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ABSTRACT

Mercosur faces a number of challenges in furthering its regional integration.
This article considers whether theories developed for European regional-
ism, such as neo-functionalism and liberal inter-governmentalism, provide
a suitable framework for analysing the Mercosur case. The article argues
that economic and policy asymmetries as well as institutional, social and
economic deficits hamper deepening regionalism. These asymmetries and
deficits also jeopardise the further benefits that could arise from building on
Mercosur’s considerable achievements. Finally, the analysis warns against
the dangers of politicisation of Mercosur and the importance of societal inclu-
sion. It suggests that top-down state-led Mercosur regionalism could benefit
from being turned upside-down by bottom-up societal interest in deeper
integration in the current shifting international economic context.
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The Southern Common Market (Mercosur) celebrated its twentieth
anniversary in 2011, an appropriate moment to evaluate its prospects
for survival and deepening regional integration. This article examines
why deepening Mercosur integration has been so difficult by focusing
on economic asymmetries amongst Mercosur’s four full members (Brazil,
Argentina, Uruguay and Paraguay)1 and a number of so-called deficits
in Mercosur’s evolution. These include economic growth, institutional,
democratic and social deficits. First, the article considers some theoreti-
cal issues relevant to understanding the evolution of Mercosur. Second,
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REVIEW OF INTERNATIONAL POLITICAL ECONOMY

it briefly notes the development and early successes of regional integra-
tion in Mercosur. Next, it discusses challenges to further integration, and
how they might be overcome. Finally, it examines Mercosur’s prospects,
specifically: What are the implications of failing to reinvigorate Mercosur?

Given the current crisis in the Euro-zone area, the Mercosur case, with
its demonstrated ability to survive crises, has added relevance. The EU
crisis has highlighted issues related to the continued preference for inter-
governmentalism to preserve national autonomy, and exposed the weak
character of supra-national institutions and the conditional nature of ad-
herence to genuinely multilateral governance structures.

THEORETICAL FRAMEWORK FOR ANALYSING
MERCOSUR INTEGRATION

The theoretical literature on regionalism remains uneven and fragmented,
with little consensus beyond the value of acknowledging some geographi-
cal limits and some level of cooperation and cohesion among the involved
parties (Hurrell, 1995). It repeatedly emphasises the continuing dominance
of the concept of the nation state and the heavily socially constructed, and
hence politically contested, nature of the concept of ‘region’. Moreover,
various studies show that it is useful to take a staged approach to the
process as well as the outcomes (expected and real) of regional integra-
tion. Before considering regional integration in Latin America, specifically
Mercosur, it is important to clarify that this article will use the terminol-
ogy suggested in Breslin and Higgott (2000), where regionalism refers
to the formal state-led top-down process of closer relations between a
group of countries within a region, and regionalisation refers to a market
or society-led bottom-up process of economic exchange and integration
across borders in a region. Hence, deepening regional integration involves
improved regional inter-state cooperation and organisational cohesiveness
as well as greater regional societal interaction and the development of a
sense of regional awareness and identity. Moreover, different phases of
regional integration often necessitate a shift in focus/level of analysis to
better explain the process and outcomes.

The article considers whether regional integration theories developed
for Europe can explain the evolution of regional integration in Mercosur,
a region that claimed to be inspired by the European case. Specifically, it
considers whether classical theories of neo-functionalism (Haas, Lindberg,
etc.) and more recent ones of liberal inter-governmentalism (Moravcsik)
provide a suitable framework for analysing the Mercosur case. Both the-
ories emphasise growing and more complex interdependence between
states within a region as the trigger for deepening regionalism. For neo-
functionalists, early moves towards integration become self-sustaining due
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DOCTOR: PROSPECTS FOR MERCOSUR INTEGRATION

to spill-over and ever-deeper interdependence. The expansive logic of sec-
toral integration eventually requires centralised technocratic management
which leads to supra-national institution building. Moreover, the process
of integration persuades political actors and citizens to ‘shift their loyalties
and expectations’ to the regional level, thus enhancing the role of supra-
national institutions (Haas, 1958: 16). For liberal inter-governmentalists, in-
creased interdependence encourages inter-state cooperation to solve com-
mon problems and agree on rules to improve collective management and
to reduce transaction costs. However, policy decisions reflect national in-
terests informed by domestic interest groups’ preferences and take little
account of any regional institutions. Thus, Moravcsik (1998) notes the
outcomes of the inter-state bargaining process are not inevitable pool-
ing or delegation of sovereignty to supra-national institutions. Instead,
the process of national preference formation and the continuing predilec-
tion for holding on to national autonomy reinforces inter-governmental
regional decision-making structures. It is only on occasion that a supra-
national logic manages to supersede inter-governmental tendencies. These
ideally result in more credible commitments, growing trust, and deeper in-
tegration (also see Laursen, 2008). Thus, for liberal inter-governmentalism,
supra-national institutions are often simply a means of implementing inter-
governmental bargains.

