
IDRC-Lib. (/575? 

FC 1995-7 

LATIN AMERICAN ECONOMIC 
INTEGRATION: SUBREGIONAL 

TRADE ARRANGEMENTS 
AND PATTERNS OF TRADE 

by 

Gustavo Indart' and Miguel Lengyel2 

Centre for International Studies 
170 Bloor Street West 

Suite 500 
Toronto, Ontario 

M5S 1T9 
(416) 978-3350 

Not to be reprinted without the permission of the authors. 
Copyright 1995 

Centre for International Studies, 170 Bloor St. W., 5th Floor, Toronto, Ontario, M5S 1T9. 
2 FLACSO, Ayacucho 551, (1026) Buenos Aires, Argentina. 

331,71 

RIMSD
Text Box
This report is presented as received by IDRC from project recipient(s).  It has not been subjected to peer review or other review processes. This work is used with the permission of University of Toronto, Centre for International Studies.                                                  © 1995, University of Toronto, Centre for International Studies.



LATIN AMERICAN ECONOMIC INTEGRATION: 
SUBREGIONAL TRADE ARRANGEMENTS AND PATTERNS OF TRADE 

Until recently, regional integration appeared as a desirable but eluding goal for Latin 
American countries. From the late 1950s to the mid-1980s, integrationist attempts appeared rich 
in rhetoric and rather poor in substance. Since 1985, however, the inaction of the previous 
thirty years has been reversed and the process of integration has proceeded at an astonishingly 
fast pace. 

In the last ten years, important advances in the process of integration have been made 
mainly at the subregional level. At the same time, Latin American countries have made a 
serious attempt to open their economies not only to regional but also to international 
competition. This combination of regional preferential agreements and trade liberalization in 
general has been coined "open regionalism". Proponents of open regionalism define it as the 
attempt "to make explicit integration policies compatible with, and complementary to, policies 
to enhance international competitiveness" (ECLAC, 1994, 6-7). 

The purpose of this paper is to describe the different processes of regional and 
subregional integration in Latin America during the last 35 years, paying special attention to the 
implementation of subregional trade agreements. The organization of the paper is as follows. 
In Section I, the relationship between regional integration and economic development is 
examined. The creation of regional trade arrangements (LAFTA, LAIA, and CACM) is 
discussed in Section II. Section III deals with three subregional trade arrangements (the Andean 
Group, MERCOSUR, and the Group of Three). Finally, a conclusion is presented in Section 
Iv. 

I. REGIONAL INTEGRATION AND ECONOMIC DEVELOPMENT 

After their insertion in the international economy in the last quarter of the nineteenth 
century, the economies of the Latin American countries were gradually transformed according 
to the principle of comparative advantages. Latin American countries thus became to specialize 
in the production and export of primary commodities, while importing most of the manufactured 
goods locally demanded. From then on, the growth of the Latin American economies became 
dependent on the growth of its external sector. As the process of industrialization proceeded in 
the central countries and their demand for natural resources and raw materials grew, peripheral 
economies specializing in the production of these commodities also expanded. With the Great 
Depression, however, the shortcomings of this export-dependent model of economic growth 
became apparent. 

The international demand for Latin American primary products fell sharply in the 1930's 
as a result of the profound economic slow-down in the developed countries. In turn, the 
insufficient external demand for natural resources and raw materials caused serious deficits in 
the balance of payment of most Latin American countries. Unable to finance their demand for 
imported intermediate and final products, Latin American countries found themselves in the need 
of introducing protectionist measures. The period of the Great Depression thus marked the end 
of the first outward (export-oriented) model and the birth of the inward (import-substitution) 
model of development in Latin America. 

This first attempt to fuel growth through import-substitution strategies was thus the result 
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of conjunctural factors and not of a conscious effort based on sound theoretical grounds. It was 
not until 1949 that RaiM Prebisch, the Secretary General of the United Nations Economic 
Commission for Latin America (ECLAC), formalized the argument that there were structural 
forces preventing the development of countries specializing in the production and export of 
primary commodities. Prebisch (1950) contended that the export of primary products could not 
function as an engine of growth since structural inequalities between developed and developing 
countries were causing the terms of trade of these commodities to decline overtime.' This thesis 
became the foundation of what later on was to be known as the structuralist school. 

ECLAC and the structuralist school viewed industrialization through import-substitution 
"as the great saviour, as the escape from the dependence of the primary producer into true 
development as a producer of manufactured products" (Singer, 1978, 58). The principle that 
there could be no further growth without industrialization implied another principle: economic 
development could not be achieved through the free working of the market mechanism. The 
process of industrialization that would solve the structural inequalities between developing and 
developed countries required the active participation of the government through the 
implementation of protectionist policies. It is worth noting that the Prebisch-Singer thesis not 
only provided a theoretical justification to an ongoing process, but that this revival of import- 
substitution strategies was advocated at a time when the Latin American external sector was 
softening as an engine of growth due to the persistent deterioration of the terms of trade. 

Protected from external competition, most Latin American economies grew steadily and 
at a relatively fast pace in the post-war period. By the mid 1960s, however, it became apparent 
that this initial import-substitution strategy of economic development was losing dynamism. 
Indeed, while Latin American per capita gross product grew at a cumulative annual rate of 2.2 
percent between 1950 and 1955, the growth rate was only 1.7 per cent in the 1955-60 and 1960- 
65 periods (ECLAC, 1967). It became apparent that as the process of easy import-substitution 
of final products was coming to an end, further economic expansion was now dependent on the 
growth of the domestic demand. In the 1960s, however, it could be observed that most Latin 
American economies were becoming relatively stagnant and gradually more dependent on 
imported intermediate inputs and capital goods. The first import-substitution strategy to 
economic development was showing its structural limitations: the size of the market was 
restricting the import-substitution process and thus inhibiting further growth. 

As a way of overcoming economic stagnation, the engine of economic growth was once 
again sought in the external sector. As a matter of fact, the structuralist school had always 
considered trade to be the engine of growth of developing countries. In their view, increasing 
external demand for manufactured goods, and not only for primary products, would help 
overcome the limitations imposed by relatively small national markets and induce further growth. 
It was thought, however, that Latin American countries should first seek intraregional exports 
of manufactured goods rather than exporting to developed countries. It was hoped that at a later 
stage, after sufficient economies of scale had been achieved, Latin American countries would 
become sufficiently competitive to be able to export manufactures to developed countries. 

ECLAC and the structuralist school thus sought to encourage Latin American countries 

Singer (1950) also reached similar conclusions independently. 
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to carry the process of import-substitution further through regional integration. It was argued 
that regional integration would allow infant industries --such as the capital goods industry-- to 
mature, while at the same time contributing to eliminate inefficient firms and sectors within the 
region. The policy of integration was thus complementary to the initial policy of import- 
substitution; as Tussie (1987, 109) indicates, "integration extended the policy of import 
substitution from national to a continental scale." Hence, scepticism about market forces and 
the principle that it was not possible to achieve development without industrialization were 
maintained on a larger scale. Nevertheless, while integration would certainly help to expand 
intraregional trade, it would also cause some degree of trade diversion since Latin American 
countries could now find themselves importing manufactures from higher-cost countries. 
ECLAC and the structuralist school were aware of this possibility and contended that "some 
degree of trade diversion was not only unavoidable but also necessary: it would gradually lead 
to fuller utilization of resources and continental specialization" (Tussie, 1987, 111). 

Contrary to the structuralist view, the neo-classical school believed in the principle that 
protectionism on a continental scale could not solve the problem of inefficiencies created by 
protectionism on a national scale.2 They argued that Latin American economies should be 
opened to global competition since only the free working of the market mechanism could 
eliminate inefficiencies according to the principle of comparative advantages. In particular, this 
school believed that the free working of the market would help expand international trade and 
specialization while avoiding the occurrence of unwanted trade diversion. Nevertheless, free 
traders were not totally opposed to regional integration. While ECLAC and the structuralist 
school viewed regional integration first of all as a means of furthering the process of import- 
substitution, free traders viewed it "as an initial step towards greater liberalization vis-à-vis the 
rest of the world" (Tussie, 1987, 111). 

The analysis above suggests that Latin American countries turned to import-substitution 
strategies when compelled by outside factors. The initial introduction of protectionist measures 
in the 1930s was the consequence of the sharp decrease in the external demand for Latin 
American primary products. The 1950s' revival of inward industrialization --both at the national 
and at the continental level-- was the result of the persistent decline in the terms of trade of Latin 
American commodities. As it will be argued below, the 1980s' drive to furthering import- 
substitution through regional integration can also be interpreted as a response to external factors: 
an attempt to alleviate the negative effects of the debt crisis on the Latin American economies. 

II. REGIONAL TRADE ARRANGEMENTS 

1. The First Attempt to Integration: The Creation of LAFTA 

By the end of the 1950s, both structuralists and neo-classicals realized that the time had 
come to reach some agreement on intraregional trade liberalization. The need for intraregional 

2 The leading contemporary Latin American figures in the free-trade school were Roberto 
Oliveira Campos (Brazilian Ambassador to GAIT) and Robert Alemann (Argentinean Minister 
for the Economy). 
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trade liberalization appeared even more compelling since not only was overall Latin American 
income per capita growing at a lower pace, but intraregional trade was also decreasing in 
relative terms. Indeed, Latin American intraregional exports as a percentage of total exports 
decreased from 12.1% in 1953 to 7.1% in 1961 (Tussie, 1987, 107). 

As a result, both the structuralist and the neo-classical views contributed to shape the 
Treaty of Montevideo (February, 1960) which provided the framework for the creation of the 
Latin American Free Trade Association (LAFTA).3 The objective of LAFTA was to create a 
free trade area by 1972 through the progressive reduction of tariffs and the elimination of non- 
tariff barriers affecting intraregional trade flows. 

Negotiations within LAFTA were characterized by a product-by-product strategy 
regulated by GATT's principles of most-favoured-nation and reciprocity. Each year LAFTA 
counthes would negotiate a list of products including those items for which each country agreed 
to reduce nominal tariffs by at least eight per cent per year. Additionally, every three years they 
would negotiate a common list including those products in which all countries agreed to have 
fully liberalized intraregional trade by the end of the transitional period of twelve years. A third 
mechanism was the signing of agreements for industrial complementarity aimed at coordinating 
regional industrial policies affecting sectors where the volume of intraregional trade was too low 
or nonexistent. 

This first attempt at commercial integration faced serious obstacles almost from the 
outset. As a result, the transitional period, which was to conclude in 1972 with 75% of the 
intraregional trade completely liberalized, was repeatedly extended and never fulfilled. At the 
same time, the fact that 93% of total concessions given by LAFTA countries by 1980 had been 
granted within the first eight years of its existence indicates that the scheme was losing steam 
after just a few years. In any case, LAFTA was unable to accomplish its goal of creating a 
Latin American free trade area and was replaced in 1980 by the Latin American Integration 
Association (LAIA). Some observers attribute LAFTA's failure to its fixed timetable and 
compulsive character. For instance, LAFTA's most-favoured-nation rule was believed to have 
"inhibited interested countries from seeking closer economic ties as tariff reduction had to be 
generalized to all members" (Tussie, 1987, 128). 

