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Abstract 
 

 
 

In the past decades, there have been significant efforts at economic integration 

in Latin America by the major economies of South America (CAN in 1969 and 

MERCOSUR in 1991), Central America (MCCA in 1960), and the Caribbean 

(CARICOM, 1973). In 1980, ALADI was formed, encompassing countries of South 

America, Mexico and Cuba. Since then, continental integration has taken a different 

turn. With NAFTA (1992), Mexico has become ever more closely tied up with the 

U.S. economy. More recently, the demise of FTAA and the weakening of sub-

regional agreements (CAN and MERCOSUR) have led, on the one hand, to a rise in 

bilateral arrangements; on the other, to renewed attempts at promoting physical 

integration and lowering barriers to trade and investment in South America. Despite 

the political logic of building a unified sub-continent and reducing the inter-country 

asymmetries, evidence from trade and investment flows, as well as growth dynamics, 

point in a different direction: while the U.S. economy has polarized Mexico (and 

Central America and the Caribbean), there is no equivalent endogenous engine of 

economic integration in South America. The Brazilian economy responds to global 

economic forces, and its trade and investment relations reflect the increasing 

importance of Asia – and in particular, China – along with new emerging markets. It 

would take a major political decision to effectively reverse course and contain the 

centripetal forces which weaken unification efforts in the region.  
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Integration Efforts and Economic Dynamics in South America 
 

Cláudio R. Frischtak∗ 
 

I Introduction 

 
 
In the past decades, there have been significant efforts at economic integration in 
Latin America. Yet the evidence from the trade and investment flows, and growth 
dynamics, point to a continent moving in a different direction: while the U.S. 
economy has polarized Mexico (and Central America and the Caribbean), this paper 
contends there is no equivalent endogenous engine of economic integration in South 
America. 
 
If there were such a country, it would be Brazil – due to its economic size, dynamism 
of its firms, and geography. But the evidence indicates otherwise. The Brazilian 
economy responds to global economic undercurrents; its trade and investment 
relations reflect the growing importance of Asia and new, emerging markets. Thus 
South America’s integration is left in a conundrum: while there is a strong political 
logic to building a unified sub-continent and reducing the inter-country asymmetries, 
centripetal economic forces weaken unification efforts in the region. It would take a 
major political decision by the government of the key economy to reverse course and 
contain such forces.  
 
Section II briefly reviews the main economic integration agreements in Latin America 
and their impact on intraregional trade in the last three decades. It suggests that the 
two key agreements that could become the backbone on an integrated continent – 
MERCOSUR and CAN – have lost political dynamism and economic impulse in 
recent years after peaking in the 1990s.   
 
The remainder of the paper focuses more specifically on the limited role that the 
Brazilian economy has played as the engine of economic integration of South 
America, which in light of the growing asymmetries plaguing the continent, does not 
bode well for continental union.  
 
Section III examines the direction and intensity of trade flows, and suggests that 
Brazil is not only a global trader, but increasingly trade is directed towards Asia 
(wherein China takes a preponderant role), Central and Eastern Europe, and the 
Middle East. Although in recent years Venezuela has gained relevance (as well as 
Mexico), South America’s share has stagnated, despite the region’s contribution to 
Brazilian manufactured exports and trade surplus.  Section IV underscores that the 
relative bilateral flux of foreign direct investment from, and more importantly, to 
South America has equally lost substance, (while acknowledging that there are serious 
accounting problems in establishing the origin of flows as domestic firms often direct 
resources from more tax-efficient jurisdictions). Section V looks at the degree of 
integration from the perspective of the synchronism of macroeconomic variables. The 
region’s growth dynamics – and those of Brazil in particular – seem more closely 
                                                 
∗ The author would like to thank the excellent research assistance by  Heloisa Jardim and Aleida Auld. 
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correlated in later years with global expansion, and most importantly, with 
commodity prices. From an autarkic position, the country has become more closely 
aligned with the forces of globalization during the current decade, clearly dominating 
any semblance of synchronous growth behavior with that of other regional blocs. As a 
latecomer, it has left behind its “preferred” partners. 
 
Section VI shifts optics to the issue of the intercountry distribution of income in South 
America, which contributes to the centripetal forces at work in the continent. Here, 
the basic asymmetry refers to the growing disparity in relative economic power in the 
last 25 or so years, as Brazil, Venezuela, Chile and Colombia (and more recently 
Peru) have gained relative shares, while Argentina and the smaller economies of 
Bolivia, Paraguay, Ecuador and Uruguay have lost substance. Moreover, in terms of 
per capita income, despite the gains in absolute terms, the poorer and smaller 
countries – especially Bolivia and Paraguay – have lost participation both in current 
terms and purchasing power parity (PPP).   
 
Economic integration could be a powerful means to redress those imbalances. Section 
VII concludes by pointing to elements of a positive agenda for integration, driven 
fundamentally by an Olsonian logic: in small groups with common interests, the 
larger actors assume a disproportionate responsibility to provide public or collective 
goods1. It would fall on the country best endowed in the continent – with 55% of the 
GDP, five times as large as the Argentinean and Venezuelan economies – to provide 
the political impetus and a significant share of economic resources to ensure greater 
opportunities in trade and investment for the poorer and smaller economies. In this 
instance, the two Olsonian conditions are satisfied: in a small and highly asymmetric 
group of 10 countries in South America, it falls on the dominant economy to lead 
(and, in great measure, to assume the costs) of integration, understood as a public 
good, fulfilling the collective interest2.  Absent a political decision to confer renewed 
economic priority to the continent, it is likely that the economic relationship of Brazil 
with its neighbors will settle down towards some low-level equilibrium, and Mercosur 
will progressively become less relevant. It may take an alliance of pragmatic nations 
in South America, with results-oriented economic policies, to shake the Argentinean-
driven defensive nature of MERCOSUR, and instill a new dynamism in continental 
economic relations.  
                                                 
1 See Olson, Mancur (1965), The Logic of Collective Action: Public Goods and the Theory of Groups, 
Cambridge, Mass.: Harvard University Press. According to Olson, “…certain small groups can provide 
themselves with collective goods without relying on coercion or any positive inducements apart from 
the collective good itself. This is because in some small groups each of the members, or at least one of 
them, will find that his personal gain from having the collective good exceeds the total cost of 
providing some amount of that collective good… [E]ven in the smallest groups, however, the collective 
good will not ordinarily be provided on an optimal scale…This sub optimality or inefficiency will be 
somewhat less serious in groups composed of members of greatly different size or interest in the 
collective good. The largest member, the member who would on his own provide the largest amount of 
the collective good, bears a disproportionate share of the burden of providing the collective good” (our 
emphasis). See op.cit., 1971 ed., pp. 33-35 and passim.   
2 The theory of “hegemonic stability” in the tradition of rational choice theories could be construed as 
providing an explanation of the “supply” of multilateral regimes by the hegemonic or dominant power, 
given an Olsonian incentive structure, while demand for cooperation is a premise. For a discussion of 
the demand for international cooperation regimes, see Keohane, Robert O. (1983), ‘The Demand for 
International Regimes’, in Stephen Krasner (ed.), International Regimes, Ithaca, N.Y.: Cornell 
University Press. See also the editor’s conclusion in the same volume, “Regimes and the Limits of 
Realism: regimes as autonomous variables”.   
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II  The Key Economic Integration Agreements and their Impact on Intraregional 
Trade 

 
The efforts to lower barriers and promote intraregional trade in the Americas within 
the framework of sub-regional agreements date back to 1960, when the Treaty of 
Managua was signed, creating the Central America Common Market (MCAA)3. This 
was followed by the Cartagena Agreement 4 (the “Andean Pact”) which created the 
Comunidad Andina – CAN in 1969; the Treaty of Chararamas establishing the 
Caribbean Community (CARICOM) in 19735; and the formation of ALADI in 1980, 
which bridged through preferences South America, Mexico and Cuba 6.  
 
After a lull which coincided with the Latin American debt crisis, two major new 
arrangements came into being in the early part of the 1990s:  MERCOSUR (Mercado 
Comun del Sur), created by the Treaty of Asunción7 in 1991, and the North American 
Free Trade Agreement (NAFTA), a year later. The expectations abounded that the 
integration of the Americas would follow, and the Free Trade Area of the Americas 
(FTAA) was indeed pursued for nearly a decade after the Summit of the Americas at 
the end of 19948.  
 
NAFTA, in fact, provided the U.S. with an enormous lever in its 10-year unsuccessful 
bid to command the integration of the Americas due to the sheer size of that market, 
with Mexico becoming ever more closely tied up with the U.S. economy, positioning 
itself as an entry platform to the U.S. market9. Economic gravity would do the rest, by 
“pulling” Central America and the Caribbean, and eventually South America.  
 
Yet, continental integration took a different turn with the demise of the FTAA and a 
new impetus for the integration of South America. The former can be explained by a 
shift in perceptions regarding the costs and benefits of fuller access to the U.S. and 
NAFTA markets, with the MERCOSUR countries – mainly Brazil and Argentina – 
unsure of the full consequences of integration on their ability to use discretionary 
policy instruments to support economic development. More importantly, both 
countries were experiencing serious economic problems in the late 1990s, and this 
ultimately led to governments less inclined to align themselves with the perceived 
U.S.-led process, with provisions which adversely affected the national interest.  

