 

  



 

reforms that are less politically susceptible and ad-hoc in nature, MERCOSUR should be able to 

overcome institutional deficiencies.  The issue of energy integration can drive this institutional 

reform with the creation of policies with specific timelines and long-term goals.  While the current 

Petroaméricas and IISRA initiatives are moving in the right direction towards greater dialog 

regarding energy issues, MERCOSUR must incorporate these issues into their framework to make 

their solutions a group effort rather than a single nation led approach.  Similarly, the different 

companies from Member States that currently use and export traditional energy can discuss 

future transitions towards renewable sources of energy by working together within the 

MERCOSUR structure.   

 

 The question remains how and if MERCOSUR will be able to successfully weave together the 

economic benefits, necessary financial investment, and continued support for regional initiatives 

to continue to be successful in the Southern Cone.  Yet these problems can be easily ameliorated 

with policy changes within MERCOSUR.  One possible solution is that by working regionally-led 

companies such as the Inter-American Development Bank and others who are currently involved 

in IIRSA, MERCOSUR can further advance coordination in energy.  Investment must also occur 

on a political level, and at the current time it seems this will be possible between the heads of 

states of Member States.  MEROCSUR should become the forum for further energy integration 

dialog, especially since its Member States and associate members possess a large portion of the 

energy reserves in LAC. This renewal and reorientation of policy within MERCOSUR to further 

progress on energy policy has the potential to make the bloc more successful in achieving higher 

and more sustainable economic growth.   

 

 

 

  



 

References 

 
 
Arieti, Samuel A.  “The Role of MERCOSUR as a vehicle for Latin American Integration”.  Chicago 

Journal of International Law, vol. 6 (2005/2006), pp. 761-773. 
 
"Bank of the South sets launch date on November 3, 2007 in Venezuela." International Herald 

Tribune. October 8, 2007. <http://www.iht.com/articles/ap/2007/10/08/business/LA-FIN-
Brazil-Bank-of-the-South.php> 

 
Benson, Drew. “Venezuela's Chavez offers alternatives to Brazil's Petrobras”. Gas and Oil 

Connections, Vol. 12.16. August 8, 2007. 
<http://www.gasandoil.com/goc/news/ntl73751.htm>  

 
Bhagwati, J and A. Panagariya. The Economics of Preferential Trade Agreements. American 

Enterprise Institute Press, 1996. 
 
Bouzas, Roberto and Hernán Soltz. “Institutions and Regional Integration: The Case of 

Mercosur.” Working Paper, 2001. 
http://www.netamericas.net/Researchpapers/Documents/Bouzas/Bouzas1.pdf (Accessed 
February 12, 2008).  

 
Brandt, Willy. North-South: A Programme for Survival. Report of the Independent Commission on 

International Development Issues. MIT Press, 1980.   
 
De Ferranti, David et al. “Trade for Development in Latin America and the Caribbean”, World 

Bank, 2005. 
http://wbln0018.worldbank.org/LAC/LACInfoClient.nsf/e9dd232c66d43b6b852567d2005c
a3c5/418baa73b8294cca85256d95006566ee/$FILE/trade4devinLAC_Eng.pdf (Accessed 
March 22, 2008).  

 
“The Difficult Path toward Energy Integration in South America”, Wharton School of the 

University of Pennsylvania, July 26, 2006. 
<http://www.wharton.universia.net/index.cfm?fa=viewfeature&id=1204&language=engli
sh> 

 
“Economic Integration in Latin America and the Caribbean: The Quest for Complementarity and 

Convergence”, Chapter IV in LAC in the World Economy 2006. Division of International 
Trade and Integration (ECLAC), August, 2007.   

 
Flores Jr, Renato G and Masakazu Watanuki. “Integration Options for MERCOSUR:”A Quantitative 

Analysis by the AMIDA Model”, Inter-American Development Bank, August, 2007. 
<www.iadb.org/intal/aplicaciones/uploads/publicaciones/i_INTALITD_WPPRE_2007_Flore
sWatanuki.pdf>  

 
“Regional Energy Integration Looks Distance but Could be Crucial” United Nations ECLAC Notes 

No. 26, May, 2006. 
http://www.eclac.cl/publicaciones/xml/0/22470/PANI_Cap_III_Engl.pdf 

 
“Information on Chile: Trade Agreements in Force”.  SICE Foreign Trade Information System, 

2007. http://www.sice.oas.org/ctyindex/CHL/CHLAgreements_e.asp 

  



 

 
Institute for the Integration of Latin America and the Caribbean (INTAL), MERCOSUR Report 

Number 1 (1996). Inter-American Development Bank, 1996. 
 
Landau, George D. “Brazil and Latin America’s Energy Crisis” EUISS Annual Conference 

onEffective Multilateralism: Engaging with the new global players, Paris, 22-23 November 
2007. <http://www.iss.europa.eu/fileadmin/fichiers/pdf/seminars/annual_2007/ac07-
07.pdf> 

 
“Latin America and the Caribbean in the World Economy 2006, Trends 2007”. Division of 

International Trade and Integration (ECLAC), August 2007. 123-155.  
 