Though LAFTA could not fulfil its ambitious goal of creating a free trade area in a 
relatively short period of time, it appears nevertheless that it helped to encourage trade in 
general and within the region in particular: intraregional exports as a percentage of total exports 
grew from 7.7% in 1960 to 9.9% in 1970 and to 13.6% in 1980. By 1980, therefore, LAFTA 
succeeded in restoring relative intraregional trade to the level reached at the beginning of the 
1950s. This modest success in restoring relative intraregional trade to 1950s' levels appears 
more significant when considering that total regional exports expanded from $7.35 billion in 
1960 to $12.8 billion in 1970, and to $80.3 billion in 1980. 

An analysis of the composition of trade indicates that the relative expansion in 
intraregional trade was mainly due to an increase in traditional inter-industry trade. Indeed, 
contrary to ECLAC's proposition for industrial integration, complementarity agreements were 

LAFTA comprised Mexico and all South American countries (except Guyana, Surinam, 
and French Guyana). 
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relegated to a secondary role within LAFTA. Therefore, initial negotiation concentrated in 
restoring the flow of traditional inter-industry trade and not in the creation of intra-industry 
trade. This conclusion is supported by the fact that most tariff concessions were granted on 
primary products traditionally traded within the region or on commodities never produced in the 
region (Edwards and Savastano, 1989, 194). 

It seems worth noting that the continental import-substitution approach supported by 
LAFTA was not only in accordance with the strategies of national firms, but also with those of 
most multinational corporations (MNC). As Tussie (1987, 131) indicates, MNCs were 
"primarily interested in domestic markets, only secondary in foreign markets, and then only in 
exports, not in imports." This coincidence of goals between national and foreign firms ended 
in the 1970s when the MNCs became more interested in rationalizing the production process in 
a global scale. 

2. LAFFA's Successor: The Latin American Integration Association (LAIA) 

The obsolescence of the LAFTA agreement became evident with the radical changes in 
economic policy taken place in several Latin American countries in the 1970s. The coups in 
Chile (1973), Argentina (1976), and Uruguay (1973) established autocratic regimes with neo- 
classical economic philosophies incompatible with the protectionist position of LAFTA. 
Recognizing the benefits of export promotion, these Latin American countries were the first to 
begin a rationalization of their external sectors in the second half of the 1970s. With the cushion 
provided by foreign borrowing, the Southern Cone countries thus adopted radical trade 
liberalization programs: while Chile enforced a maximum tariff of 10%, Argentina and Uruguay 
indicated their intention of reducing their maximum tariffs to 25% and 35% respectively. These 
drastic cuts in tariff levels had an immediate impact on intra-LAFTA trade since it reduced the 
margin of preference accorded to LAFTA partners to negligible levels. By the mid 1970s, 
therefore, the LAFTA agreement became superfluous in practice. Consequently, a consensus 
for reform was achieved and the Latin American Integration Association (LAIA) was created in 
February, 1980 as the successor of LAFTA. 

The autocratic regimes of the Southern Cone countries subscribed to the neo-classical 
view that only the opening of their economies to external competition could revive the lost 
dynamism of the import-substitution era. According to this school of thought, the protectionist 
philosophy of the 1950s and 1960s was the main culprit of the stagnation of the Latin American 
economies. Created under heavy protectionism, Latin American industries developed without 
showing much concern about the problems of costs of production and product quality. 
Consequently, an inefficient industrial sector that could not compete in the international market 
was created. Hence, it was believed that the opening of the economies to external competition 
would restore dynamism through an increase in efficiency first, and then through the promotion 
of production for exports. Among the more advanced countries of the region, Brazil was the 
only one that did not follow at this time the strategy of promoting industrial exports through the 
opening of the economy to international competition. Instead, Brazil successfully implemented 
a combination of import-substitution policies with policies promoting exports of industrial 
products. 

Argentina was the LAFTA country most interested in changing the status quo for another 
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reason as well. Despite having a positive balance of trade within LAFTA, it appears that 
Argentina was not benefitting from the LAFTA arrangement. Trade statistics show that less 
than half of Argentinean exports to LAFTA countries were actually covered by concessions, 
while she was granting preferential treatment to most imports from these countries. Hence, it 
appears that Argentina was actually subsidizing other countries' exports. 

The new LAIA arrangement represented a radical change from the deterministic and 
compulsory model of integration advocated by LAFTA. It maintained the creation of a Latin 
American common market as a final goal but without adhering to any fixed timetable. At the 
same time, it was also more flexible than LAFTA's in the sense that it removed the obligation 
on participants to accord each other most-favoured-nation treatment. Under the LAIA 
agreement, a third party interested in joining a tariff agreement signed by two other countries 
had to offer a similar concession, thus eliminating the "free rider" effect working against 
integration in the LAFTA agreement. Moreover, instead of attempting the signing of 
multilateral agreements, LAIA had the more pragmatic objective of allowing and encouraging 
the negotiation of bilateral and sub-regional commercial agreements --known as "Partial 
Agreements"-- that might later be generalized to other countries of the region.4 These 
agreements, which have a minimum term of one year and which are reviewed and restructured 
periodically, may include specific-origin rules, safeguard clauses, and guidelines for the 
withdrawal or renegotiation of concessions. They allow for treatment varying according to each 
member country's level of development and usually specify conditions for entry of additional 
LAIA partners. 

The basic mechanisms of the LAIA arrangement are bilateral (or plurilateral) tariff 
negotiations included in the Partial Agreements and the granting of regional tariff preferences 
(RTP) by each of the member countries. Through the RTPs, LAIA agreements grant duty 
reductions on the basis of a percentage of the tariff imposed on third countries' imports --thus 
guaranteeing that any third-party tariff change will be automatically and proportionally 
corrected.5 These RTPs, unlike LAFTA's, are not subject to any predetermined schedule. The 
RTPs are supposed to play an important role in LAIA's objective of ultimately increasing Latin 

Trade under the Partial Agreements is the most dynamic sector of intra-LAIA transactions, 
rising from 28.6% of total intraregional imports in 1980 to 39.5% in 1988. The major types 
of Partial Agreements are the Trade Accords (TAs) and the Economic-Complementation 
Agreements (ECAs). The TAs pertain to individual industrial sectors and must take into account 
the recommendations of the private sector. They usually affect products already actively traded 
within LAIA or products in which significant trade is expected to develop in the future. The 
ECAs are used as a means of promoting optimal intraregional use of factors of production, 
ensuring equitable terms and facilitating the access of regional products to international markets. 
They may cover one or more industrial sectors and may include industrial-promotion schemes 
such as the establishment of third-country tariffs. 

LAIA first approved an RTP of 5% in April, 1984. Thus, for instance, if a LAIA country 
imposes a tariff of 100% on the import of a product from a third country, an RTP of 5% would 
make a similar import from another LAIA country to be subject to a tariff of 95% instead. 
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American exports to the rest of the world. With this aim in mind, RTPs were justified as a 
temporary means contributing towards increasing efficiency in production. Temporary 
discrimination against lower-cost third countries was viewed as a means of achieving economies 
of scale and thus of eventually reducing inefficiency. The principle behind the RTP was that 
"preferences should gradually be replaced by efficiency, at which stage exports to world markets 
should become feasible" (Tussie, 1987, 129). 

TABLE 1: LAIA'S INTRA-REGIONAL TRADE 
(Billions of dollars, f.o.b.) 

YEAR TOTAL TOTAL INTRA-LAIA PERCENTAGE PERCENTAGE 
EXPORTS IMPORTS TRADE OF INTRA- OF INTRA- 

LAIA EXPORTS LAIA IMPORTS 

1960 7.35 6.53 0.57 7.7% 8.7% 

1970 12.80 11.70 1.26 9.9% 10.8% 

1980 80.31 85.75 10.93 13.6% 12.7% 

1981 87.04 89.21 11.91 13.7% 13.4% 

1982 80.45 70.28 9.93 12.3% 14.3% 

1983 79.76 50.93 7.00 8.8% 13.7% 

1984 91.06 55.46 8.14 8.9% 14.7% 

1985 85.43 54.95 7.13 8.3% 13.0% 

1986 72.24 57.73 7.93 11.0% 13.7% 

1987 80.02 65.12 8.57 10.7% 13.2% 

1988 92.61 75.58 9.76 10.5% 12.9% 

1989 101.92 82.71 10.87 10.7% 13.1% 

1990 113.87 94.16 12.32 10.8% 13.1% 

1991 116.47 108.50 14.95 12.8% 13.8% 

1992 116.25 126.51 19.37 16.7% 15.3% 

Source: ECLAC and LAIA. 

Most payments for LA1A transactions are carried out through clearing systems using 
established credit lines. There are two primary mechanisms: the Reciprocal Payments and 
Credits Agreement (RPCA) and the Reciprocal Multilateral Support Agreement (RMSA).6 The 
RPCA system is based on credit lines established by participating central banks; voluntary 
signing of bilateral credit lines; basic guarantees of convertibility, transferability and repayments; 
and interest rates based on New York rates with a 10% discount. Peru's Central Bank is the 
main clearing agent of the RPCAs. It liquidates the accounts every four months, and hard-cash 

6 Members include the 11 LAIA countries and the Dominican Republic. 
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payments are made only on outstanding balances. The RMSA mechanism was instituted in 1981 
in order to provide credits for members experiencing liquidity problems. The RMSA covers 
multilateral clearing of reciprocal balances and credits, overall balance-of-payments deficits and 
liquidity shortfalls due to natural disasters. 

The eruption of the debt crisis in 1982 makes it difficult to asses the initial impact of the 
change in policy instruments and the shift to bilateralism advocated by LAIA. Between 1981 

and 1983, the international financial community reduced in almost 40% the amount of funds 
available to the developing world, and forced major debtors to fully close a current account 
deficit of more than $50 billion in less than three years. In order to achieve this adjustment, 
Latin American countries went from an aggregate deficit of $7 billion in 1981 to a surplus of 
more than $40 billion in their trade balances in 1984 (Edwards and Savastano, 1989, 191). 