                                                 
3 Panama was the only nation in the subregion which did not sign it. 
4  The original parties to the Cartagena Agreement were Bolivia, Colombia, Ecuador, Peru and 
Venezuela. The latter left the CAN in 2006. 
5 It should be noted that CARICOM includes, in addition to 12 countries and 6 Caribbean territories, 
Guyana and Surinam. Although these two countries are geographically in South America, they are 
considered in this paper as part of the Caribbean nations from the perspective of continental economic 
integration. 
6 ALADI, contracted through the Treaty of Montevideo, encompasses all Spanish-speaking South 
American nations, plus Brazil, Mexico and Cuba.  
7 In addition to Argentina, Brazil, Paraguay and Uruguay, Venezuela has applied for full membership, 
which is still pending subject to Brazilian and Paraguayan Congressional approval.  
8 The Summit of the Americas took place in Miami in December 1994, where a Declaration of 
Principles and an Action Plan was signed, with the objective of forming a Free Trade Area by the end 
of 2005.  
9 To an extent, the 1983 Caribbean Basin Initiative (CBI), and the 2000 Caribbean Basin Trade 
Partnership Act (CBTPA) had a similar effect, by providing duty-free access to the U.S. market. 
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The death knell of FTAA was the new political dynamics in South America, with the 
rise of nationalist governments – mainly Venezuela and Bolivia, and then Ecuador – 
which rejected FTAA ab initio on ideological grounds, and proposed some sort of 
political and economic union encompassing Latin American and Caribbean 
countries10. This position was regarded sympathetically both by the Kirchner and Lula 
governments. The former was interested in reviving Argentinean industry after the 
debacle of 2001-02 by means of preferential access to the Brazilian market and an 
undervalued currency. The latter, prioritized on the multilateral front, Doha, and on 
the regional front, the physical integration and lowering of barriers to trade and 
investment in South America, as well as the strengthening of MERCOSUR.  
 
As a sub-regional trade agreement, MERCOSUR can be described as a success in its 
initial years, with over 20% of member exports directed intrabloc by the second half 
of the 1990s, as opposed to little over 7% a decade earlier (Table 1). The impact was 
pronounced on all four countries, but proportionately it was most intense for the major 
economies. Yet, the early impulse has not been sustained in the current decade despite 
the multiple initiatives to deepen integration, establish trade agreements (as with 
CAN) and rope in new associate members (Bolivia, Chile, Peru, Colombia, Ecuador) 
while conferring a new dynamism to the bloc11. Increasingly, Brazil and Argentina 
looked to diversify markets and cater to high-growth regions.   
 
 Table 1: Mercosur: Intrabloc exports in total exports by member countries  

(average annual share) 
 

  1980-1984 1985-1989 1990-1994 1995-1999 2000-2004 2005-2006 
Argentina 9,9 11,5 21,8 33,6 24,1 20,0 
Brazil 6,3 4,6 10,1 15,4 9,5 10,0 
Paraguay 38,7 37,8 40,8 53,2 57,3 49,2 
Uruguay 25,4 29,0 32,0 49,0 34,9 23,4 
Mercosur 8,2 7,3 14,2 22,7 14,9 13,2 

Source: Economic Commission for Latin America and the Caribbean – Calculations based on 
Statistical Data available at BADECEL – Banco de Dados Estatísticos de Comércio Exterior  
 
On the other hand, CAN also suffered from souring political relations among its 
members, which eventually led both to the formal exit of Venezuela in 2006, and to 
the rise in bilateral arrangements between individual countries and particularly the 
U.S. Paradoxically, the agreements involving large number of small countries – 
MCAA and Caricom – were the ones which flourished. Still, the growth of 

                                                 
10 Venezuela – on the basis of resources propitiated by oil exports – has been the most active proponent 
of a new form of union based on pan-national Bolivarian principles. The ALBA – Alternativa 
Bolivariana para las Américas – was formally launched in April 2005 by Presidents Hugo Chávez and 
Fidel Castro, with Bolivia adhering in April 2006, Nicaragua and Haiti in April 2007, Dominican 
Republic in January 2008 and Honduras in August of the same year. The countries joining ALBA are 
most attracted by the possibility of obtaining subsidized oil through PDVSA.   
11 MERCOSUR has undertaken a number of equity-related initiatives (discussed in section VI), but two 
core issues remain unresolved: limited intra-industry integration, with the significant exception of the 
automotive sector; and remaining protectionist barriers, both tariff and non-tariff.  
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intraregional trade in Latin America has been limited (Table 2), compared to the 
experience of other major regional trade arrangements12.    
 

Table 2: Intraregional trade – MERCOSUR, CAN, MCCA, CARICOM  
(% of total exports) 

 

Intraregional Trade
(% of Total Exports)

0,00

5,00

10,00

15,00

20,00

25,00

30,00

Mercosur 11,60 8,96 8,13 5,87 6,29 5,55 8,62 7,41 6,54 8,25 8,89 10,0214,2918,55 19,3920,5022,72 24,7225,0320,41 20,9517,2611,48 11,9512,7812,82 13,49

Andean Community 3,95 4,86 4,66 3,29 2,88 2,62 3,52 5,05 4,68 3,40 4,10 5,46 7,88 9,70 10,7512,12 9,51 10,8713,98 9,18 9,08 11,3310,74 9,26 10,48 8,92 5,35

MCCA 25,4 24,5 22,4 21,6 19,0 15,5 10,7 13,2 16,0 15,9 16,4 17,9 21,5 22,4 22,3 20,7 19,9 20,5 24,9 21,1 23,1 27,8 28,1 26,8 27,6 27,1 19,3

Caricom 8,0 7,6 10,1 10,4 9,4 10,5 7,3 7,2 8,3 13,9 12,0 11,9 8,1 10,1 9,3 9,6 8,7 8,1 16,7 16,9 16,0 16,1 17,8 18,2 13,3 21,4

1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

 
Source: Economic Commission for Latin America and the Caribbean – Calculations based on 
Statistical Data available at BADECEL – Banco de Dados Estatísticos de Comércio Exterior 
Note: MERCOSUR: Argentina, Brazil, Paraguay, and Uruguay. ANDEAN COMMUNITY: Bolivia, 
Ecuador, Colombia, Peru, Venezuela (until 2006). MCCA: Costa Rica, Guatemala, Honduras, El 
Salvador. CARICOM: Barbados, Belize, Dominica, Jamaica, Dominican Republic, Trinidad & Tobago  
2006 Data for CARICOM unavailable. 
 
Arguably, the limited intrabloc trade dynamics of South American economies reflect 
the relatively slow climb toward free trade of the ALADI economies of South 
America (Table 3).  By the end of next decade, over one-fourth of all items will still 
be subject to positive tariffs on a trade-weighted basis.  
 
 
 
 
 
 
 
 
 
 
 

 

                                                 
12 Thus, for NAFTA and the EU (27), 68.1% and 51.3 % of merchandise exports in 2007 were 
intrabloc respectively. See WTO (2008), International Trade Statistics, Geneva: WTO Publications, 
Tables I.14 and I.17. 
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Table 3: ALADI Economies: Average Number of Duty-Exempt Merchandise Items  
(in Percentage) 
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Source: ALADI 
 
Not that tariff preferences have been exempt from trade relations in Latin America. 
They do correspond to an increasing share of trade by Latin American and Caribbean 
countries, but are mostly extra-regional in nature (Table 4). In other words, the 
preferential arrangements which dominate Latin American economies are those 
driven fundamentally by trade relations outside the region.  
 

Table 4: Latin America – proportion of exports covered by tariff preferences  
(in Percentages) 

 
  1991 1995 2000 2005 
Intraregional Preferences 8,4 11,2 11,7 12,0 
Extra regional Preferences 0,0 31,6 45,6 51,0 
No Preferences 91,6 57,2 42,7 37,0 

                    Source: CEPAL  
 
 
It is not possible to reverse this trend for the continent as a whole. Mexico is now 
inextricably linked to the U.S. economy, to which over 80% of its trade is directed. 
Central America and the Caribbean are equally tied up to the dominant continental 
economy, while the few exceptions (Cuba, Nicaragua) are not structurally significant. 
Over time, FTAA might even revive with the straight of Darien as the geographical 
cutoff point13. But can South America become a counterpoint to these powerful 
economic forces?    
 
As the rest of the paper argues, this appears to be unlikely. An increasing number of 
countries – Chile, Peru, Colombia – are looking to deepen their relations with the 
U.S., Asia and Europe under bi-lateral free trade agreements. Furthermore, other 
                                                 
13 ALBA could be a potential obstacle to such an arrangement, but would depend on the ability of the 
Chavez regime to wield economic power, and thus, on its oil revenues. Although trade issues are 
unlikely to command a high priority of the Obama government in its initial years, with Central America 
and the Caribbean a region perceived of secondary importance, the revival of the FTAA under a 
“progressive” administration bent on eventually suspending the trade embargo and resuming 
diplomatic relations with Cuba cannot be discarded.    

SimpleAverage Weighted Average 
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centripetal forces – including the rise of China – seem to make remote the prospects 
of South American economic integration much beyond what has already been 
achieved. It would take an “autonomous” political decision by Brazil – the key 
economy of the region and the one government commanding sufficient respect by 
most parties – to revert those probabilities. It is unlikely that the Lula administration – 
or the one that will follow it in 2011 – will be willing to pay the political and 
economic costs involved in such a momentous decision, even though it has made a 
number of important gestures in this direction14. In what follows, the paper examines 
the nature and intensity of economic relations between Brazil and other South 
American economies, and points to intra-regional asymmetries which make the 
prospects for integration both more difficult, and arguably, more urgent. 

                                                 
14 In December 2008, the Brazilian government hosted four simultaneous Latin America and Caribbean 
wide meetings of 33 heads of state and government (with the exception of Colombia and Peru): the 
Council of Mercosur; the Union of South American Nations (UNASUL); the Rio Group; and the first 
Latin America and Caribbean Summit for Integration and Development. The results were more in the 
political than economic sphere, with the creation of an OAS-like institution without the U.S. and 
Canada (OEALC); a South America Defense Council within UNASUL; and the reintegration of Cuba 
to the meetings of Rio Group, with a call to end the U.S. embargo.  
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III  Trade Flows 

 
Despite its importance to Brazilian trade, the relationship between South America and 
Brazil is dramatically different than that of a dominant economy and its trading 
partners, where partners are under common umbrellas of preferential trade 
agreements, as in the case of the U.S. Brazil is not the engine of growth for the 
continent, nor does the continent play a likewise role for the Brazilian economy.  
 