López-Córdova, Ernesto. “NAFTA and the Mexican Economy: Analytical Issues and Lessons for 

the FTAA”, the Institution for the Integration of Latin America and the Caribbean, 2001. 
<http://www.iadb.org/intal/aplicaciones/uploads/publicaciones/i_intalitdsta_op_09_2001
_lopezcordova.pdf> 

 
Machinea, Jose L. “Prospects for integration in the Western Hemisphere: A View from Latin 

America and the Caribbean” ECLAC presentation, April 19, 2004. 
http://www.eclac.org/noticias/paginas/8/13958/integrationApril19BW.pdf (Accessed 
March 29, 2008).  

 
Margheritis, Ana eds. Latin American Democracies in the New Global Economy. North-South 

Center Press at the University of Miami: Miami, FL, 2003.   
 
Mendes da Fonseca, Maria and Luís Eduardo Duque Dutra. “Energy Integration in South America: 

Driving Force for Regional Integration Process?” Inter-American Development Bank 
Working Paper, October 22, 2007. 
<http://www.iadb.org/intal/aplicaciones/uploads/ponencias/i_foro_elsnit_2007_10_02_m
aria_fonseca.pd> (Accessed March 26, 2008).  

 
“MERCOSUR Report Number 1 (1991-1995)”. INTAL, Inter-American Development Bank, 1995. 
 
“MERCOSUR Report Number 8 (2000-2001)”. INTAL, Inter-American Development Bank, 2001.  
 
“MERCOSUR Report Number 10 (2004-2005)”. INTAL, Inter-American Development Bank, 2005. 
 
“MERCOSUR Report Number 11 (2005-2006)”. INTAL, Inter-American Development Bank, 2006. 
 
“MERCOSUR Report Number 12 (2006-2007)”. INTAL, Inter-American Development Bank, 2007. 
 
Oelsner, Andrea. International Relations in Latin America: Peace and Security in the Southern 

Cone.  New York: Routledge Taylor & Francis Group, 2005. 
 
The Olivos Protocol for the Settlement of Disputes in MERCOSUR; Translation from UN Treaties of 

the United Nations,  http://untreaty.un.org/unts/144078_158780/5/7/13152.pdf 
 
Pena, Celina and Ricardo Rozemberg. “MERCOSUR: A Different Approach to Institutional 

Development”, FOCAL Policy Paper, Canadian Foundation of the Americas, Ottawa, 
Ontario. May 2006. http://www.focal.ca/pdf/mercosur.pdf 

 

  



 

“Petroamerica” Petróleos de Venezuela S.A., 2005. 
http://www.pdvsa.com/index.php?tpl=interface.en/design/readmenuprinc.tpl.html&newsi
d_temas=46 

 
Phillips, Nicola. The Southern Cone Model: The political economy of regional capitalist 

development in Latin America. London:  Routledge/Ripe Studies in Global Political 
Economy, 2004.   

 
Porrata-Doria, R. A. MERCOSUR: The Common Market of the Twenty-First Century? Georgia 

Journal of International and Comparative Law v. 32 no. 1 (Winter 2004) p. 1-72
 
“Profile: MERCOSUR- Common Market of the South”.  BBC News Online, January 28, 2008. 

<http://news.bbc.co.uk/2/hi/americas/5195834.stm> 
 
“Regional Energy Integration Looks Distance but Could be Crucial” United Nations ECLAC Notes 

No.26, May, 2006. 
http://www.eclac.cl/publicaciones/xml/0/22470/PANI_Cap_III_Engl.pdf, p 80 

 
“Regional Integration and Trade-Agreement Convergence”, LAC in the World Economy, 2005- 

2006. Division of International Trade and Integration (ECLAC), 2006. 73-93.  
 
Skidmore, Thomas E. and Peter H. Smith. Modern Latin America, 6th edition. New York: Oxford 

University Press, 2005. 
 
“Treaty of Asunción” SICE, Foreign Trade Information System translation. 

http://www.sice.oas.org/trade/mrcsr/TreatyAsun_e.ASP#CHAPTER_I, Chapter I, Article 1 
 
Van der Haegen, Pierre and José Viñals, eds. Regional Integration in Europe and Latin America: 

Monetary and Financial Aspects. Madrid: Banco de España, 2003.  
 
Woolcock, Stephen and Claude Barfield, Donald MacLaren, Georg Koopmann. "Competing 

Regionalism - Patterns, Economic Impact and Implications for the Multilateral Trading 
System. " Intereconomics  42.5 (2007): 236-259. ABI/INFORM Global. ProQuest.  
University of Arizona Library, Tucson, AZ.  28 Mar. 2008 
<http://www.springerlink.com.ezproxy2.library.arizona.edu/content/x388u35h813l0k61/f
ulltext.pdf> 

 
The World Bank Development Data and Statistics. The World Bank Group, 2008. 

<http://go.worldbank.org/SI5SSGAVZ0> 
 
The World Trade Organization Statistical Database and Trade Profiles. WTO, 2008. 

<http://stat.wto.org/Home/WSDBHome.aspx?Language=> 
 
Zahniser, Steven and William Coyle. U.S.-Mexico Corn Trade During the NAFTA Era: New Twists 

to an Old Story. United States Department of Agriculture, May, 2004. 
<http://www.ers.usda.gov/publications/FDS/may04/fds04D01/fds04D01.pdf>  

 
 

 

  