During the initial stages of the adjustment process, most Latin American nations resorted 
to currency devaluations and introduced a series of non-tariff barriers as a means of reducing 
imports. As a result, intraregional trade decreased from $11.9 billion in 1981 to $7.0 billion 
in 1983 (a contraction of 41%). On the one hand, the steep reduction in the region's imports 
forced by the debt crisis did not, however, significantly altered the ratio of imports from LAIA 
to total imports, thus suggesting that the RTP did not play a major role as an incentive to 
develop intraregional trade. Indeed, imports from LAIA as a percentage of total imports was 
13.3% in 1981 and 13.8% in 1983. On the other hand, the debt crisis seriously affected Latin 
American intraregional exports as a percentage of total exports: in relative terms, intraregional 
exports went from 13.7% in 1981 to 8.8% of Latin American total exports in 1983. 
Intraregional trade performance started to improve in the second half of the 1980s, but it would 
take almost ten years before Latin American intraregional trade reached the levels attained in 
1981. 

The mechanisms of compensation payments among LAIA countries continued to work 
during the 1980s, although with great difficulty. At one point, several countries had to exclude 
themselves from the RPCA system of compensations since their debts exceeded their lines of 
credit.7 The RMSA mechanism, which established financial support to LAIA countries with 
intraregional balance of payments problems, was stalled in 1983 when deficits among members 
were generalized. 

There have been numerous attempts to overcome the trade crisis and the failure of the 
process of integration in the last few years, although most of these initiatives have been 
eventually abandoned or suspended. Among these initiatives we could mention the modification 
of the RTP agreement and the signing of the Regional Agreement on Trade Recovery and 
Expansion (RATRE). In April, 1986, LAIA countries agreed to raise the initially low RTP of 
5% to the still low level of 10% and to establish limits to the list of exceptions. Though the 
approval of the new RTP did not have any major impact on intraregional trade, it enjoyed 
nevertheless the dubious distinction of being the only multilateral accord approved by LAIA 
members during this period. 

In 1987, LAIA countries signed the RATRE. Goods covered by this agreement 

Though the RPCA mechanism seldom runs into difficulties, Argentina, the Dominican 
Republic (three times), Ecuador (twice), and Peru missed settlement dates in the 1980s. 



10 

comprised 30% of imports from third countries and were to come under a basic RTP of 60%, 
with differential rates ranging from a minimum of 40% to a maximum of 88% depending on the 
level of development of grantor and recipient country. It was expected that this significant 
increase of the basic RTP from 10% to 60% would create an important trade diversion towards 
the region. However, this accord was never applied to the regional level for only six countries 
had implemented it by 1990. In any case, it seems that the effects of this accord would not have 
been too significant due to the fact that the basic RTP of 60% was still generally lower than 
those accorded in bilateral agreements. 

In 1987, LAIA also adopted a general-origin rules system for products utilizing the RTP 
or the RATRE. For most LAIA accords, the c.i.f. value of imported components used in an 
export must be no more than 50% of the finished product's value if it is to be eligible for 
reduced duties.8 Origin requirements, however, are often fine-tuned by the signatories to partial 
agreements. These agreements, as already indicated, may include not only specific-origin rules, 
but also safeguard clauses and guidelines for the withdrawal or renegotiation of concessions. 

TABLE 2: REGIONAL TARIFF PREFERENCES 

RECEIVING COUNTRY 

GRANTING COUNTRY A B C D 

A 20% 12% 8% 24% 

B 28% 20% 12% 34% 

C 40% 28% 20% 48% 

A - Less developed members: Bolivia, Ecuador and Paraguay 
B - Intermediate members: Colombia, Chile, Peru, Uruguay and Venezuela 
C - More developed members: Argentina, Brazil and Mexico 
D - Mediterranean members: Bolivia and Paraguay 

At the V Meeting of the Council of Ministers in Mexico (April, 1990), there was a new 
attempt to approve the new RTPs. However, Mexico was opposed to the application of the RTP 
to all third countries and thus once again the attempt was unsuccessful. Mexico's attitude 
marked a significant change in Latin American intraregional trade negotiations: Mexico did not 
allow its commitment to Latin American integration to restrict its negotiations with third 
countries, particularly with respect to the negotiation of NAFTA. Few months later (June, 

LAIA's general-origin rules system established the following classification: 1) goods 
produced in a member country using intermediate goods produced in the same country; 2) goods 
produced in a member country using intermediate goods produced in other member countries; 
and 3) goods produced in a member country using intermediate goods produced in third 
countries. 
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1990), however, Mexico accepted the imposition of a basic RTP as shown in Table At the 
same time that the RTP was approved, the list of exceptions was reduced by 20 per cent. 
Despite the fact that LAIA countries have conformed to the agreed reductions, the RTPs have 
not yet proved successful due to the fact that they are generally lower than those accorded in 
bilateral agreements and that large number of exceptions is still in place.'° 

Not only LAIA's advance in matters of RTP was limited, but agreements on the 
elimination of non-tariff barriers (import licensing, prior deposits, discriminatory exchange rates, 
etc.) were never fulfilled either. To ensure the effectiveness of tariff reductions, member 
countries agreed in 1987 to eliminate all nontariff barriers affecting intra-LAIA trade. Though 
some barriers remained, it appears that they did not discriminate against regional trade since they 
were also applied to non-LAIA imports. Since 1989, however, there has been certain progress 
in the elimination of non-tariff barriers mainly as a result of the general process of opening Latin 
American economies to international trade. In 1990, the Council of Ministers approved a 
motion against the application of non-tariff barriers to the less developed countries of the region, 
and reestablished the commitment to eliminate all non-tariff barriers in the future. 

Where the least progress has been achieved is in the area of multilateralization of the 
partial agreements. This shortcoming can be seen as one of the majors factors responsible for 
the failure of LAIA in reaching its final goal. Nevertheless, some countries have succeeded in 
promoting trade through bilateral and plurilateral agreements (e.g., Argentina-Brazil-Uruguay). 
In addition, the approval of the Rules of Origin Regime can also be considered modest success 
realized during this period. 

In 1990, the Council of Ministers approved a motion calling for the harmonization of 
both macroeconomic and trade policies among LAIA countries. The harmonization of these 
policies appears to be of paramount importance if the process of integration is to succeed. The 
Council also decided to meet annually instead of every two years, and to create Sectoral 
Councils and other organisms. 

At the IV Summit (Caracas, October 1990) it was decided to adapt LAIA to the new 
international reality inside and outside LAIA. It is worth mentioning some of the resolutions 
approved at this meeting: a call for the effective liberalization of trade; a commitment to 
furthering the RTP process; the setting of maximum tariffs; the elimination of export subsidies; 
the establishment of clear rules of origin and safeguards; and the creation of effective mechanism 
for the resolution of disputes. 

The VI Council of Ministers (Cartagena, December 1991) emphasized the role of LAIA 
as an institutional and normative framework for regional integration. It was agreed that LAIA 
should promote and facilitate the convergence of the different subregional, partial, and bilateral 
initiatives towards the creation of a Latin American common market. At the same time, the 

Table 2 shows, for instance, that Argentina granted a RIP of 48% to Bolivia and 
Paraguay, and a RTP of 20% to Brazil and Mexico. 

Each of the least-developed countries was allowed to except up to 1,920 items, the five 
intermediate countries were allowed up to 960 items each, and the most-developed countries up 
to 480 items each. 
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Council indicated that the goal of creating a regional common market should be viewed within 
an even larger context: "with the possibility of creating an hemispheric free trade system" 
(ECLAC, 1992, 12). 

Meeting in Buenos Aires (November 1992), the Council of Ministers approved a 
resolution calling for a revision of the Montevideo Treaty of 1980 in order to adapt LAIA to the 
new hemispheric and world conditions. This revision of LATA's constitution is required in order 
to accomodate the NAFTA agreement being negotiated by Mexico. Under the stipulations of 
the Montevideo Treaty, Mexico has to choose between two options once the NAFTA agreement 
is approved: 1) to remain a member of LAIA and allow the transfer of the benefits obtained in 
NAFTA to all its Latin American partners; and 2) to abandon LAIA and compensate all its 
partners for any trade diversion caused by the NAFTA agreement. 

Despite all the difficulties encountered during the 1980s, LAIA has been able to achieve 
some progress regarding the promotion of intraregional trade. In the years immediately after 
the eruption of the debt crisis, LAIA's total exports showed a rather erratic pattern while both 
total imports and intraregional trade remained well below the early 1980s' levels. The trade 
crisis appears to soften in 1987 when both international and intraregional trade started to 
increased. 

LAIA's total exports increased from a low of $72.2 billion in 1986 to $116.3 billion in 
1992, representing an increase of 61 % in just six years. The increase in total imports was even 
more significant during this period: from $57.7 billion in 1986 to $126.5 billion in 1992 (an 
increase of 119%). What is more important, intraregional trade also showed an impressive 
expansion from $7.9 billion in 1986 to $19.4 billion in 1992 (an increase of 144%). While total 
exports experienced the major growth between 1987 and 1990, both total imports and 
intraregional trade showed the largest gains during the period 199 1-92. While total imports 
grew by 15.2% and 16.6%, intraregional trade increased by 21.3% and 29.6% in 1991 and 1992 
respectively. 

As a percentage of total export/imports, intraregional trade also showed significant gains 
during the last two years. As a percentage of total exports, intra-LAIA trade reached a low of 
8.3% in 1985. Though recovering to 11.0% in 1986, relative intraregional exports did not 
surpass the 1981 level of 13.7% until 1992 when it reached an impressive 16.7%. Given that 
both total and intraregional imports greatly suffered during the post-debt crisis period, intra- 
LAIA imports as a percentage of total imports remained relatively constant around the 13.0% 
during the 1980s. This might suggest that the preferential intraregional treatment was not a 
sufficient incentive to promote intraregional trade. In 1992, however, this ratio jumped to an 
impressive 15.3% thus suggesting that some degree of trade diversion towards the region might 
have been taking place. 

Trade data from 1989 on shows that two trends have been simultaneously shaping up 
within LAIA. On the one hand, the remarkable increase in intra-LAIA trade observed during 
this period suggests that a revitalization of the process of Latin American economic integration 
has been taking place. This conclusion appears even more transparent in 1992, when intra-LAIA 
trade increased by an outstanding 29.6%. On the other hand, the impressive expansion of both 
LAIA's total exports and total imports indicate that an opening of the Latin American economies 
to the international market has also been occurring. In light of the second phenomenon, it 
appears that a new type of regional integration has been taking shape within LAIA during the 
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last few years. As a result of the debt crisis, increases in intra-LA1A trade during the first half 
of the 1980s were still mainly the result of policies promoting continental import-substitution 
strategies. In this period, then, the process of integration could be characterized as inward: 
regional integration took place within the traditional form of insertion of Latin America in the 
international economy. From the second part of the decade on, however, increases in intra- 
LAIA trade have occurred within a scenario of general opening of the Latin American 
economies. During this period, then, the process of integration could be characterized as 
outward: regional integration have been taking place within a new form of insertion of Latin 
America in the international economy. Given this characterization, one might expect that some 
trade diversion towards the region must have occurred during the 1970s and early 1980s, but 
not from the mid 1980s on. The raw data does not deny this possibility, but is not conclusive 
either. Support for this possibility must be found in a more technical econometric analysis of 
LAIA's trade data, which is however beyond the scope of this paper. 