In the last two decades, Brazil has become a global trader, with a more balanced 
distribution of both exports and imports among the major trading blocs (Table 5). In 
2008, close to 19% of Brazilian exports were being shipped to South America and 
Asia, 17% to NAFTA and a little over 22% to EU-15. On the import side, the relative 
losses of NAFTA, South America and the EU-15, was offset by the growth of Asia. 
Partly as a result, the share of South America in total trade – despite its importance 
and quantum jump in the 1990s – has stagnated and more recently lost substance 
relative to other parts of the world, especially to Asia and (on a different scale) to 
Eastern Europe. A brief perusal of the data reveals: 
 

• The rise of MERCOSUR in the 1990s and the relative stagnation in the flows 
of trade thereafter (the recent expansion of exports offset by the contraction of 
imports), with the trading partners responsible in 2008 for 11% of Brazilian 
exports, a little less than 10% of its imports and total trade flows (the latter for 
the first time in nearly 20 years), and 10% of the trade surplus. This fact – 
combined with the continuous frictions among partners and the difficulty of 
moving toward effective economic integration – is possibly the source of 
much of the criticism directed at the customs union.  

 
• The growing role of CAN until 2005, driven in this decade by the growth of 

Venezuelan imports, until it left the Cartagena Agreement in 2006. In 2008, 
the Andean countries (including Venezuela) were responsible for 6% of 
Brazilian exports, close to 3% of its imports and 17% of its trade surplus.  

 
• The paradox of South America as a trading partner: while the continent lost 

economic importance in the flow of Brazilian trade, it gained a very 
significant role when it comes to its contribution to Brazil’s trade surplus – 
from 14.5% of the total in the 1990s to 25% in 2008. 

 
• The stability in Asia’s shares of Brazilian exports has been accompanied by an 

explosive growth in imports. In 2008, the region became – with the UE-15 – 
the main trading partner of the country.  

 
• Eastern Europe has been the other source of trade dynamism – albeit on a 

smaller scale – having practically tripled its share in Brazilian trade since the 
1990s.  

 
• Contrariwise, NAFTA and UE-15 shares of total trade have been decreasing: 

53% in the 1990s; 51% in 2000-05; 44% in 2006-07 and 39% in 2008. Still, 
the two blocs combined remain the largest trading partners and are responsible 
for nearly half, or 48%, of the country’s trade surplus. 
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Table 5: Brazil – Shares in Exports, Imports, Trade Flows and Trade Surplus 
by Major Areas  

In percentages 
 

Year and 
Period 

Average Mercosur CAN 1 
South 

America2 NAFTA  
European 
Union 3 

Eastern 
Europe 

Middle 
East Asia 4 

             
Exports                 

1989 3.98  2.87  8.86  27.22  30.12  1.35  3.23  16.01  
1990-99 12.76  4.07  19.06  23.58  28.87  1.03  3.03  15.39  
2000-05 9.56  4.23  16.34  27.86  24.67  2.06  3.50  14.11  
2006-07 10.48  3.61  19.60  21.37  22.80  2.75  4.08  15.36  

2007 10.80  3.42  19.82  19.88  24.19  2.68  3.98  15.62  
2008 10.98  3.34  19.34  17.07  22.54  2.82  4.07  18.92  

             
Imports                 

1989 12.00  2.39  17.21  24.39  22.54  0.55  16.76  10.52  
1990-99 13.50  2.65  18.05  25.90  26.13  1.13  7.69  13.39  
2000-05 11.66  2.77  16.26  23.59  25.73  1.47  3.15  18.22  
2006-07 9.73  2.65  15.86  18.86  21.32  1.93  3.04  25.26  

2007 9.82  2.75  16.37  19.00  21.25  1.57  3.43  25.06  
2008 9.64  2.54  15.35  18.72  21.40  2.29  2.66  25.47  

Trade Flows                 
1989 6.76  2.70  11.75  26.24  27.49  1.07  7.92  14.11  

1990-99 13.03  3.38  18.48  24.79  27.81  1.04  4.88  14.62  
2000-05 10.47  3.62  16.32  26.07  25.10  1.82  3.35  15.87  
2006-07 10.16  3.21  18.04  20.35  22.17  2.42  3.65  19.46  

2007 10.30  3.04  17.90  19.38  22.99  2.52  3.41  19.84  
2008 9.88  3.04  16.72  17.77  21.17  2.94  3.85  22.79  

Trade Surplus 
(- deficit)                    

1989 - 3.51  - 31.36  39.89  2.33  - 22.91  
1990-99 8.79  4.92  14.46  34.92  28.40  1.03  10.72  18.37  
2000-05 6.32  10.46  17.06  39.82  15.64  6.06  6.35  21.74  
2006-07 11.03  5.29  25.73  24.13  23.75  4.11  5.96  - 

2007 11.78  5.01  27.40  19.24  26.83  3.17  6.57  - 
2008 10.35  5.52  25.22  20.86  27.24  3.08  7.72  - 
 
Source: Own calculations on the basis of data from the Secretaria de Comércio Exterior (SECEX). See 
www.mdic.gov.br/secex. 
Notes: (1) Bolivia, Colombia, Ecuador, Peru e Venezuela (up to 2005); (2) Argentina, Bolivia, Brazil, Chile, 
Colombia, Ecuador, Paraguay, Peru, Uruguay and Venezuela; (3) 15 countries: Germany, Austria, Belgium, 
Denmark, Spain, Finland, France, Greece, Ireland, Italy, Luxemburg, Low Countries, Portugal, United 
Kingdom, Sweden; (4) Asia: Afghanistan, Bangladesh, Myanmar, Brunei, Bhutan, Cambodia, China, Taiwan, 
Republic of Korea, South Korea, Philippines, Hong Kong, India, Indonesia, Japan, Laos, Labuan, Macau, 
Malaysia, Maldives, Mongolia, Nepal, Pakistan, Singapore, Sri Lanka, Thailand, East Timor, Vietnam. 
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Disaggregating the analysis to the level of individual trading partners in South 
America and elsewhere sheds some additional light on the new dynamics of a more 
geographically-diversified and less-concentrated trading pattern (Table 6 and Table 
7).  
 

• The initial leap prompted by Mercosur – and most importantly with the growth 
of trade with Argentina in the 1990s – lost momentum in subsequent years, 
and led to stagnation of trade flows. The dynamics of trade with Paraguay and 
Uruguay in the period serves also to explain some of the underlying tensions 
in the Bloc: while Brazilian exports rapidly expanded in the last decade and 
underwent a relative regression thereafter, their share in Brazilian imports 
contracted throughout the period. As a result, the level of trade with these two 
countries relative to the rest of the world is currently far inferior than prior to 
the Asunción Treaty.  

 
• The eventual accession of Venezuela as a full member of Mercosur will, in all 

probability, deepen the intra-bloc asymmetries, with Argentina and Venezuela 
sharing the position of main trading partners within Mercosur (and in South 
America). More than any other country, with the significant exception of 
China, Venezuela’s share of Brazilian exports has catapulted since the 1990s 
to a new level in the current decade, and the fall in oil prices is unlikely to 
completely reverse the gains.   

 
• Within NAFTA, Brazil’s main partner, the U.S., lost substance in 2006-08, as 

both an exporter and importer of Brazilian goods. In the case of Mexico, the 
expansion in bilateral trade in 2000-05 – driven in large measure by the 
automotive industry – has since lost dynamism. Arguably, after the FTAA was 
de facto killed with the rise of economic nationalism in the continent, the U.S. 
shifted its trading priorities and political impetus in Latin America to 
agreements with Central America, the Caribbean and selected bilateral deals 
(Peru, Colombia, among others), with Brazil losing market access relative to 
these and other trading partners. 

 
• The relative losses with respect to the UE-15 in these years may be regarded 

as moderate compared to NAFTA's, and are focused in countries which 
traditionally have been the major Brazilian trading partners: the Low 
Countries, Italy, and Germany and France on a smaller scale. 

 
• Two Asian countries have had a defining role in the commercial relations of 

Brazil. Historically, Japan occupied the position of main partner, which it lost 
in the mid-1990s after a downward turn which accelerated in the current 
decade. The reverse trajectory was undertaken by China, with the  expansion 
in the flow of trade gaining momentum in recent years, leveraging that country 
in 2008 to Brazil’s number two trading partner, after the U.S.   

 
• Finally, India emerges from a residual position in the 1990s to that of an 

important exporter to Brazil. Still, it is a relatively small trading partner 
compared to its size and dynamism among the emerging economies. 
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Table 6: Brazil – Shares in Exports, Imports, Trade Flows and Trade Surplus 
by Major South American Trading Partners 

 
In percentages 

 

Period Argentina Paraguay Uruguay Venezuela Bolivia Colombia Ecuador Peru Chile 
Exports                   

1989 2.07  0.94  0.97  0.77 0.67  0.59  0.47  0.37  2.01  
1990-99 9.09  2.14  1.53  1.10  1.04  0.85  0.40  0.68  2.24  
2000-05 7.68  1.06  0.83  1.47  0.58  1.06  0.47  0.66  2.55  
2006-07 8.75  0.96  0.77  2.76  0.52  1.50  0.52  1.06  2.75  

2007 8.97  1.03  0.80  2.94  0.53  1.46  0.41  1.03  2.65  
2008 8.89  1.26  0.83  2.60  0.57  1.16  0.44  1.16  2.42  

Imports                   
1989 6.78  1.96  3.25  1.21  0.14  0.10  0.04  0.89  2.82  

1990-99 10.78  0.98  1.75  1.76  0.08  0.23  0.06  0.52  1.89  
2000-05 10.08  0.64  0.94  1.05  0.85  0.32  0.07  0.49  1.82  
2006-07 8.72  0.34  0.66  0.47  1.46  0.31  0.03  0.85  3.02  

2007 8.82  0.32  0.68  0.65  1.59  0.27  0.03  0.86  3.15  
2008 8.63  0.36  0.65  0.29  1.33  0.35  0.03  0.83  2.89  