3. The Creation of the Central American Common Market 

The Central American Common Market (CACM) is the oldest integration project in Latin 
America. Efforts aimed at its constitution started in the early 1950s and culminated in 1960 with 
the signature of the General Treaty of Economic Integration by Costa Rica, Guatemala, El 
Salvador, Honduras and Nicaragua. The ultimate objective of this economic integration accord 
was the creation of a custom union within a decade. 

By this treaty, the five member countries agreed to rapidly liberalize all trade within the 
region and to allow only very limited lists of exceptions. More specifically, they committed 
themselves to immediately liberalize imports of 95 % of all the goods being mutually traded, and 
to eliminate completely all restrictions on intraregional trade by 1966. In 1962 the CACM 
members signed the Protocol on the Equalization of Import Duties, whereby they had to 
gradually move towards the establishment of a common external tariff (CET) in line with the 
progress achieved in the liberalization of mutual trade exchanges. A CET of 45% became fully 
operational by 1967. 

This set of measures had a twofold impact. On the one hand, it fostered a notable 
expansion of intraregional trade flows, which increased almost tenfold (from US$ 0.03 billion 
to US$ 0.287 billion) between 1960 and 1970. As a result, their share in the region's total 
imports grew from 7% to 26% during this decade. On the other hand, the establishment of a 
relatively high common external tariff served to augment the protection to regional industrial 
production, especially in the case of consumer goods and construction materials. Consequently, 
manufactured items became an increasingly important component of intraregional trade. 

Intra-CACM trade flows began, however, to lose dynamism by the end of the 1960s. 
Indeed, while still expanding all through the 1970s, intraregional trade grew at a slower pace 
than in the previous decade: they increased fivefold in those years (to about US$ 1.2 billion in 
1980), but their share in CACM total imports decreased from the historical peak of 26% they 
had reached in 1970 to 24% by the end of the decade. 

This trend had to do, in part, with the exhaustion of the integration model the CACM 
promoted, as the industrial structure it helped to develop never got into the production of 
intermediate and capital goods. The regional economy continued to be, therefore, highly 
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vulnerable to the ups and downs of the external economic situation and to the unfavourable 
evolution of the terms of trade in the 1970s. The other factor that impaired the dynamism of 
intraregional trade flows was the worsening political and social situation in the region, 
particularly after the 1969 war between El Salvador and Honduras. Indeed, following that 
conflict, all the CACM members softened their commitment to trade liberalization within the 
region by starting to increase restrictions to their mutual exchanges. At the same time, they 
began to admit a growing number of exceptions to the common external tariff, making the latter 
increasingly ineffective. 

TABLE 3: CACM'S INTRA-REGIONAL TRADE 
(Billions of dollars, f.o.b.) 

YEAR TOTAL TOTAL INTRA-CACM PERCENTAGE PERCENTAGE 
EXPORTS IMPORTS TADE OF INTRA- 

CACM 
EXPORTS 

OF INTRA- 
CACM 
IMPORTS 

1960 0.44 0.47 0.03 7.0% 6.8% 

1970 1.11 1.18 0.29 26.1% 25.9% 

1980 4.81 5.55 1.17 24.3% 21.2% 

1981 4.30 5.06 0.97 22.6% 19.2% 

1982 3.75 4.22 0.79 21.1% 18.7% 

1983 3.85 4.25 0.78 20.5% 18.3% 

1984 3.89 4.71 0.72 18.5% 11573 

1985 3.57 4.48 0.49 13.7% 10.9% 

1986 3.47 4.06 0.33 9.5% 8.1% 

1987 4.02 4.57 0.43 10.7% 9.4% 

1988 4.26 5.23 0.49 11.6% 9.4% 

1989 4.28 5.23 0.63 14.7% 10.2% 

1990 4.67 6.62 0.66 14.1% 10.0% 

1991 4.17 7.05 0.69 16.4% 9.8% 

1992 4.08 7.21 0.71 17.4% 9.8% 

Source: ECLAC. 

During the first half of the 1980s, the CACM went through a deep crisis as intra-regional 
economic relations and, particularly, trade transactions severely weakened in the midst of a 
rapidly deteriorating political, economic and social situation in most of its member countries. 
In this sense, in addition to the difficulties created by the world economic recession (declining 
exports and FDI, etc.), attempts by the CACM nations to find a way out of these difficulties 
individually via devaluations, import resthctions and the like greatly contributed to make things 
particularly tough. Indeed, those attempts accentuated the lack of coordination of 
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macroeconomic and trade policies, especially in the exchange rate and tariff areas, affecting 
ultimately intraregional transactions. 

To this must be added that, during those years, various mechanisms that had previously 
worked to support integration in the region virtually broke down, while a few new initiatives 
undertaken by CACM countries to reinvigorate their economic bloc were unsuccessful. Among 
the former, the Central American Compensation Chamber (CCCA) --created in 1961 to finance 
intraregional trade exchanges-- got paralysed by 1984 due mainly to the increasing inability of 
most CACM members to honour their debts. Among the latter, the operation of a new payment 
system created in 1984 to replace the dying CCCA never got off the ground as the CACM 
countries rarely used the new system's payment instrument, the Central American Import Duty, 
preferring instead to keep financing their imports by means of bilateral credit lines or 
commercial credits in dollars. 

The evolution of trade transactions within the region during the first half of the 1980s 
illustrates well the predicament of the CACM. The combined value of intra-regional trade flows 
abruptly fell since 1981 to amount to just US$ 330 million in 1986, i.e., a decrease of 72 % from 
its peak of US$ 1.17 billion in 1980. Accordingly, its weight in CACM total exports and 
imports diminished dramatically as well to represent, respectively, 9.5% and 8. 1 % in 1986 - 

-values only slightly higher than those of 1960, when the CACM was constituted. 
Signs that the above situation was changing for the best began in 1987. For the first time 

in six years, intraregional trade showed an increase. In the following two years, it grew again 
at a higher rate than those of the region's total exports and imports. In 1989, intra-CACM 
transactions amounted to US$ 630, which represented a 91 % growth with regard to their 1986 
value. 

Without a doubt, the crucial factor behind this reversal of trends was the gradual 
pacification of the subregion that followed the signature of the Agreements of Esquipulas I and 
II in May and August, 1986, respectively. With the progress of peace initiatives, meetings 
among the Presidents of the CACM countries became rather frequent, serving to bolster 
integration within the region. Indeed, while these meetings initially focused on the consolidation 
of peace and the coordination of a common bargaining position vis-a-vis third countries, they 
centred since 1989 on the reactivation of regional integration and on economic and social 
cooperation in general. 

The first expression of this new dynamism was the Immediate Plan of Action (PAl) 
signed by the Central American Vice-Presidents in February, 1988. The main concern of this 
Plan was the coordination of international cooperation and the creation of an emergency fund 
to support that end. It is important to note that this Plan's concern was incorporated into the 
Special Plan of Economic Cooperation for Central America (PEC), elaborated under the auspices 
of the United Nations as part of the 1988 Peace Plan. The PEC relied on financial support from 
the developed nations, but preserved its implementation for the regional organizations. Within 
its framework, the ministers of foreign relations of the EEC, of the Central American countries, 
and of the Contadora Group agreed in their VI meeting of April, 1990, to reactivate intra- 
CACM trade through the EEC's financial support to the Central American Compensation 
Chamber (CCCA) and the CCAM nations' compromise to eliminate all restrictions to 
intraregional exchanges. As a result of this negotiation, the CCCA reinitiated its operations in 
December, 1990. In March, 1992 the central banks of the CACM countries agreed to allow the 
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use of national currencies and barter in intraregional trade transactions. 
In June, 1990, the VIII summit among the presidents of the CACM countries addressed 

specifically the issue of intraregional integration. Its result was the signature of the Central 
American Plan for Economic Action (PAECA), which outlined the process to bolster a closer 
integration of the region's economies. Among other measures, the PAECA foresaw the creation 
of a new legal and operational framework for integration, the elimination of barriers to trade, 
the definition of a regional- wide tariff structure, the joint promotion of exports, and the 
coordination of an industrial reconversion policy, of agricultural policies, and of the programs 
of structural adjustment to be adopted. 

Following the approval of the PAECA the CACM countries reached various agreements 
and established new institutional instances in order to effectively implement the measures it 
outlined. Among the most important initiatives, these nations agreed at the end of 1990 to 
replace the bilateral trade treaties existing among them with a free trade area which would have 
to be fully operational by December, 1992 and rapidly evolve toward the constitution of the 
Central American Economic Community. They also institutionalized the meetings of their 
Economic Cabinets with the aim of furthering the coordination of macroeconomic and sectoral 
policies. 

In their X Summit of July, 1991, the Presidents of the CACM countries approved the 
parameters for the introduction of a common external tariff for third-country imports. 
According to these parameters --whose negotiation ended by mid-1992--, except for items 
covered by special industrial incentives or purchased directly by the government, imports 
entering from outside the region would be subject to a common CACM tariff beginning in 1993, 
at 5-20% ad valorem on cif value. This range would include a 3% surcharge; a value-added tax 
of 7% would also apply to the sum of cif value and ad valorem duty. Besides, it would define 
a list of essential products which would have an uniform special treatment through a tariff of 1 

%, and a list of final goods which would have a tariff higher than 20%. It would also admit a 
reduced list of goods which would have to comply with the defined tariff levels by end-1994. 
Finally, individual countries could unilaterally apply higher tariffs for periods of up to 30 days 
in order to cope with balance of payment crises or other extraordinary situations. 

In order to meet the above provisions, and prompted by the United States," the 
individual CACM countries took various steps in anticipation of the January 1, 1993 deadline 
for introducing a common external tariff. Costa Rica decided in February, 1992 to speed up the 
process of tariff reduction, cutting duties to 20% for merchandise and 10% for partially worked 
goods. During 1991 and 1992, the government of El Salvador reduced most import tariff duties 
from a range of 0-240% to 5-20%. Guatemala reduced the amount of the cash bond required 
from importers from 100% to only Z-10% of the estimated total tariff and tax due. Finally, 

All five Central American countries signed in 1991 framework agreements with the US 
under the Enterprise for the Americas Initiative (EAI). In addition to setting an agenda for the 
discussion of key issues such as quotas and the protection of intellectual-property rights, the 
agreements provided that the lowering of trade barriers throughout the region was a precondition 
for collective negotiation of a free trade agreement with Washington. 
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Honduras reduced its import duties to a maximum of 20% •12 

Trade in agricultural products is where the movements toward liberalization have 
progressed further. Through the adoption of the Plan of Action for Central American 
Agriculture (PAC) in July, 1991, CACM countries liberalized intraregional trade in basic 
agricultural products as of June 1992, establishing uniform prices and eliminating previous tariff 
restrictions. These measures have been supported by the harmonization of norms concerning 
quality standards, and of zoophyte regulations. 

As for nontariff barriers, CACM countries have also made important progress during 
1991 and 1992 in reducing red tape at the borders. NTBs such as excessive licensing, import 
controls and paperwork were substantially reduced as those countries are trying to comply with 
the framework agreements signed with the US under the EAI. In Costa Rica, for example, 
while import registration remains mandatory, prior-deposit requirements were eliminated; it also 
abolished special license requirements for imports of powdered milk, eggs and rice. Honduras 
eliminated prior Central Bank approval for imports deemed essential, except when external 
financing is necessary. Guatemala eliminated NTBs on 134 products during early 1992, as well 
as the previously required authorization for import payments. Finally, El Salvador eliminated 
various quotas, bans and prior deposit requirements applicable to imports. 

Another important agreement reached among CACM countries refers to the Rules on the 
Central American Origin of goods. According to these rules, to qualify as CACM products for 
preferential treatment in intraregional trade, goods would have to meet specific product-origin 
requirements. Four of the member countries (all but Honduras) agreed to the definition of a 
CACM product as one in which the regional value added reached at least 40% of the ex-factory 
price. To determine whether a product meets the 40% local-content requirement, the following 
costs would have to be subtracted from its ex-factory price: sales taxes, the cif value of inputs 
from third countries, royalties and other payments to nonregional sources (except bank interests), 
and pro rata profits that exceed 20% of the company's capital. It is important to note that these 
product-origin provisions were not meant to ban trade in goods which do not meet the criteria 
as firms not qualifying might be allowed one or two years to conform. 

Another crucial recent development was the free trade agreement signed within the region 
by El Salvador, Guatemala and Honduras in April, 1992 --the so-called Declaración de Nueva 
Ocotepeque. By this agreement, the three countries committed themselves to allow for duty-free 
trade among them in more than 1,600 products and to adopt a maximum import tariff of 20% 
by January 1st, 1993. The main goal of this accord was to consolidate a free zone known as 
the "Trade Triangle of the North". It constitutes no doubt a concrete step forward to the 
consolidation of free trade in the region, although the participation of Nicaragua seems to be 
problematic due to its difficult economic situation, while Costa Rica seems to be favouring a 
unilateral opening to world trade. 

As a result of all these developments, intraregional trade continued to increase between 
1988 and 1991. It rose by 40% in this period, to amount to about US $ 700 million in 1991, 

12 The main real remaining tariff problem in intra-CACM trade involves excise taxes, which 
are occasionally applied in discriminatory fashion by one CACM country against the goods of 
another. 
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value which was equivalent to 16.4% and 9.8% of CACM worldwide exports and imports, 
respectively. It is worth mentioning, however, that this level of intraregional trade transactions 
represents 58% of the level they reached in the late 1970s (i.e., about US$ 1.20 billion) when 
the common market was at its peak. 

Finally, it is also important to note that CACM countries have recently signed trade 
agreements with Mexico and Venezuela. In January, 1991, the five Central American presidents 
signed a framework agreement with Mexico seeking to establish a free trade area among the six 
nations by end- 1996. This is foreseen to be achieved though bilateral and trilateral negotiations 
with Mexico of a series of sectoral accords leading to the progressive liberalization of trade in 
a wide array of products. 

The agreement with Venezuela, signed in July, 1991, established that this country would 
reduce tariffs applicable to CACM products starting with a tariff level of 20% as of July 1992, 
and reducing it to a zero level in a five-years period. The CACM countries, in turn, should 
reduce their tariffs for Venezuelan goods to 20% within six years and zero within ten years. 

IV. SUBREGIONAL TRADE ARRANGEMENTS 

1. The Andean Group 

The Andean Group was formed in 1969 and it currently includes Bolivia, Colombia, 
Ecuador, Peru and Venezuela.'3 Though its formation was due, in part, to the perceived 
failure of LAFTA to achieve its goals, the objectives of the Andean Group were more ambitious 
than those of LAFTA. The Andean Group aimed to liberalizing intraregional trade and imposing 
a common external tariff in order to eventually form a custom union.'4 In addition, it 
established a strict code for the common treatment of foreign direct investment and intended to 
harmonize the macroeconomic policies of its members.15 The Andean Group had the advantage 
of being formed by countries with relatively homogeneous levels and models of development 

13 The founding countries were Bolivia, Chile, Colombia, Ecuador and Peru. Venezuela 
joined the Group in 1973, while Chile departed in 1976. 

The different forms of economic cooperation and integration can be summarized as 
follows: 1) Tariff Preference Area: intra-group trade is subject to lower tariffs; 2) Free Trade 
Area: all tariff and non-tariff barriers to intra-group trade are eliminated; 3) Custom Union: 
a step further than the FTA since member countries impose a common tariff to third countries; 
4) Common Market: it goes beyond the CU since it allows the free movement of factors of 
production within the group and requires the adoption of a common commercial policy and, most 
of all, the harmonization and coordination of macroeconomic and sectoral policies; and 5) 
Economic Union: in addition to the conditions for the formation of a CM, it requires the 
adoption of common macroeconomic, sectoral, and social policies as well as a common 
currency. 

15 The approval of the Andean Code for Foreign investment --which severely limited the 
share of foreign capital-- provoked the withdrawal of Chile in 1976. 
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and, at the same time, the disadvantage of barely having any previous commercial and 
infrastructural relationship among its members. After an initial phase with relatively successful 
results, the Andean Group encountered a long period of stagnation and regression. It appears 
that the more strict Andean Group scheme did not ultimately achieve better results than the more 
flexible LAIA approach. 

TABLE 4: ANDEAN GROUP'S INTRA-REGIONAL TRADE 
(Billions of dollars, f.o.b.) 

YEAR TOTAL EXPORTS TOTAL IMPORTS INTRA-GROUP PERCENTAGE OF PERCENTAGE OF 
TRADE INTRA-GROUP INTRA-GROUP 

EXPORTS IMPORTS 

1960 3.588 1.993 0.024 0.7% 1.2% 

1970 5.419 3.513 0.097 1.8% 2.8% 

1980 30.602 20.994 1.138 3.7% 5.4% 

1981 29.758 23.625 1.196 4.0% 5.1% 

1982 26.009 22.644 1.241 4.8% 5.5% 

1983 23.428 14.061 0.809 3.5% 5.8% 

1984 26.024 15.035 0.768 3.0% 5.1% 

1985 24.300 14.676 0.768 3.2% 5.2% 

1986 18.551 15.518 0.640 3.4% 4.1% 

1987 20.347 17.253 1.029 5.1% 6.0% 

1988 20.258 19.972 0.991 4.9% 5.0% 

1989 24.379 16.085 1.011 4.1% 6.3% 

1990 31.876 17.645 1.322 4.1% 7.5% 

1991 34.451 21.120 1.777 5.2% 8.4% 

1992 28.068 27.868 2.129 7.6% 7.6% 

Source: ECLAC and LAIA. 

According to the scheduled automatic yearly reductions of tariff levels, full liberalization 
of trade among the major Andean Group countries were to be achieved by the end of 1980. 
Bolivia and Ecuador, the weaker economies of the group, were granted more favourable 
treatment: their process of trade liberalization was expected to start only in 1980 and to be 
completed by 1990. Several items were exempted from this scheme of tariff reduction because, 
it was argued, the allocation of industries in those sectors should be the result of regional 
investment programs to be instituted. It was expected that this ambitious and strict program of 
tariff reduction would avoid the problems faced by LAFTA. 

From the political and institutional point of view, the Andean Group represented the most 
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creative integrationist initiative in Latin America. The Group approved the creation of several 
supranational organisms such as the Andean Parliament, the Andean Justice Tribunal,16 and the 
Council of Ministers. The modest economic results enjoyed by the Group restricted, however, 
the effectiveness of these organisms. Nevertheless, some progress was achieved not only in the 
political and institutional front but in some economic and financial matters as well. In regard 
to the latter, it seems worth mentioning the introduction of a common currency (the Andean 
Peso) as well as the creation of the Andean Reserve Fund which recently became the Latin 
American Reserve Fund.17 

The Andean Group also achieved some qualified success in promoting intraregional trade 
during the 1970s. Trade among its members expanded from $97 millions in 1970 to $1.14 
billions in 1980 (an almost eleven-fold increase). As a percentage of total exports, intra-group 
exports increased from 1.8% in 1970 to 3.7% in 1980. Intra-group imports as a percentage of 
total imports also rose from 2.8% to 5.4% during this period. Though these figures indicate that 
intraregional trade was growing at a very fast pace, we must bear in mind that both the absolute 
and relative levels of intra-group trade were very low at the beginning of the period. Hence, 
given the ample margin for improvement, it appears that the Andean Group only modestly 
succeeded in encouraging intra-group trade during the 1970s. The lack of coordination of 
exchange policies among its members, the proliferation of non-tariff barriers to intraregional 
trade, the inability to design a common external tariff, and the failure to comply with the agreed 
obligations and deadlines appear as the major components responsible for the moderate 
achievement of the Andean Group. 

Despite all the elements working against regional integration, trade among Andean Group 
countries continued to increase (both in absolute and relative terms) until 1982. That year, intra- 
group trade reached $1.24 billions while relative intra-group exports and imports increased to 
4.8% and 5.5% respectively. This trend ended with the debt crisis of 1982. In addition to the 
factors indicated above, the balance of payment problems caused by the debt crisis eventually 
precipitated a process of disintegration among the Group countries. 

In order to eliminate serious deficits in the balance of payments, Andean countries 
frequently devalued their currencies in an attempt to restrict imports. Consequently, Andean 
Group total imports were sharply reduced from $23.6 billions in 1981 to $14.1 billions in 1983 
(a fall of 40% in just two years). The value of Andean countries' total exports also constantly 
decreased during this period as a result of both the world recession of the early 1980s and the 
steady deterioration in the terms of trade as shown in Table 4•18 

16 Andean Justice Tribunal, established in 1985, acts as the official Andean Group venue 
to settle disputes. 

17 The Andean Reserve Fund became the Latin American Reserve Fund on March 12, 1991. 
The basic objective of this Fund is to lend short- and medium-run support to member countries 
with balance of trade problems. 

18 For Latin America and the Caribbean as a whole, the terms of trade decreased by 21 % 

between 1980 and 1989 (ECLAC, 1993). This decline was sharper for oil-exporting countries 
(31%) than for non-oil-exporting countries (12%). 
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TABLE 5: ANDEAN COUNTRIES' TERMS OF TRADE 
(Index: 1980 = 100) 

1989 1990 1991 1992 

Bolivia 82 80 64 58 

Colombia 88 82 78 73 

Ecuador 63 69 61 58 

Peru 95 82 74 72 

Venezuela 64 78 62 57 

Source: ECLAC. 