Trade Flows                   
1989 3.70  1.29  1.76  0.92  0.48  0.42  0.32  0.55  2.29  

1990-99 9.84  1.57  1.62  1.40  0.59  0.56  0.25  0.59  2.07  
2000-05 8.73  0.87  0.87  1.31  0.68  0.75  0.29  0.59  2.23  
2006-07 8.73  0.70  0.72  1.81  0.90  1.01  0.32  0.97  2.86  

2007 8.82  0.74  0.74  1.80  0.87  0.98  0.25  0.94  2.75  
2008 8.32  0.85  0.72  1.53  1.08  0.84  0.25  0.88  2.41  

Trade Surplus 
(- deficit)                   

1989 - - - 0.38  1.71  1.57  1.29  - 1.50  
1990-99 11.10  3.85  1.73  3.23  2.95  2.20  1.50  0.91  3.90  
2000-05 11.09  2.25  1.08  5.34  0.54  3.77  1.94  1.19  5.35  
2006-07 11.23  3.14  1.31  10.73  - 5.55  2.16  2.00  2.65  

2007 11.70  3.54  1.46  12.77  - 5.58  1.84  1.88  2.28  
2008 10.19  3.57  1.51  11.51  - 6.01  1.84  1.79  2.10  

 
Source: Own calculations on the basis of SECEX/MDIC data. 
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Table 7: Brazil – Shares in Exports, Imports, Trade Flows and Trade Surplus 
by Major Trading Partners Outside South America (in Percentages) 

 

Period Mexico U.S. 
Low 

Countries Germany Italy France Japan China India 
Exports                   

1989 1.25  22.99  10.91  4.96  5.15  2.66  6.72  1.83  0.58  
1990-99 2.03  20.05  9.93  5.30  3.86  2.32  6.17  1.73  0.55  
2000-05 3.58  22.73  7.87  4.30  3.13  2.54  3.39  4.50  0.73  
2006-07 2.94  16.70  7.13  4.31  2.78  2.05  2.76  6.39  0.64  

2007 2.65  15.60  7.92  4.49  2.78  2.16  2.69  6.69  0.60  
2008 2.16  13.85  7.53  4.47  2.41  2.08  3.09  8.29  0.56  

Imports                   
1989 1.07  20.42  2.45  8.74  2.50  3.05  7.60  0.70  0.19  

1990-99 1.42  21.80  2.13  9.17  4.95  2.96  6.45  1.43  0.28  
2000-05 1.20  20.53  2.05  8.51  3.58  3.64  5.03  4.25  1.03  
2006-07 1.54  15.80  1.89  7.15  2.79  3.01  4.01  9.60  1.70  

2007 1.43  16.08  1.91  7.12  2.81  3.11  4.20  8.75  1.61  
2008 1.64  15.52  1.87  7.19  2.78  2.92  3.82  10.46  1.80  

Trade Flow                   
1989 1.19  22.10  7.97  6.27  4.23  2.80  7.03  1.44  0.44  

1990-99 1.79  20.95  6.36  7.10  4.43  2.63  6.29  1.60  0.43  
2000-05 2.56  21.81  5.33  6.12  3.32  3.00  4.10  4.38  0.86  
2006-07 2.37  16.34  4.95  5.48  2.79  2.45  3.28  7.73  1.08  

2007 2.22  15.57  5.33  5.65  2.78  2.49  3.18  8.31  1.11  
2008 2.00  14.29  4.86  5.62  2.53  2.37  3.48  9.82  1.26  

Trade Surplus 
(- deficit)                   

1989 1.98  35.25  27.87  0.91  11.09  3.03  7.80  4.22  1.40  
1990-99 4.81  25.69  30.65  17.68  10.06  4.17  6.35  2.09  1.32  
2000-05 11.67  29.53  27.15  48.38  1.86  3.80  6.31  6.56  0.65  
2006-07 7.93  23.63  25.51  - 3.48  - 0.16  1.21  - 

2007 6.65  18.50  30.53  - 3.25  - - - - 
2008 6.96  21.58  28.64  - 4.24  0.07  - - - 

Source: Own calculations on the basis of SECEX/MDIC data 
 
In conclusion: Despite being a relatively closed economy (the trade-GDP ratio hovers 
around 30%), Brazil´s commerce is still the main link with its economic partners. 
There is no doubt that the economies of South America have a relevant role. 
However, in recent years, Asia (especially China) and new emerging markets (as 
those of Eastern Europe and the Middle East) have been the levers of growth. 
Conversely, on the basis of its import dynamics, Brazil cannot be characterized as the 
engine of South American growth, its importance centered on a few industries and 
commodities such as autos (Argentina); natural gas (Bolivia); electricity and soy 
beans (Paraguay); wine (Argentina and Chile); base metals and fertilizers (Chile and 
Peru); and fishery (Chile). With the possible exception of Paraguay and Bolivia, 
market diversification has prevailed. This pattern reappears in the flows of direct 
investment, as argued in the next section. 
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IV  Investment Dynamics 

 
Foreign direct investment has rapidly expanded in recent years: between 1990 and 
2006, outward and inward growth averaged 11% p.a. The movement was even more 
intense in developing countries. During this period, growth of two-way flows reached 
16.5% p.a., as domestic firms accelerated their international expansion (Table 8). 
While developing economies’ role as receptors remains dominant, in recent years the 
relationship between inward and outward flows shifted from three-to-one to little over 
two-to-one. 
 

Table 8: Foreign Direct Investment Flows 

1990, 1990-94, 1995-99, 2000-04, 2005 and 2006,  
In US$ millions  

 
   1990 1990-94* 1995-99* 2000-04* 2005 2006 

World 
Inward  201,593.9  201,049.4  606,555.2  834,429.8  945,795.4  1,305,851.9  
Outward 229,597.6  226,041.5  609,888.7  792,554.2  837,193.7  1,215,788.8  

Developing 
Countries 

Inward 35,877.4  62,014.6  174,271.6  219,216.0  314,279.4  379,052.3  
Outward 11,913.3  27,106.5  62,465.6  84,896.2  115,860.4  174,389.3  

South 
America 

Inward  5,849.3  9,146.8  44,613.2  37,360.2  45,278.6  45,018.9  
Outward 1,110.9  2,055.1  6,051.0  5,892.4  11,942.4  36,719.7  

Argentina 
Inward  1,836.0  3,026.8  10,599.3  4,193.9  5,007.9  4,809.0  
Outward 34.9  593.6  2,161.3  330.1  1,150.6  2,007.6  

Brazil 
Inward  988.8  1,518.6  18,324.8  20,023.2  15,066.3  18,782.2  
Outward 624.6  591.7  1,257.3  2,512.5  2,516.7  28,202.5  

Chile 
Inward  1,314.7  1,510.2  5,303.1  4618.0  6,959.6  7,951.6  
Outward 7.5  375.1  1,477.8  1821.8  2,209.0  2,875.6  

Colombia 
Inward  500.0  818.2  2,795.8  2380.1  10,255.0  6,295.2  
Outward 16.0  71.6  461.0  455.7  4,661.9  1,098.3  

Peru 
Inward  41.1 800.9 2,350.3 1,408.8 2,578.7 3,467.0 
Outward 49.7 9.3 53.2 13.1 173.6 428.1 

Venezuela 
Inward  778.2 835.5 3,449.0 2,537.8 2,583.0 -543.0 
Outward 375 392.6 614.0 737.6 1,183.0 2,089.0 

Bolivia 
Inward  67.0 107.7 738.4 476.3 -238.6 240.1 
Outward 1.1 1.86 2.3 2.6 3.0 3.0 

Source: UNCTAD, Handbook of Statistics, 2008 
Note: (*) averages 

 
 
On the whole, relative to developing countries, South America lost shares in inward 
direct investment during those years (from 16.3% in 1990 to 11.9% in 2006), a 
reflection of the rise in attractiveness of new locations mainly in Asia and Eastern 
Europe. Relative losses were concentrated in Argentina (5.1% to 1.3%) but also in 
Chile (3.7% to 2.1%), partially offset by Brazil (2.8% to 5.0 %) and Colombia (1.4% 
to 1.7%), among others. It is also true that some countries have become less attractive 
in the more recent period due to a combination of political and regulatory uncertainty, 
combined with macroeconomic instability. Such is the case of Argentina, Bolivia and 
Venezuela (Table 9). 
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As a receptor, in the past Brazil received investments predominately from the U.S., 
European countries (Germany, Switzerland, France), as well as Japan and Canada 
(Table 9). Since the mid-1990s, traditional investors lost relevance; entrants from 
Spain and Portugal were attracted by the privatization of infrastructural and financial 
assets, while other countries gained importance as outward-investment platforms, 
offering domestic and international firms material tax advantages (such as the 
Netherlands, Luxembourg, Uruguay and the island tax havens).  
 