The Andean countries' response to the debt crisis also caused intra-group trade to 
decrease steadily until it reached a low of $640 millions in 1986 (it fell by 32% between 1981 
and 1983). While intra-group exports as a percentage of total exports sharply decreased from 
4.8% in 1982 to 3.2% in 1985, intra-group imports as a percentage of total imports decreased 
only moderately from 5.5% in 1982 to 5.2% in 1985. The latter figures suggest that mutual 
preferential treatment among Andean Group countries did not play a major role as an incentive 
to develop intraregional trade. 

The trade crisis precipitated by the debt crisis of 1982 made evident that the existing 
institutional arrangement would not allow the Andean Group to reach its objectives. Therefore, 
in order to bring the juridical structure more in tune with the new reality, the Andean countries 
signed in 1988 the "Modifying Protocol of Quito" which also included a major revision of 
foreign investment rules, trade measures, and joint development programs. The Andean Group 
thus abandoned the linear model of integration and adopted a more pragmatic and flexible 
approach --similar to LATA's-- based on each country's will to integrate. The new scheme 
allowed a less rigid program of tariff reduction as well as a more flexible approach to the 
common external tariff. At the same time, it was agreed that all tariff and non-tariff restrictions 
to intraregional trade should be eliminated by the end of 1988. However, the same Protocol 
established safeguards allowing countries to exclude themselves from this obligation and, 
consequently, several non-tariff barriers remained in four of the five countries. 

The rules for foreign investment were also significantly liberalized through the extension 
of the periods for the conversion of foreign firms into national firms and by freeing the 
disposition of profits.19 At the same time, the industrial programs were replaced by new forms 

19 The Andean Group recognizes three kinds of companies with foreign ownership: 1) 

foreign companies (local investors hold less than 51% of the capital, or effective control is in 
foreign hands); 2) mixed companies (local investors hold 5 1-80% of capital, or effective control 
is in local hands); and 3) national companies (foreign share is less than 20%). The rules for 
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of industrial integration which placed the initiative in the hands of the private sector. The new 
accord of 1988 also abandoned the multilateral and sectoral approach to regional integration, and 
emphasized instead the role of bilateral agreements as a means of reaching the final goal of 
eventually forming a custom union. 

In the Summit of Galapagos (December 1989), the presidents of the Andean countries 
agreed to accelerate the process of liberalization and of adoption of the common external tariff. 
The new goal was to have a custom union among the larger three countries (Venezuela, 
Colombia, and Peru) in effect by 1995, and among all countries by 1999. The declaration also 
indicated the intention of harmonizing macroeconomic policies, particularly those affecting 
international trade. These principles were reaffirmed, and new concepts were delineated, in the 
Summit of Machu-Pichu (May 1990). At this time, the Andean presidents went further and set 
as a final goal the formation of an Andean Economic Community similar to the European 
Economic Community. Few months later, in the Summit of La Paz (November 1990), the 
Andean presidents agreed to form a free trade area by the end of 1991 and to adopt a common 
external tariff by 1995. Hence, it was decided that the custom union should be working in full 
by the end of 1995 (and by 1993 among the three major countries). 

The total liberalization of intraregional trade in such a short period of time was 
accompanied by a general opening of the Andean economies to international trade and 
investment. As a means to stimulate the inflow of investment and technology, foreign investors 
were granted in 1991 the same rights and obligations applied to local investors.20 This 
represented, in fact, a radical change in the economic development policies of the countries of 
the region. What is more significant, the leading role of the government in the process of 
integration was replaced by the free working of the market mechanism under the new approach. 

In May, 1991, the presidents of the Andean countries met again in Caracas and 
committed themselves to advance in the harmonization of macroeconomic policies. They also 
emphasized that the common external tariff should be adopted by the end of 1991. While the 
common external tariff should offer a reasonable preferential margin to regional production, it 
was agreed that it should also be consistent with the policy of opening the economies. Few 
months later (December 1991), the presidents approved the application of a maximum common 
external tariff of 20% by January 1, 1992.21 Hence, the constitution of the custom union would 
be achieved three years earlier than previously accorded. 

In order to complete the details for the adoption of the common external tariff recently 

foreign investment discriminated against foreign companies and thus promoted their conversion 
into mixed or national companies. 

20 The many foreign firms that signed agreements to convert to mixed- or national-company 
status under earlier requirements could now request cancellation of any outstanding conversion 
contract. 

21 The agreed maximum tariff structure was as follows: 5% for agricultural products, 10% 
for processed raw materials, 15% for intermediate products, and 20% for final goods. The 
exception was the automobile industry with a maximum tariff of 40%. At the same time, 
Bolivia was allowed to keep her tariffs of 5% and 10%. 
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approved, representatives for the Andean countries got together at the end of December, 1991. 
At this time, however, the less developed countries within the region insisted on a greater 
opening of their economies to international trade and thus no agreement on the implementation 
of the previously approved common external tariff was achieved. Consequently, only Colombia 
and Venezuela adopted the previously agreed common external tariff thus actually forming a 
custom union between the two countries. In any case, the average tariff on goods imported from 
outside the Group fell from 41% in 1989 to 13.6% in 1992. 

The political events that took place in Peru in April, 1992 put a halt to the process of 
integration of the Andean Group. At this point, while Venezuela suspended its relations with 
Peru, the latter withdrew its granting of trading preferential treatment to the other countries in 
the region. It appears that the real reason behind this stand-off was the Peruvian view that the 
level of the common external tariff was still to high. Few months later (August 1992), Peru 
decided to defer its participation in the custom union and in the process of harmonization of 
macroeconomic policies until the end of 1992. At the same time, the other four countries agreed 
to reach full liberalization of their intraregional trade by January, 1993 and to adopt a common 
external tariff by the end of that same year. 

Despite all the problems faced by the Andean Group in the process of securing its goals, 
it appears that some progress has been realized since 1987. Once again, it seems that more 
progress has been achieved in regard to the institutional framework than to economic integration 
per Se. In this respect, and after 24 years, it appears that the Andean Group is still characterized 
by being formed by countries with little economic integration. 

TABLE 6: ANDEAN GROUP INTRAREGIONAL TRADE (1991) 
(as a percentage of each country total 

mtraregional exports/imports) 

BOLIVIA COLOMBIA ECUADOR PERU VENEZUELA 

BOLIVIA: 
Exports --- 41.2% 0.4% 55.4% 2.5% 
Imports --- 27.9% 1.8% 67.3% 1.8% 

COLOMBIA: 
Exports 1.2% --- 16.3% 27.3% 55.2% 
Imports 5.7% --- 6.6% 24.0% 63.6% 

ECUADOR: 
Exports 0.3% 15.6% --- 80.4% 3.5% 
Imports 0.1% 54.2% --- 20.6% 25.3% 

PERU: 
Exports 8.3% 43.5% 18.1% --- 30.2% 
Imports 7.3% 41.7% 32.2% --- 18.8% 

VENEZUELA: 
Exports 0.1% 66.3% 12.8% 20.7% --- 
Imports 0.3% 82.8%% 1.4% 15.5% --- 

Source: ECLAC. 
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Though total and intra-group trade recovered from the post-debt crisis low of 1986, it 
took ten years before it reached and exceeded the levels of 1980. From 1991 on, however, total 
and intra-group trade have been increasing at a very significant pace. Intraregional trade, for 
instance, reached $1.32 billions in 1990 compared to $1.14 billions in 1980 (a moderate increase 
of 13.6% in ten years), and then jumped to $1.78 billions in 1991 and $2.13 billions in 1992. 
This represented an annual rate of increase of 31% in 1990, 35% in 1991, and 20% in 1992. 
Also, only in 1990 did the value of the Andean countries total exports surpass the level of 1980: 
it was $30.6 billions in 1980, $31.9 billions in 1990, and $34.5 billions in 1991. Thus, total 
exports increased by an impressive 29% in 1990 and by 8% in 1991. In 1992, however, total 
Andean Group exports decreased 18% to $28.1 billions. In this regard, given that the terms of 
trade declined sharply during the decade, the important increase of 1991 and the apparently 
modest increase in total exports in the period 1980-1990 appear more significant. Intra-group 
exports as a percentage of total exports grew from 3.4% in 1986 to 4.1% in 1990, 5.2% in 
1991, and 7.6% in 1992. Total imports also recovered but only in 1992 was it able to surpass 
the levels of the early 1980s: it was $23.6 billions in 1981, $17.6 billions in 1990, $21.1 
billions in 1991, and $27.9 billions in 1992. This represents an increase of 33% in the period 
1980-92, and an annual increase of 20% in 1991 and of 32% in 1992. Intra-group imports as 
a percentage of total imports, however, increased from 5.4% in 1980 to 6.0% in 1987, 7.5% 
in 1990, and 8.4% in 1991. Given the enormous increase in total imports in 1992, the share 
of intra-Group imports fell to 7.6% in that year. 

The above data, and particularly the percentage of intra-group trade in total imports, 
suggests that some progress has been achieved in the process of regional integration. However, 
this modest success has not been realized evenly among all Andean countries since trade between 
Colombia and Venezuela accrues for more than one third of all intra-group trade. Moreover, 
though Venezuela has been able to advance in its process of economic integration with 
Colombia, its progress in the process of integration with the other Andean countries has been 
rather weak as shown by the fact that Venezuela's imports from the Group as a percentage of 
total imports was only 3.8% in 1990 and 5.4% in 1991. In 1991, for instance, Venezuelan 
exports to Colombia represented 66.3% of its total exports to the Andean Group countries, while 
its imports from Colombia represented 82.8% of its imports from the Group. 

With the possible exception of Peru, the other Andean countries had also shown little 
progress in the process of regional economic integration. Bolivia, in particular, shows better 
economic ties with Chile and some MERCOSUR countries than with the Andean Group. In 
1991, for instance, Bolivia's exports to Argentina, Chile and Brazil represented 78.5% of its 
total exports to LAIA's countries, while its imports from these three countries represented 
90.7% of its total imports from LAIA's countries. 

2. The Southern Cone Common Market (MERCOSUR) 

The Asunción Treaty signed by the governments of Argentina, Brazil, Uruguay and 
Paraguay in March, 1991, establishing the formation of the Common Market of the South 
(MERCOSUR) by December 31, 1994, was the culmination of the economic integration process 
started by Argentina and Brazil in the mid-l980s. The formal starting point of this process was 
the Iguazil Act signed by Presidents AlfonsIn and Samey in November, 1985, with the general 
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goals of fostering trade relations, industrial complementarity, and technological cooperation. 
To that end, Argentina and Brazil set in motion the Economic Integration and Cooperation 
Program (PICE) in July, 1986, which defined the principles and instruments of the integration 
process. 