Table 9: Brazil – Foreign Direct Investment, by country of origin 

Stocks: 1995 and 2000; Inward Flows: 1990-2000 and 2001-07  

US$ million 
 

Country Stocks Flows 
 1995 % total  2000 % total  1990-2000 % total  2001-07 % total  
Netherlands 1,545.8 3.71% 11,055.3 10.73% 9,723.8 7.67% 29,233.0 19.43% 
United States 10,852.2 26.03% 24,500.1 23.78% 28,100.5 22.15% 28,557.1 18.98% 
Spain 251.0 0.60% 12,253.1 11.89% 21,603.0 17.03% 10,016.6 6.66% 
France 2,031.5 4.87% 6,930.8 6.73% 8,253.5 6.51% 8,456.3 5.62% 
Germany 5,828.0 13.98% 5,110.2 4.96% 2,014.1 1.59% 6,852.5 4.55% 
Luxemburg 408.0 0.98% 1,034.1 1.00% 1,763.2 1.39% 6,022.6 4.00% 
Canada 1,819.0 4.36% 2,028.3 1.97% 1,599.1 1.26% 5,678.9 3.77% 
Japan 2,658.5 6.38% 2,468.2 2.40% 1,878.9 1.48% 4,833.8 3.21% 
Portugal 106.6 0.26% 4,512.1 4.38% 7,641.0 6.02% 4,585.4 3.05% 
Switzerland 2,815.3 6.75% 2,252.1 2.19% 1,581.1 1.25% 4,060.4 2.70% 
South America 1,528.3 3.67% 3,138.5 3.05% 1,111.4 0.88% 3,478.1 2.31% 

Uruguay 874.1 2.10% 2,106.6 2.04% 502.9 0.40% 1,344.6 0.89% 
Chile 238.4 0.57% 228.1 0.22% 3.1  0.00% 1,042.7 0.69% 
Argentina 393.6 0.94% 757.8 0.74% 5-69.6 0.45% 610.2 0.41% 
Venezuela 1.0 0.00% 19.1 0.02% 6.0 0.00% 47.1 0.03% 
Colombia 4.8 0.01% 15.0 0.01% 0.3 0.00% 403.7 0.27% 
Ecuador - - 1.1 0.00% 0.0 0.00% 13.0 0.01% 
Paraguay 3.2 0.01% 5.5 0.01% 29.5 0.02% 10.6 0.01% 
Peru 12.8 0.03% 0.8 0.00% 0.0 0.00% 3.4 0.00% 
Bolivia 0.4 0.00% 4.4 0.00% na   2.9 0.00% 

Tax Havens 4,185.8 10.04% 15,082.2 14.64% 15,767.5 12.43% 22,263.8 14.80% 
Rest of the 
World 7,665.5 18.38% 12,649.5 12.28% 25,810.1 20.35% 16,406.6 10.91% 
Total 41,695.6 100.00% 103,014.5 100.00% 126,847.2 100.00% 150,445.2 100.00% 

Source: Own calculations on the basis of Brazilian Central Bank and UNCTAD data. 
 
 
Besides Chilean and Argentinean, South American firms have not been significant 
investors in Brazil. Uruguay functions as a tax haven to international firms (including 
a number from Brazil).  Between 1995 and 2000, the share of continental firms in 
total inward direct foreign investment actually fell, reflecting the smaller flows of the 
1990s. This trend continues in the current decade: inflows reached 2.31% in 2001-07, 
below the share of the continent in the stock of investments in 2000 (3.05%).  
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In recent years some of Brazil´s domestic firms transmuted themselves into emerging 
multinationals. As a result, the country has assumed a position of increasing 
importance as a source of DFI, due to the maturity of domestic firms, the need to look 
for new markets and the improving macroeconomic conditions15. In 2006 the country 
led both outward and inward investments, with a total of US$ 46.9 billion. If direct 
foreign investments from South American firms have not accompanied the increasing 
flow from other regions, it appears that Brazilian firms’ have not privileged South 
America economies in their investment plans either. Indeed, the widely-used data 
collected by the Central Bank on the basis of obligatory reporting requirements from 
all domestic investors (Capitais Brasileiros no Exterior – CBE) shows a significant 
regression in the relative shares of regional stocks of Brazilian direct investment in 
the continent between 2001 and 2006, from 12.3% to 6.5% of the total (Table 10).  
 

Table 10: Brazil – Foreign Direct Investment Stocks 

2001, 2006, US$ millions 
 

  2001 % total 2006 % total 
Total 42.584,4  100,0% 97.714,7  100,0% 
South America* 5.248,1  12,3% 6.310,4  6,5% 
Mercosur 4.786,7  11,2% 4.027,7  4,1% 

Argentina 1.625,4  3,8% 2.136,3  2,2% 
Uruguay 3.121,1  7,3% 1.742,6  1,8% 
Paraguay 40,2 0,1% 148,7 0,2% 

CAN** 276,8  0,7% 379,5  0,4% 
    Bolivia 35,6 0,1% 54,9 0,06% 

Colombia 129,7  0,3% 47,5  0,05% 
Ecuador 71,5 0,2% 42,4 0,04% 
Peru 40,1 0,1% 234,7 0,24% 

Source: Brazilian Central Bank - Declarações do CBE (Capitais Brasileiros no Exterior) 
Notes: (*) Argentina, Bolivia, Brazil, Chile, Colombia, Ecuador, Paraguay, Peru, 
Uruguay and Venezuela; (**) Bolivia, Colombia, Ecuador and Peru. Does not include 
Venezuela. 

 
A brief excursus may be required here. The study of direct investment flows at a more 
disaggregated level raises questions related to distortions in national statistics which 
purport to report both the origin of international investments and the destiny of 
domestic investment flows. It is not uncommon for firms to use subsidiaries located in 
countries with more competitive fiscal regimes and/or with bi-lateral investment 
agreements to originate their investments, thereby masking the true origin and destiny 

                                                 
15 See Ribeiro, Fernando and Raquel Casado Lima (2008), ‘Investimentos brasileiros na América do 
Sul: desempenho, estratégias e políticas – Relatório Final’, available at 
http://www.funcex.com.br/material/semandinos/Brasil%20final.pdf (accessed 9 March 2009); 
Sandra Polônio Rios and Roberto Magno Iglesias, “Investimentos brasileiros na América do Sul: as 
perspectivas dos países andinos (Síntese dos estudos nacionais) – Relatório Final”, FUNCEX, July 
2008; and, Frischtak, Cláudio R. (2008), ‘O Mundo de Cabeça para Baixo: a nova competição global e 
a transnacionalização das empresas brasileiras’, in João Paulo dos Reis Velloso and Roberto Cavalcanti 
de Albuquerque (eds), O Brasil e a Economia Criativa: um novo mundo nos trópicos, José Olympio, 
Rio de Janeiro, pp. ___. 
 
.  
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of investments in national statistics. In this sense, the volume of investment flows 
from individual countries on the continent (other than Uruguay) into Brazil may be 
underestimated and controversial.   

To what extent do those statistics reflect the true investment allocation of resources by 
domestic firms investing abroad? Data from the Central Bank of Argentina suggest 
that the stock of Brazilian investments in the country – which according to the 
Brazilian government amounts to US$ 2.1 billion in 2006 – is likely to be an 
underestimate, in view of the fact that between 2002-2006,  investments (and 
reinvestments) by Brazilian firms in the country totaled some US$ 3.9 billion (Table 
11). 

 

Table 11: Direct Investments by Brazilian Firms in Argentina 

US$ millions 
 
  2002 2003 2004 2005 2006 ΣΣΣΣ 2002-06 2007 
Investment Volume  944.0 151.0 654.0 1,106.0 1,065.0 3,920.0 1,000.0 
Source: Central Bank of Argentina. 
 
It could thus be argued that Argentina – and possibly other economies on the 
continent – has more relevance to Brazilian firms as direct investment targets than 
what is shown by the statistics of the Central Bank of Brazil16. This is not an 
irrelevant consideration as it pertains to the centrality of Argentina (and by extension, 
Mercosur, as well as other economies in South America), to the growth strategy of 
Brazilian firms, and to their role in the process of continental integration. Still, the 
material difference between the registries of the two central banks does not permit one 
to conclude that the Argentinean shares in Brazilian foreign investments must be re-
estimated according to this discrepancy, insofar as there are only indications, and not 
systematic studies, which point to similar problems of the same magnitude in other 
countries of CAN17.  
 
In sum, it is highly probable that the volume of Brazilian investments in Argentina 
and a number of other destinations may in fact be superior to what is reported by the 
Brazilian Central Bank. The problems found in the level and distribution of Brazilian 
investments is suggestive that the relative regression of South America, with still 
greater intensity of Mercosur, as shown in Table 10, may be marginally less dramatic. 
Yet, this is unlikely to reverse the more general point that the continent is losing 
relevance for the Brazilian economy, while the reverse also seems to be the case as 
Brazil – and South America – becomes increasingly driven by and dependent on 
                                                 
16 The major Brazilian investment in Argentina is that of Petrobrás Energia, followed by Camargo 
Corrêa group (Loma Negra, Santista Têxtil e Alpargatas), Swift-Armour (Friboi group) and Banco Itaú 
Buen Ayre, in addition to Cervejaria Quilmes, acquired by then Ambev (now the Belgium-Brazilian 
ABInbev). Acindar was bought by Belgo-Mineira, now ArcelorMittal.  
17 For investments in CAN, there is apparently considerable sub-registration: the sum total of Brazilian 
direct investments in the period 2002-2006 is US$ 1.542 billion (excluding Venezuela), which seems at 
odds with the variation  in the stocks as reported by the Central Bank of Brazil (US$ 102.7 million – 
see Table 6), even considering eventual disinvestments. See Sandra P. Rios, op. cit., p. 6 (Table 1) for 
an exercise which accounts for the Brazilian direct investment flows in the Andean countries in 1996-
2007, and obtained from national sources (Instituto Nacional de Estatística and Banco Central de 
Bolivia, Banco Central de Colombia, Banco Central de Ecuador, and Próinversion from Peru).  
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global economic forces, as the next section strongly suggests. Obviously, this mutual 
and growing independence does not bode well for any project of integration which 
depends on purely endogenous continental forces. 
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V Macroeconomic Synchrony 

 
So far the paper has examined the intensity of trade and investment flows between 
Brazil and other South American economies as an indicator of the extent of regional 
integration, and more importantly, of the trajectory and intensity of future regional 
trade and investment. This section examines a less direct measure, namely the 
synchronism of growth rates of these economies, and how they have responded to 
exogenous forces18.  
 
Table 12 shows the degree of correlation between growth rates of Brazil and three 
regional economic groups: Mercosur, CAN and South America. As shown, Brazil is 
poorly correlated to the rest of Mercosur, especially Argentina (denoted by lower 
weighted correlations). Meanwhile, Brazil experienced more synchronized growth 
with CAN, possibly due to more similar macroeconomic policies and more intense 
economic ties in the current decade. The convergence of growth paths from 2000 to 
the present may reflect greater influence of the global economy in the region. 
 

Table 12: Correlation between Brazil’s GDP growth and that of MERCOSUR, 
CAN and the South American Economies  

(1980-89; 1990-99; 2000-07) 
 

  1980-89 1990-99 2000-07 
Simple Average    
Mercosur (ex-Brazil) 0,465 0,290 0,456 
CAN 0,493 0,437 0,744 
South America (ex-Brazil) 0,516 0,403 0,618 
Weighted Average     
Mercosur (ex-Brazil) 0,229 0,211 0,392 
CAN 0,425 0,356 0,744 
South America (ex-Brazil) 0,458 0,299 0,620 

Source: Own calculations on the basis of GDP data available in IMF, World Economic 
Outlook Database, Oct/08 
Note: weights - nominal GDP of each country.  

 

                                                 
18 Currently there are no mechanisms, either within Mercosur or South America at large, to coordinate 
macroeconomic policies and actions on the monetary, exchange rate and fiscal front. Not all Central 
Banks are independent (as in Chile) or effectively autonomous (as in Brazil). Moreover, in some cases 
they target a low inflation regime while minimizing GDP volatility and maintaining a floating 
exchange rate; in other cases they aim at rapid growth by means of an expansionary monetary policy or 
a low exchange rate, independent of the consequences on inflation. By the same token, fiscal policies 
are far from uniform across the region, with some governments valuing fiscal discipline while others 
depend of expansionary policies to attain political ends. Nonetheless, there is a significant group of 
countries on the continent with fundamentally similar policies, namely: Brazil, Uruguay, Chile, Peru 
and Colombia. Combined with greater product and factor mobility between countries, one would 
expect growing synchrony in growth dynamics. Similarly, greater economic integration among 
countries from the same bloc – Brazil and Argentina, for instance – could imply growing convergence. 
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In fact, the correlation indices between the world´s GDP growth and that of Brazil, 
Mercosur, CAN and South America seem to reflect “late integration”. In the 1990s, 
Brazil didn’t grow with the rest of the world, and neither did the economies of 
Mercosur, CAN or South American as a block.  Though the 90´s showed negative 
correlation with the global economy, the current decade demonstrates South 
American economies are growing in tandem with the world (Table 13)19. This 
phenomenon (of late integration) appears to repeat itself – though with less intensity – 
in case of Mexico, as evidenced by the weighted correlations between the world and 
NAFTA. 
 

Table 13: Correlation between the World’s GDP growth and that of Brazil, 
MERCOSUR, CAN, South America and NAFTA  

1980-89; 1990-99; 2000-07 
 

  1980-89 1990-99 2000-07 
Brazil  0.235 0.204 0.802 
Average    

Mercosur (incl. Brazil) 0.314 -0.262 0.767 
Mercosur (ex-Brazil) 0.294 -0.367 0.725 
CAN 0.189 -0.158 0.768 
South America (incl. Brazil) 0.381 -0.243 0.801 
South America (ex-Brazil) 0.379 -0.286 0.785 
NAFTA 0.570 0.511 0.804 

Weighted Average        
Mercosur (incl. Brazil) 0.376 -0.126 0.916 
Mercosur (ex-Brazil) 0.192 -0.442 0.745 
CAN 0.147 -0.213 0.777 
South America (incl. Brazil) 0.396 -0.165 0.894 
South America (ex-Brazil) 0.314 -0.425 0.828 
NAFTA 0.883 0.681 0.819 

Source: Own calculations on the basis of GDP data available in IMF, World Economic Outlook 
Database, Oct/08 
Note: weights - nominal GDP of each country.  
Mercosur = Brazil, Argentina, Paraguay and Uruguay; CAN = Bolivia, Colombia, Ecuador e Peru. 
In this case Venezuela, which left the group in april/06, is included; South America: Brazil, 
Argentina, Bolivia, Chile, Colombia, Ecuador, Paraguay, Peru, Uruguay e Venezuela; NAFTA: 
Canada, EUA e Mexico.  
 
In general, however, it appears that the current decade seems to be characterized by a 
quantum jump in the degree of integration of all emerging economies not only in 
Latin America but also in Asia, Japan, and Europe (Table 14). In the case of Asia, the 
crisis of the 1990s appear to have “decoupled” it from the world economy, though in 
the previous decade most of the growth impulse of the ASEAN-5 seems to have come 
from endogenous sources. 

                                                 
19 The correlations were calculated on the basis of both simple and weighted averages, with no 
significant change of the results. 
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Table 14: Correlation between the World’s GDP growth and the Euro Area, 
Developing Asia, ASEAN-5, China and Japan  

 (1980-89; 1990-99; 2000-07) 

 
  1980-89 1990-99 2000-07 

Euro Area n.a. 0.605 0.577 
Developing Asia 0.790 0.063 0.819 
ASEAN-5 0.117 0.061 0.848 
China 0.469 -0.243 0.671 
Memo:    
    Japan 0.550 0.029 0.945 

Source: Own calculations on the basis of GDP data available in IMF, World Economic 
Outlook Database, Oct/08 
Note: Euro Area: 15 countries - Austria, Belgium, Cyprus, Finland, France, Germany, Greece, 
Ireland, Italy, Luxemburg, Malta, Netherlands, Portugal, Slovenia, Spain. Developing Asia: 
23 countries – ASEAN-5 (Indonesia, Malaysia, Filipinas, Thailand and Vietnam), and 
Bangladesh, Bhutan, Cambodia, China, India, Indonesia, Kiribati, Laos, Maldives, Myanmar, 
Nepal, Pakistan, PNG, Samoa, Salomon Islands, Sri Lanka, Tonga, Vanuatu. 

 
Suggestive evidence is presented in Table 15: for Brazil, but even more for Mercosur 
and the region, global integration seems to have been driven by the now waning 
commodity boom of this decade. Inversely, in the previous two decades, regional 
GDP growth adherence to the commodity index was moderate to low, or even 
negative, in view of the centrality of commodity exports to few of the main regional 
economies (Chile, Peru, and Venezuela).   

 

Table 15: Correlation between the SPCI Commodities Index and GDP growth 
of Brazil, MERCOSUR, CAN and South America 

1980-89; 1990-99; 2000-07 
 

  1980-89 1990-99 2000-07 
Brazil x SPCI –G -0.037 0.058 0.559 
Average    

Mercosur (incl. Brazil) 0.137 0.064 0.807 
CAN -0.010 0.458 0.799 
South America (incl. Brazil) 0.067 0.287 0.832 

Weighted Average        
Mercosur (incl. Brazil) -0.248 -0.028 0.806 
CAN -0.188 0.420 0.794 
South America (incl. Brazil) -0.246 0.065 0.824 

Source: Own calculations on the basis of GDP data available in IMF, World Economic 
Outlook Database, Oct/08 
Notes: SPCI-G - Standard & Poor's Commodity Index- Geometric Series. Data from 2007 are 
up to June. The S&P Commodity Index - Geometric Series (SPCI-G) was initiated in October, 
2001 and it was discontinued in January 2008. It measures the commodities’ prices for future 
contracts.  

 



21  

Finally, in the given region, how do commodity prices compare in importance to 
global liquidity and global availability of finance as drivers of economic expansion? 
This paper has alluded to both factors as major explanatory variables for the bright 
recovery enjoyed by regional economies in recent years, as well as for the reversal of 
fortunes in 2008. Using nominal interest rates as a proxy for financial market 
conditions and the cost of money, it appears the correlation is significant and has the 
right sign in the 1980s for Brazil and Mercosur, and to a lesser extent for CAN, and 
this correlation weakens in the 1990s. Yet at year 2000 onward – contrariu sensu – 
nominal interest rates become of little relevance when compared to commodity prices 
(Table 16). It is likely that in the 1980s – in addition to endogenous policy mistakes – 
the highly indebted economies of Brazil and Argentina were hurt by the tight 
monetary policy of the early Volker years. In the following decade this correlation 
weakened and domestic growth (or lack thereof) seemed to be the result of misguided 
fiscal and monetary policies. 
 

Table 16: Correlation between the Fed Nominal Interest Rate and GDP growth 
of Brazil, MERCOSUR, CAN and South America 

(Nominal Interest Rate  in  T=0 and GDP Growth in T+1) 

1980-89; 1990-99; 2000-07 
 

  1980-89 1990-99 2000-07 
Brazil -0.451 -0.400 0.0001 
Average       

Mercosur (incl. Brazil) -0.421 -0.306 -0.048 
CAN -0.048 0.028 0.048 
South America (incl. Brazil) -0.248 -0.120 -0.011 

Weighted Average        
Mercosur (incl. Brazil) -0.578 -0.394 -0.159 
CAN -0.141 0.029 0.103 
South America (incl. Brazil) -0.491 -0.281 -0.077 

Source: Own calculations on the basis of GDP data available in IMF, World Economic 
Outlook Database, Oct/08 and The Federal Reserve Bank. 
Note: weights - nominal GDP of each country. 

  
 
In summary, in the last three decades there has been a pronounced shift in the extent 
to which the Brazilian economy has grown in tandem with other regional economies, 
reflecting not so much closer links brought about by trade and investment, but rather 
global forces that have been at work in recent years. Such “late integration” appears to 
be driven not so much by financial flows in a decade of enormous liquidity – which 
came abruptly to an end in late 2008 – but by the commodity boom and the positive 
terms of trade shock which it propitiated. This finding reinforces the notion that 
strong centripetal forces are at work in the region, and that the Brazilian economy is 
neither the engine nor the stabilizing force of the continent. As the next section shows, 
growing asymmetries in economic power work only to confirm the estrangement 
within the region.  
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VI  Asymmetries 

 
During the last three decades, South America underwent periods of great 
macroeconomic volatility which affected mostly the highly-indebted countries of the 
region. Only in recent years have these economies fared better on a more consistent 
basis, tracking the growth of the central economies with the commodity “boom” and 
the expansion of domestic consumption and investment. Measured in current US$, 
since 1990-94 and up to 2008, the economies of the continent expanded at an average 
annual rate of 7.6%.  
 