The PICE stated that integration would be: 1. gradual, involving annual phases of 
definition, bargaining, implementation and evaluation; 2. flexible in that its scope, pace and 
goals would be adjusted when necessary; 3. specific, in the sense of encompassing a reduced 
number of projects in each phase instead of the entire universe of products; 4. balanced, in that 
it would seek to promote intrasectoral and not intersectoral specialization of both economies 
through trade expansion; and 5. superstructural, in the sense of inducing technological 
modernization and greater efficiency of resource allocation through a gradual harmonization of 
national economic policies. 

The main instruments of the PICE were the Sectoral Protocols. Between 1986 and 1990, 
24 protocols of different kinds (commercial, infrastructural, of structural articulation, and 
scientific-technological) were signed. Among them, those referred to particular sectors 
(machinery, steel, automobile, and food-processing) were the pillar of the integration process. 
The central goals of these industry protocols were, on the one hand, to expand bilateral trade 
through tariff reductions and the elimination of NTBs; and, on the other, to ensure a quantitative 
and qualitative intersectoral trade equilibrium which induced industrial complementarity and 
specialization within each sector. These protocols relied on Common Lists negotiated between 
the Argentine and Brazilian parts, which included the products that could be traded duty- free. 
Between 1986 and 1990, various bargaining rounds took place to expand the Common Lists, and 
by the end of this period these lists included around 50% of all goods bilaterally traded. 

The PICE neither specified a timetable for integration nor defined the policies that should 
be harmonized. These aspects were addressed by the Integration, Cooperation, and 
Development Treaty subscribed in November, 1988. This treaty stipulated the constitution of 
a common economic space between Argentina and Brazil within a decade. It also postulated the 
harmonization of custom, agricultural, industrial, transport and communication, and 
scientific-technological policies and the coordination of monetary, fiscal, exchange rate, and 
capital market policies. 

The upshot of this series of agreements were a marked expansion of total bilateral trade, 
a proportionally greater growth of Argentina's exports, and a considerable increase and 
diversification of intraindustry trade. Total Argentina-Brazil trade grew more than 50% in the 
period 1986-90 (from US$ 1.39 billion to US$ 2.14 billion). While Brazilian exports to 
Argentina increased 4% (from US$ 691 million to US$ 721 million) in that period, Argentine 
sales to Brazil went up 104% (from US$ 698 million to U$S 1.4 billion). Significantly, the 
share of manufactured products in total Argentine exports to Brazil went from 24% to more than 
40% in those years. As for intraindustry trade, it experienced a noteworthy growth in this 
period. In the chemical sector, while total trade decreased 10% due to recession in both 
countries, intraindustry trade went up more than 50%, bringing its coefficient from 35.4 to 58. 
In machinery, total trade expanded 23%, while intraindustry trade increased 57%; as a result, 
its coefficient moved from 47.7 to 61.1. In the automobile industry, finally, a growth of 53% 
in intraindustry trade raised its coefficient from 78 to virtually 100 in 1990. 

The change of government in Argentina and Brazil by the end of the decade deeply 
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changed the terms under which economic integration was to be carried out --a shift attuned with 
the new domestic policies (economic opening, deregulation, privatization) the two governments 
were promoting. In June, 1990, Presidents Ménem and Collor de Mello signed the Buenos 
Aires Act, which slashed by a half the timetable for the creation of a common market between 
Argentina and Brazil (the date would be now December 31, 1994) and defined a new 
methodology for the integration process. The key in this last sense was the abandonment of the 
gradual, flexible and " product-by-product" approach to trade liberalization, as the Act 
established that the "backbone" of integration would be generalized, linear, and automatic tariff 
reductions, and the elimination of NTBs for all tradeable goods. In other words, the previous 
emphasis on intrasectoral equilibrium was replaced by one on general trade equilibrium in the 
context of a strong growth of commercial exchanges. As a result, the role of the sectoral 
protocols was redefined: from being the pivotal instruments to regulate bilateral trade 
liberalization they become subsidiary ones to support an across-the-board abolishment of barriers 
to trade. They would be under the new methodology the institutional spaces to negotiate shorter 
terms for tariff cuts and the elimination of NTBs than those established in the general provisions. 

TABLE 7: TARIFF-CUTTING CITRONOGRAM 

Tariff 
Level 

PREFERENCES 

12/90 1/91 6/91 12/91 6/92 12/92 6/93 12/93 6/94 12/94 

00-40 40 47 54 61 68 75 82 89 100 

41-45 50 52 59 66 71 78 85 92 100 

46-50 50 57 64 71 78 85 92 100 

51-55 55 61 67 73 79 86 93 100 

56-60 60 67 74 81 88 96 100 

61-65 65 71 77 83 89 96 100 

66-70 70 75 80 85 90 95 100 

7 1-75 75 80 85 90 95 100 

76-80 80 85 90 95 100 

81-85 85 89 93 97 100 

86-90 90 95 100 

91-95 95 100 

96-100 100 

The Economic Complementarity Agreement N° 14 (ACE 14) subscribed by the two 
countries within the framework of LAIA in December, 1990, was actually the instrumental 
element of the Buenos Aires Act, for it established most of the mechanisms to reach the 
Argentina-Brazil common market. While the ACE 14 maintained the validity of the trade 
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liberalization measures included in the Agreement of Partial Scope N° 1 (AAP 1) negotiated by 
the two countries under LAIA and in the sectoral protocols, it also established that: 

1. The program of general, linear and automatic tariff reductions over all tradeable goods 
would begin with a 40% preferential rate over the existing tariffs in each country by December 
31, 1990. This preferential rate should be increased every six months to reach 100%, i.e., a 
0% tariff level, by December 31, 1994. The full tariff-cutting chronogram the ACE 14 defined 
is shown in Table 7. 

2. The only goods that would be temporarily excluded from the above tariff cuts would 
be those integrating the Exemption Lists. The total number of items included in these lists 
would be reduced 20% a year in order to reach 0 by December 31, 1994; 

3. All NTBs should be eliminated by December 31, 1994. Only a reduced number of 
NTBs would remain during the transition period, among which the most important ones would 
be those applying to flour (Brazil) and sugar (Argentina); 

4. In order to facilitate the fulfilment of the program of tariff cuts and the establishment 
of the common market, Argentina and Brazil would harmonize their macro-economic and 
sectoral policies beginning with those related to trade flows and to the configuration of both 
countries' manufacturing industries; 

5. Argentina and Brazil could establish sectoral complementarity accords, and especially 
industrial complementarity agreements seeking the optimization of production factors and the 
achievement of efficient operational scales. These agreements would be mainly directed to 
sensitive sectors and capital-intensive industries; 

6. Until December 31, 1994, a safeguard clause could be applied whenever a large 
import increase of a given product would occur in a short period of time, involving serious 
damage or threat to the importing country. This clause would consist of an annual quota (which 
could be renewed only once for another year) whereby imports of the product in question would 
be limited to the level they reached before the application of the clause. The aspects to be 
considered in order to assess the damage or threat would be the level of production and idle 
capacity, level of employment, market share, bilateral trade, and trade with third parties. The 
safeguard clause would be set in motion when its application were demanded by any sector 
arguing to be suffering damages due to a sudden import surge. In case of lack of agreement 
with the exporter country, the country to which the damned sector belonged could apply the 
clause unilaterally. 

The aforementioned Asunción Treaty, by which MERCOSUR was created, adopted and 
extended the provisions of the ACE 14 by establishing: 

1. That MERCOSUR would involve the free movement of goods, services, and factors 
of production; 

2. That MERCOSUR members would set a common external tariff for third parties, and 
would adopt a common trade policy vis-a-vis third countries or groups of them; 

3. The coordination of external trade, agricultural, industrial, fiscal, monetary, exchange 
rate, capital markets, service, custom, and transport and communication policies; 

4. That MERCOSUR would adopt the program of tariff reductions and NTBs elimination 
defined in the ACE 14, which would not benefit other LAIA members; 

5. The adoption of the system of exemption lists established in the ACE 14. The number 
of items each country could include in these lists would be as follows: Argentina, 394; Brazil, 
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324; Paraguay, 439; and Uruguay, 960. The date for the total elimination of these lists would 
be December 31, 1994 for Argentina and Brazil, and one year later for Paraguay and Uruguay; 

6. The adoption of the safeguard clause of the ACE 14. The only modification 
introduced was that the annual quota to be set for imports of a given product would be obtained 
by averaging the amounts those imports reached in the previous three years; 

7. That MERCOSUR would adopt a rules of origin regime based on Resolution 78 of the 
1980 Montevideo Treaty which created LAIA, in order to ensure that the goods enjoying 
preferential tariff treatment were produced in large part in the member countries; 

8. That MERCOSUR would adopt a dispute resolution system involving four instances. 
All disputes would be tried to be settled, firstly, by direct negotiations. In case that an 
agreement were not reached, the Common Market Group (the executive body of the 
MERCOSUR integrated by eight representatives of the Ministries of Foreign Affairs, the 
Ministries of Economy, and the Central Banks) would try to solve the dispute. If a solution 
were neither reached there, the Common Market Council (the political body integrated by the 

TABLE 8: INTRA-MIERCOSUR TRADE 
(Billions of dollars, f.o.b.) 

TOTAL INTRA- 
IMPORTS MERCOSUR 

TRADE 

YEAR TOTAL 
EXPORTS 

PERCENTAGE PERCENTAGE 
OF INTA- OF INTRA- 
MERCOSUR MERCOSUR 
EXPORTS IMPORTS 

1960 

1970 

1980 29.53 37.52 3.43 11.6% 9.2% 

1981 33.95 33.05 3.00 8.8% 9.1% 

1982 29.15 26.99 2.35 8.1% 8.7% 

1983 31.02 21.64 1.83 5.9% 8.1% 

1984 36.38 21.24 2.29 6.3% 10.8% 

1985 35.16 19.40 1.95 5.5% 10.0% 

1986 30.57 22.25 2.64 8.6% 11.8% 

1987 34.15 24.07 2.53 7.4% 10.7% 

1988 44.85 24.04 3.00 6.7% 12.5% 

1989 46.58 26.09 3.71 8.0% 14.2% 

1990 46.26 29.47 4.09 8.8% 13.9% 

1991 46.84 32.95 4.92 10.5% 14.9% 

1992 50.44 41.13 7.16 14.1% 17.5% 

Source: ECLAC and LAIA. 
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Ministers of Foreign Affairs and of Economy) would be in charge of handling the dispute. If 
there were no success, the conflicting parties would have to present a list of ten judges, from 
which an "ad hoc" arbitral tribunal of three members would be formed to deal with the dispute. 
Arbitral tribunals would be the last instance in all kinds of controversies and their decisions 
would be binding. 

During this "second phase" of the Southern Cone integration process, several aspects 
about trade are worth noting. Total trade among MERCOSUR members grew 20% in 1991; 
its growth in the first semester of 1992 with regard to the same period of the previous year was, 
in turn, 34%. As a result, the share of intragroup exports in total MERCOSUR exports 
increased from 8.8% in 1990 to about 14% in the first half of 1992 (MERCOSUR sales to the 
rest of the world fell 0.6% in 1991, and another 1 % during the first six months of 1992). The 
share of intra-group imports in total MERCOSUR imports also grew markedly, going from 
14.3% to 18% in that period. 