There are, however, significant intercountry disparities. From the perspective of their 
relative share in regional GDP, the larger economies of the region appear to have 
consolidated their position in that period, while Uruguay, Paraguay, Bolivia and 
Ecuador either regressed or stagnated (Table 17). The important exception is 
Argentina, whose shares declined near monotonically (except in the early 1990s); 
conversely, Brazil, and mainly Venezuela, Chile and Colombia, made significant 
gains.  

 

Table 17: GDP Shares of the Economies of South America 

Average over period 

 in % 

  1980-84 1985-89 1990-94 1995-99 2000-04 2005-07 2008 (P) 
South America GDP 
(US$ billions) 504,80 624,47 935,29 1.434,15 1.162,35 1.980,13 3.016,08 
Argentina 27,09 16,40 22,53 19,60 16,01 11,02 11,23 
Bolivia 0,66 0,66 0,59 0,54 0,71 0,58 0,63 
Brazil 34,43 54,87 52,50 54,56 50,25 55,01 55,19 
Chile 4,90 3,46 4,60 5,33 6,55 7,22 6,02 
Colombia 8,57 6,90 6,43 6,71 8,35 8,54 8,28 
Ecuador 2,81 1,92 1,47 1,46 2,12 2,09 1,81 
Paraguay 1,02 0,73 0,65 0,57 0,53 0,48 0,54 
Peru 4,34 5,16 3,83 3,86 5,08 4,70 4,36 
Uruguay 1,61 1,07 1,41 1,46 1,29 1,00 0,94 
Venezuela 14,57 8,82 6,00 5,90 9,11 9,36 11,00 

Source: Own calculations on the basis of GDP data available in IMF, World Economic Outlook 
Database, Oct/08. Note: (P) – IMF projection dated Oct/08. 

 
As a preliminary conclusion, the intra-Mercosur concentration accelerated starting in 
the mid-1990s, coincidentally at a time when the Treaty of Asunción was being 
implemented. Obviously, “correlation is not causality” and here it is not suggested 
that the integration process generated or amplified the asymmetries, which relate to 
the member countries domestic policies, the past instability and the nature of their 
insertion in the global economy. However, the fact is that the disparities have gotten 
worse over time. Second, Venezuela in 2008 will likely come close to matching 
Argentina as the second largest economy of the continent.  
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If the same analysis is undertaken in terms of purchasing power parity (PPP), the 
relative positions of the countries in the region are fundamentally the same, with the 
exception of Chile, which presents a consistent trend in gaining shares in regional 
GDP, either in current prices or in PPP (Table 18). The stability of the relative 
trajectories are somewhat surprising, in view of the changes these countries have 
undergone during the period.  
 

Table 18: GDP Shares of the Economies of South America (in PPP)  

Average over period in % 

 

  1980-84 1985-89 1990-94 1995-99 2000-04 2005-07 2008 (P) 

South America GDP  
(US$ billions - in PPC) 

946,54 1.282,16 1.645,48 2.154,34 2.583,63 3.423,16 4.020,95 

Argentina 15,64 13,64 14,08 14,54 12,97 13,76 14,19 

Bolivia 1,12 0,94 1,03 1,06 1,11 1,09 1,08 

Brazil 51,67 54,51 52,12 51,13 51,98 49,84 49,14 

Chile 3,62 3,68 4,84 5,78 6,25 6,27 6,13 

Colombia 7,38 7,75 8,64 8,66 9,70 10,04 10,01 

Ecuador 2,65 2,58 2,74 2,62 2,67 2,75 2,60 

Paraguay 0,76 0,76 0,83 0,80 0,74 0,73 0,73 

Peru 6,26 5,92 4,81 5,29 5,47 5,76 6,09 

Uruguay 1,09 1,04 1,12 1,13 0,99 0,99 1,01 

Venezuela 9,81 9,16 9,79 8,98 8,11 8,76 9,02 
Source: Own calculations on the basis of GDP data available in IMF, World Economic Outlook 
Database, Oct/08. Note: (P) – IMF projection dated Oct/08. 

 

The data above reflects not so much the specific weight of a particular economy, but 
is an indication of the evolution over time of relative purchasing power of the 
population. It suggests economies did not experience great variation over the years, 
with some gains (Colombia and Chile being the most significant) and marginal losses 
(Argentina, Brazil).  

The concentration of GDP in current prices and the quasi invariance in relative shares 
in PPP terms do not signify either stagnation in income per capita or absolute losses 
(Table 19 and Table 20). Again, the exception is Argentina, if one considers the 
interval 1990-94 to 2005-07 (even though the nadir occurred during the 2000-04 
crisis), and only in current prices, not in PPP.  
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Table 19: GDP per capita (current prices) for South American Economies  

in US$ 

 

  1980-84 1985-89 1990-94 1995-99 2000-04 2005-07 2008 (P) 

Argentina 4.763,2 3.292,7 6.281,5 7.893,9 4.981,8 5.590,6 8.522,2 
Bolivia 612,9 674,9 806,9 991,7 938,4 1.188,4 1.888,6 
Brazil 1.401,0 2.459,9 3.237,5 4.785,8 3.311,5 5.822,3 8.676,0 
Chile 2.162,4 1.728,8 3.166,3 5.230,8 4.877,7 8.697,8 10.813,7 
Colombia 1.455,0 1.305,6 1.643,0 2.403,6 2.213,3 3.609,9 5.174,1 
Ecuador 1.674,1 1.263,0 1.274,5 1.762,8 1.942,0 3.068,9 3.926,8 
Paraguay 1.558,0 1.192,1 1.354,7 1.646,0 1.127,9 1.614,0 2.657,8 
Peru 1.207,8 1.566,7 1.588,3 2.301,0 2.266,3 3.364,2 4.609,5 
Uruguay 2.760,6 2.198,2 4.196,0 6.446,0 4.483,4 6.176,8 8.859,7 
Venezuela 4.629,0 3.067,9 2.740,7 3.706,7 4.249,2 6.856,4 11.827,6 
Source: Own calculations on the basis of GDP data available in IMF, World Economic Outlook 
Database, Oct/08. Note: (P) – IMF projection dated Oct/08. 

 

Table 20: GDP per capita (PPP) for South American Economies  

In current International Dollar 

 

  1980-84 1985-89 1990-94 1995-99 2000-04 2005-07 2008 (P) 

Argentina 5.116,9 5.621,6 6.912,9 8.792,9 8.930,1 12.081,2 14.354,4 
Bolivia 1.938,7 1.975,2 2.469,8 2.929,0 3.248,4 3.876,8 4.332,6 
Brazil 3.930,4 5.036,7 5.653,7 6.722,3 7.604,8 9.130,9 10.298,2 
Chile 2.988,2 3.779,6 5.860,2 8.507,2 10.352,3 13.064,6 14.688,3 
Colombia 2.345,0 3.008,3 3.898,6 4.654,2 5.712,6 7.343,4 8.337,0 
Ecuador 2.952,3 3.453,5 4.188,2 4.725,4 5.442,9 6.962,1 7.518,3 
Paraguay 2.180,2 2.511,5 3.055,7 3.472,8 3.484,4 4.225,4 4.767,4 
Peru 3.252,0 3.719,6 3.511,5 4.726,7 5.432,7 7.128,2 8.584,9 
Uruguay 3.510,5 4.396,0 5.898,0 7.489,3 7.583,2 10.614,1 12.707,2 
Venezuela 5.820,6 6.510,3 7.866,9 8.494,9 8.397,8 11.108,6 12.933,0 
Source: Own calculations on the basis of GDP data available in IMF, World Economic Outlook 
Database, Oct/08. Note: (P) – IMF projection dated Oct/08. 
. 

However, in per capita terms, it is noteworthy that the poorest countries of South 
America – as Bolivia and Paraguay – grow below the average for the continent in 
both current and PPP terms (Table 21). It is likely that the political shifts in poorer 
countries in the last few years and the demands for redressing perceived past 
injustices are at least in part explained by the divergent trajectories of the economies 
and the perception of relative impoverishment. By contrast, a number of countries 
have made major strides: Chile, Brazil, Peru and Venezuela in current terms (the latter 
concentrated in more recent period); and Chile, Argentina and Uruguay, in PPP.  
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Table 21: GDP per capita growth at current prices and PPP from South American 
countries 

In % 

 

  ∆ % at current prices ∆ % in PPP 

  1980/84 - 2008 1990/94 - 2008 1980/84 - 2008 1990/94 - 2008 
South America –  
∆ % average 

4,61% 6,63% 4,27% 4,62% 

Argentina 2,35% 2,05% 4,21% 4,99% 
Bolivia 4,60% 5,83% 3,27% 3,82% 
Brazil 7,57% 6,79% 3,93% 4,08% 
Chile 6,65% 8,53% 6,58% 6,32% 
Colombia 5,21% 7,95% 5,20% 5,20% 
Ecuador 3,47% 7,79% 3,81% 3,98% 
Paraguay 2,16% 4,59% 3,18% 3,01% 
Peru 5,50% 7,36% 3,96% 6,14% 
Uruguay 4,77% 5,11% 5,28% 5,25% 
Venezuela 3,82% 10,24% 3,25% 3,37% 

Source: Own calculations on the basis of GDP data available in IMF, World Economic Outlook 
Database, Oct/08.  

In sum: The macroeconomic instability which characterized the economies of the 
continent beginning in the 1980s did not impede the growth of income per capita or 
its acceleration starting in the mid-1990s. Yet, the continent is equally characterized 
by greater intercountry disparities and relative economic losses by the smaller 
economies and poorer countries. These asymmetries manifest themselves not only in 
terms of perverse income-per-capita dynamics – with the poorer and the wealthier 
countries growing apart – but also in the rising economic power of Brazil (and prior to 
the oil bust, Venezuela).  

The latter phenomenon is captured by the intercountry distribution of income when 
measured in current terms, from either this decade or a longer-run perspective (Table 
22).  Although in PPP there is an apparent improvement, in terms of real economic 
power – reflected in GDP at market prices – there is a measurable downturn. The 
difficulty in adequately dealing with these divergent intercountry trajectories poses a 
fundamental challenge to continental integration; and as noted in the conclusion 
below, there is a dearth of instruments to effectively respond. 
 

Table 22: South America - Intercountry Distribution of Income  

 (Gini Coefficient, various years) 

  1980-84 1985-89 1990-94 1995-99 2000-04 2005-06 2007 2008 (P) 

Current Prices 0,569 0,653 0,660 0,660 0,614 0,624 0,633 0,637 
PPP 0,620 0,631 0,614 0,605 0,605 0,596 0,593 0,592 

Source: Own calculations on the basis of GDP data available in IMF, World Economic Outlook 
Database, Oct/08. Note: (P) – IMF projection dated Oct/08. 
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VII  Conclusion 

 
It stands to reason that a passive policy for the continent would just sanction and 
reinforce the economic forces which drive Brazil away from the continent. Currently 
there exists no endogenous engine to draw in South American economies besides 
the political will of governments. In fact, this has become the leitmotiv of integration. 
Yet, in view of its costs, why not opt for a policy of benign neglect, so the country 
does not become hostage of its real or apparent ambitions? Why not allocate political 
resources for more promising markets, the (physical) distance from which allows for 
less risky relationships, with no significant weighty historical legacies?  
 
This paper started with a premise: for Brazil, South American integration is a political 
imperative. The country has a “special responsibility” within the continent, and in this 
sense, should use its resources to promote economic and social development of the 
region through closer economic relations20.  
 
This is not an obvious premise or one that is universally accepted, particularly in view 
of the fact that the economic policies of Brazil – broadly characterized by 
macroeconomic responsibility and moderate developmental policy activism – differ 
from the heterodox development strategies of some of its poorer neighbors, supported 
by a politically competitive Venezuela. Moreover, Brazilian economic growth is 
possibly less and not more dependent on the other economies of Mercosur and the rest 
of the continent. Still, it is true that for some sectors (automotive, agricultural 
machinery, engineering services), regional markets are of major importance. Two 
border countries, Bolivia and Paraguay, have a critical role in supplying Brazil’s 
domestic energy needs: 50% of natural gas (Bolivia), and approximately 19% of 
electricity (from the Brazilian-Paraguayan Itaipú dam). However, on the whole, extra-
continental exogenous forces drive the Brazilian economy. 
 
Yet even from a narrow national perspective, the strengthening of other South 
American economies seems to be in the interest of Brazil. After all, the country has 
relatively porous borders with all but two countries of South America. The potentially 
worst outcome would be mounting frustration in the poorer nations (Bolivia and 
Paraguay) or in nations that underwent a process of secular stagnation (Uruguay and 
Argentina), combined with “anti-imperialist” nationalism bent on contesting the 
economic (and political) relations with Brazil. Another possibility is the eventual 
emergence of political forces in Brazil mobilized by xenophobic – if not racist – 
responses to the political discourse of injustice and the objective threats to Brazilian 
interests. In this sense, it is fundamental to define an agenda for integration and the 
reduction of asymmetries on the continent21. 
 

                                                 
20 In fact, while major policy initiatives for economic integration face political and other obstacles, and 
although there is no clear strategy for the reduction of asymmetries, Brazil has become the key 
supporter (with 70% of the financing) of two MERCOSUR-wide funds to promote SMEs and support  
small-scale agriculture. The country also doubled its contribution (from US$ 70 to US$ 140 million) 
for infrastructure and related investments in the context of the Structural Convergence Fund (Focem).  
21  The recently announced (January 2008) Strategic Plan for National Defense posits that “the  
integration of South America not only will contribute to the defense of Brazil, but will allow for 
military regional cooperation and integration of the [regional] defense industry. It will move away the 
shadow of intraregional conflicts…”  
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What kind of initiatives would then be required to counterweight the centripetal 
economic forces in the continent? Recently, a private task force suggested a four-
pronged integration agenda: trade and investment; infrastructure and transport 
services; energy; and climatic changes22 . There is no need to repeat the 
recommendations of the task force – although relevant on the whole – but only to 
strengthen some of the fundamental points. 
  
First, insofar as trade and investment are the centerpieces of economic relations 
among countries, these bidirectional fluxes are the ones that would need to be 
augmented in a significant way before the continent becomes a driving force to the 
Brazilian economy. Physical integration should be regarded as a means to facilitate 
the flux of goods, services and factors, but do not substitute the essence of economic 
integration.  
 
In this perspective, the creation of a Free Trade Area in South America – beginning 
by the removal of non-tariff barriers – would not only facilitate and promote intra-
regional trade, but would also motivate cross-border investment by demanding an 
improvement in infrastructure to support regional integration. It is in the context of an 
eventual FTA that asymmetries may be more effectively addressed, highlighting 
commercial preferences that promote investment, training and improvements in the 
skills base. Moreover, an eventual FTA would promote entrepreneurialism in the 
poorer countries, with an initial focus on Bolivia and Paraguay23.   
 
Second, although trade has been demonstrated to be an important lever of investment, 
the reverse also appears to be true, with an expansion of exports of goods and 
services, often accompanying direct outward investment. However, the costs and 
political risk subsumed in cross-border investment are generally far greater than 
entering a market by shipping goods and services through local distributors. As a 
result, measures to reduce the costs and control the risks of outward investment would 
encourage its regional expansion, especially when directed toward poorer countries. 
Beyond tax-related initiatives, which are possibly the most effective means to reduce 
direct investment costs, there is a need to study and propose new generation 
investment protection agreements. These agreements must balance better the demands 
of investors with the public interest in the jurisdictions in which they will apply. 
  
Finally, which country should take the initiative? Recalling the introductory 
discussion of this paper, the country with the largest economy and the greatest 
influence in South America should. That is, Brazil should provide the public good of 
integration according to the Olsonian logic: in a small and highly asymmetric group, 
the country (or countries) which have the most to lose with the sub-provision of a 
good is the one that has the incentive and interest in becoming responsible for its 
supply.  

                                                 
22 See Força Tarefa – O Brasil na América do Sul (“Task Force – Brazil in South America”) in Centro 
de Estudos e Integração do Desenvolvimento (CINDES), Breves Cinde n. 7, 2nd edition, July 2008 for 
a background and current status for each theme, and a more detailed reform agenda.  
23 Supply-side measures, such as those promoting SMEs, would be more effective if matched by a clear 
demand from new trade opportunities or those arising from the insertion of indigenous firms in 
investment-centered supply chains, and in the context of a supportive domestic investment 
environment. Yet in countries such as Bolivia, the investment climate is deteriorating.   



28  

Despite the political logic behind it, and the Brazilian government’s efforts, the 
medium and long-term prospects for integration do not appear to be very bright. The 
two major blocs in the region – the Andean Community and Mercosur – continue to 
reveal internal tensions, which are fundamentally derived by different models of 
economic development pursued by individual countries, and their views on: the role 
of the State; the contribution of direct foreign investment; and the impact of trade 
liberalization on domestic industry and economic activity. The perspectives on those 
critical issues vary vastly between Venezuela, Ecuador and Bolivia, on the one hand, 
and Peru, Colombia, Chile and Uruguay, on the other. The varieties of responses 
render the possibility of a continent-wide Free Trade Agreement very unlikely. 
Differences of the same nature – though of lesser intensity – separate Argentina and 
Brazil, the former with a defensive posture when it comes to international trade 
agreements, while the latter with an inclination to lower barriers within the context of 
multilateral (and bilateral) arrangements to achieve a positive-sum game. 
 
Moreover, the internal tensions within CAN and MERCOSUR suggest it is unlikely 
that they could be effective in the coming years as platforms for trade liberalization 
and economic integration. Evidence points to the contrary. Venezuela left CAN in 
2005, and the custom union’s common external tariff (CET) was suspended. 
Colombia, Peru and Ecuador announced they will pursue negotiations with the 
European Union on a bilateral basis24. In addition, there are a number of individual 
initiatives, such as the FTAs between Peru and Colombia (with the U.S.), and Peru 
with China and with Singapore, for example. There is also a spate of bilateral 
arrangements between Chile – an Associate Member of CAN – and other nations.  
 
MERCOSUR, on its turn, is suffering from an inability to further economic 
integration despite its relatively successful institutionalization. The CET has a list of 
exceptions which leave out approximately 67% of the items (44% trade weighted) 
traded by the four members. Similarly, the objective pursued since 1994 of 
eliminating tariffs that are charged at the initial port of entry, and then charged again 
when the product is re-exported within MERCOSUR, has yet to be attained. In 
addition, no significant trade agreements have been signed between the union and its 
major trading partners, prompting calls to end the obligation of member countries to 
negotiate collectively with third parties25. 
 
It might be the case that the best prospects for a South American economic union 
would be for Brazil – and other nations that uphold results-oriented, pragmatic 
economic policies, unhampered by fears of liberalization – to work outside the 
confines of existing agreements, for an attainable goal: the formation of an effective 
FTA among a core of committed nations. Such a proposal may push Mercosur out of 
its lethargic, defensive attitude, and bring a new dynamism to trade and investment 
relations in South America.   

                                                 
24 See Statfor Today (2008), ‘Latin America: Disparate Goals and a Spate of FTAs’, available 
http://www.stratfor.com/analysis/20081112_latin_america_disparate_goals_and_spate_ftas (accessed 
13 November 2008).  
25 Barbosa, Rubens (12 August 2008), ‘Obstáculos no Mercosul’, Globo. Ambassodor Barbosa is a 
senior member of the Brazilian diplomatic corps, and the head of the Foreign Relations Council of the 
Federation of Industries of the State of São Paulo (FIESP). Mr. Barbosa also calls for the formation of 
an FTA in South America; and (re)opening of negotiations with the European Union and significant 
markets in Asia and the Gulf region.  
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