It is important to note that trade between Argentina and Brazil explains almost completely 
the important rise of intra-MERCOSUR trade. The growth of total trade between both countries 
was 44% in 1991 and 54.7% in 1992; accordingly, while representing about 50-55% of total 
intra-MERCOSUR trade in the late 1980s, it accounted for 70% in the first half of 1992. All 
other bilateral exchanges among MERCOSUR members experienced, in turn, meagre growth 
rates or even small declines in 1991 and the first semester of 1992. 

It is also interesting that, while in the second half of the 1980s the increase of Argentine 
exports to Brazil largely accounted for the growth of bilateral trade, in 199 1-92 the driving force 
was a surge in Brazilian exports. Indeed, while Argentina's sales went up 13.5% in 1991 and 
5.6% in 1992, Brazil's grew at astonishing rates of 105% and 108% in those years. Also, 
reversing the trends of the period 1985-1990, the share of manufactured goods in Argentine 
exports to Brazil declined from 42% in 1990 to about 33% in 1992. 

TABLE 9: TARIFFS BETWEEN ARGENTINA AND BRAZIL 

Maximum Tariff Level Minimum Tariff Level TW Average Tariff 

91 92 93 94 91 92 93 94 91 92 93 94 

Brazil/Argentina 24.7 16.1 9.0 4.4 2.5 1.6 0.9 0.3 10.9 6.8 3.8 1.8 

Argentina/Brazil 8.9 6.6 4.4 2.2 0.2 0.2 0.1 0.1 4.6 3.4 2.2 1.1 

Difference in 
Tariff Level 

15.8 9.5 4.6 2.2 2.3 1.4 0.8 0.2 6.3 3.4 1.6 0.7 

Source: Marcela Cristini, "Los Compromisos Arancelarios del Mercosur", in INDEX Mercosur, No. 5, March 
1992. 

The above figures point to several questions about the impact of the Southern Cone 
integration process on trade. First, the numbers on total MERCOSUR trade show that, as 
expected, the reduction of tariff protection and NTBs powered intra-group commercial 
exchanges. It is necessary, however, to inquire into the trade creation and trade diversion 
effects associated with the new exchange dynamics. 
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Second, the figures on bilateral exchanges among MERCOSUR members show that the 
growth rates of such exchanges greatly differ between the case of Argentina-Brazil and the 
remaining ones. If it is assumed that the lowering of barriers to trade positively affects the level 
of commercial exchanges, it is important to examine the causes of these different growth rates. 

TABLE 10: REAL EXCHANGE RATE PESO-CRUZEIRO (1986 = 100) 

1986 1987 1988 1989 1990 1991 1992* 

January 104.0 224.9 90.6 80.2 

February 102.7 310.7 109.3 79.7 

March 101.0 108.2 133.8 98.1 232.7 102.0 79.5 

April 255.2 200.7 99.0 79.7 

May 

June 

364.4 177.2 96.0 78.3 

99.1 105.5 140.7 301.7 170.9 96.0 78.1 

July 256.2 153.5 96.0 76.9 

August 221.6 157.4 97.0 77.0 

September 98.0 108.6 117.6 205.8 140.8 96.2 76.3 

October 196.6 113.9 84.5 76.1 

November 193.0 91.5 82.8 78.2 

December 101.9 123.8 105.2 235.3 80.2 81.6 75.9 

Source: Central Bank of Argentina. (*) Preliminary figures. 

Third, the figures on Argentina-Brazil commercial exchange suggest the need of carefully 
examining the weight of different factors on trade trends in order to identify the actual impact 
of the reduction of tariff and non-tariff barriers. In this sense, while the opening of both 
economies fostered to a considerable extent the expansion of bilateral trade, it was not the only 
mechanism at work, neither can it explain per se the sharp changes in trade flows between the 
two countries. Regarding this last aspect, there is no doubt that the relatively greater openness 
of the Argentine economy by the beginning of 1991 stimulated a strong growth of Brazilian 
exports. 

The key factor seems to have been, however, the changing relation between Argentina's 
and Brazil's exchange rates after 1990. Indeed, since the end of that year the Argentine 
currency steadily increased its value vis-a-vis the Brazilian one, to reach an appreciation of more 
than 50% by mid-1992. 

3. The Group of Three 

The Group of Three was created in November, 1990 (Declaration of New York) when 



PERCENTAGE OF PERCENTAGE OF 
INTRA-GROUP INTRA-GROUP 
EXPORTS IMPORTS 

1960 3.747 2.667 0.008 0.2% 0.3% 

1970 5.246 3.099 0.060 1.1% 1.9% 

1980 38.511 37.098 0.706 1.8% 1.9% 

1981 42.339 43.092 0.835 2.0% 1.9% 

1982 41.632 34.589 0.815 2.0% 2.4% 

1983 39.297 22.631 0.564 1.4% 2.5% 

1984 44.579 26.715 0.533 1.2% 2.0% 

1985 39.846 29.181 0.533 1.3% 1.8% 

1986 30.109 27.448 0.406 1.3% 1.5% 

1987 36.106 31.548 0.596 1.7% 1.9% 

1988 44.152 42.104 0.705 1.6% 1.7% 

1989 41.213 45.661 0.713 1.7% 1.6% 

1990 48.781 52.706 0.882 1.8% 1.7% 

1991 54.645 61.748 1.132 2.1% 1.8% 

1992 48.670 68.165 1.508 3.1% 2.2% 

Source: ECLAC, LAIA, and IMF. 
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the presidents of Colombia, Mexico, and Venezuela agreed to adopt measures to promote trade 
among the three countries with the final goal of constituting a free trade area by January 1, 

1995. The aim of the Group was also to project their political and economic integration to 
Central America and the Caribbean. 

In political terms, this Group can be seen as the continuation of the Contadora Group 
created in 1982 as a response to the Central American crisis. The three members of the Group 
have several characteristics in common: 1) the three countries have great interest in Central 
America and the Caribbean; 2) their economies are the fastest growing and the largest in the 
subregion; and 3) they have been implementing similar economic policies in the last few years. 

The presidents of Colombia and Mexico accorded in December, 1991 to sign a bilateral 
free trade agreement in 1992, and to invite then Venezuela to join in. The idea was to have the 
Colombia-Venezuela relationship continue along the lines agreed within the Andean Group. It 
was also thought to have the whole Andean Group later joining the negotiations with Mexico. 
As indicated above, however, the failure of the Andean Group to adopt a external common tariff 
made it impossible to reach an agreement between the Group and Mexico at this time. 

TABLE 11: INTRA-GROUP OF THREE TRADE 
(Billions of dollars, f.o.b.) 

YEAR TOTAL EXPORTS TOTAL IMPORTS INTRA-GROUP 
TRADE 
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At the III Summit (Caracas, June 1992), the presidents of the Group of Three set 
January, 1993 as the deadline for the creation of a free trade area, thus reducing the process by 
two years with respect to the prior agreement. At the same time, Colombia and Venezuela 
committed themselves to promote a similar agreement between the Andean Group and Mexico. 
It was also agreed to promote a greater co-operation between the Group of Three and the 
countries of Central America and the Caribbean. In this regard, it should be mentioned that 
Mexico and the Central American countries had previously agreed (Tuxtia Gutierrez, January 
199 1) to start the liberalization of their trade with the goal of creating a free trade area by 1996. 

Since the creation of the Group of Three, trade among Colombia, Venezuela, and Mexico 
has increased dramatically from $882 millions in 1990 to $1.13 billions in 1991 and $1.51 
billions in 1992. This represents an annual rate of increase of 28% in 1991 and 33% in 1992. 
As a percentage of total Group exports, intra-Group trade increased from 1.8% in 1990 to 2.1 % 

in 1991 and 3.1 % in 1992. The large 1992 increase in relative exports was due to the great 
expansion of intra-Group trade but also to the significant decrease in total exports from $54.7 
billions in 1991 to $48.7 billions in 1992 (a contraction of 11 %). As a percentage of total 
Group imports, intra-Group trade increased from 1.7% in 1990 to 1.8% in 1991 and 2.2% in 
1992. This relative increase is more significant given that, as a result of the opening of the 
Mexican economy,22 total imports increased enormously during this period from $52.7 billions 
in 1990 to $ 61.7 billions in 1991 and $ 68.2 billions in 1992. This represents an annual rate 
of increase of 17% in 1991 and of 10% in 1992. 

IV. CONCLUSIONS 

After almost three decades of frustrated attempts, since 1985 Latin American countries 
have rapidly advanced in the process of regional integration. Compared to previous attempts, 
this new impulse have been made mainly at the subregional level. Among the various regional 
and subregional integration initiatives currently pursued, four appear as particularly important 
due to the relative weight of the economies involved: the Central American Common Market 
(CACM), the Andean Group, MERCOSUR, and the Group of Three. This paper described 
these processes of integration and showed that important advances have been achieved in this 
regard. 

Due to a deteriorating political, economic, and social environment, the CACM went 
through a deep crisis during the first half of the 1980s. First signs that this situation was 
changing for the best could be seen as early as 1987, and by 1989 intra-CACM transactions 
were 91% higher than in 1986. 

After an initial phase of relative success, the Andean Group experienced a long period 
of stagnation and regression. The debt crisis of the early 1980s precipitated a trade crisis. As 
a result, intra-group exports as percentage of total exports sharply decreased from 4.8% in 1982 
to 3.2% in 1985. Since 1987, successful attempts have been made to liberalize intraregional 
trade and to open the Andean economies to international trade and investment. By 1989, relative 

22 Mexican imports rose from $27.3 billions in 1988 to $40.1 billions in 1990 and 48.1 
billions in 1992 (an increase of 76% in four years). 
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intra-group trade has recovered to reach the levels of 1980. Since 1991, intra-group trade has 
been increasing at a very fast pace and in 1992, intra-group exports as percentage of total 
exports represented 7.6%. 

MERCOSUR appears as the most important and dynamic of all the subregional trade 
agreements implemented in the last decade in Latin America. Intra-group exports as percentage 
of total exports grew from a low of 5.5% in 1985 to 10.5% in 1991 and 14.1% in 1992. Here, 
trade between Argentina and Brazil explains almost completely the rise in intra-MERCOSUR 
trade. Total trade between these two countries grew 44% in 1991 and 55% in 1992. 

Since the creation of the Group of Three, trade among Colombia, Mexico, and Venezuela 
has increased dramatically (28% in 1991 and 33% in 1992). As a percentage of total exports, 
intra-group exports increased from 1.3% in 1985 to 2.1 % in 1991 and 3.1 % in 1992. 
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