The article also acknowledges more domestic level political economy ex-
planations in shaping preferences for regional integration. Here it is impor-
tant to understand the role of (i) domestic policy convergence (especially
preferences related to trade liberalisation, (de)regulation and production
integration); (ii) economic elites and interest groups (especially distribu-
tive implications of integration); and (iii) societal identification with shared
values and the creation of a sense of community (especially important in
generating regional legitimacy and cognitive interdependence).

Finally, before examining the case of Mercosur, it is worth bearing in
mind that regionalist activity developed in three stages in Latin America.
After the end of the Second World War, the focus was on building macro
regional institutions (such as the Organisation of American States) com-
plemented by efforts to jointly overcome the region’s unfavourable terms
of trade and to foster economic development (such as the United Nations
Economic Commission for Latin America, and the Latin American Inte-
gration Association). After the end of the Cold War, in the late 1980s and
early 1990s, the focus shifted to creating more ‘open regionalism’ with an
emphasis on the market liberalisation dimensions of economic integration
(mainly increasing trade and investment flows). In the early 2000s, in the
aftermath of what the public saw as failed structural adjustment policies
and resultant increases in poverty in the region, a number of market crit-
ical and ‘progressive’ political leaders won elections in Latin America.
The focus of their regionalist policy often entailed a renewed emphasis on
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REVIEW OF INTERNATIONAL POLITICAL ECONOMY

political and social cohesion and a shift to pro-developmentalist attitudes
about economic integration. More recent additions to the alphabet soup of
Latin American regional organisations have been macro-regional organisa-
tions such as the Union of South American Nations (UNASUR), launched
in 2008. The newest is the Community of Latin American and Caribbean
States (CELAC), formally launched in December 2011 and including all
Western Hemisphere states with the exception of the United States and
Canada. Whatever the policy emphasis at each stage, state preferences re-
mained highly geared to preserving national autonomy, and hence avoid-
ing delegating or pooling sovereignty in supra-national institutions.

DEVELOPMENT AND SUCCESSES OF MERCOSUR
INTEGRATION

In the mid-1980s, the newly democratic governments of Argentina and
Brazil decided to launch an integration project that was narrow in scope
with initial cooperation focused on political issues and sectoral approaches
to integrating their economies on a complementary basis. Their aims
were to provide mutual support for democratisation and to pre-empt
anti-democratic challenges based on military–nationalist (and security)
platforms. In addition, the early agreements signed in the latter half of
the1980s often used explicitly economic objectives (typically a sector-by-
sector approach to regional trade liberalisation) to implicitly support the
underlying political and security objectives. Thus, it was only in the early
1990s, when Argentina and Brazil embarked on their economic liberalisa-
tion and structural reform processes, that specifically economic objectives
related to regional free trade and global investment integration became in-
creasingly attractive to policy-makers. The newly-elected reform-minded
governments saw regional integration as a means of locking in market-
oriented reforms (there was virtually no societal/business input into the
integration policy-making process in the early period). Argentina and
Brazil signed the Buenos Aires Act in July 1990 as a first step on the
way to broader integration. Uruguay and Paraguay were later invited to
join with the signing of the Treaty of Asuncion in March 1991. This treaty
formally established Mercosur. It clearly laid out Mercosur’s main objec-
tives as ‘economic development with social justice’ in the region. Thus, the
treaty explicitly broadened the scope of the regional integration project
beyond purely trade liberalisation objectives.

It is worth noting three features of Mercosur integration: (i) mixed ob-
jectives (both economic and political); (ii) exclusively inter-governmental
decision-making structure; and (iii) incremental process of integration.
Initially, Mercosur regionalism was closely linked to locking in each gov-
ernment’s liberalising reforms and easing the region’s integration into the
globalisation process. The ideological prominence of neo-liberalism at the
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DOCTOR: PROSPECTS FOR MERCOSUR INTEGRATION

time slanted preferences towards a narrow focus on trade and away from
institutionalisation. Moreover, economic integration was seen as a means
of building on Mercosur’s original political objectives of regional security,
trust among leaders and support for democracy. For Paraguay, support for
the institutionalisation of democracy rather than lock-in of economic re-
forms was of paramount importance in the early days of its membership.2

Hence, Mercosur integration was a heavily state-led process and it was
launched as a strictly inter-governmental organisation with three decision-
making organs: the Common Market Council (CMC) responsible for out-
lining Mercosur’s political direction and making joint decisions, the Com-
mon Market Group (GMC) accorded with some implementation functions,
and the Mercosur Trade Commission (CCM) restricted to dealing with
trade issues. Subsequently, other bodies were added, although they rarely
functioned as intended, often due to lack of budget allocations. Among the
new organs and consultation processes set up after 2003 were the Techni-
cal Secretariat (upgrading the previous small administrative secretariat),
Mercosur Commission of Permanent Representatives (CRPM), Joint Par-
liamentary Commission, Mercosur Parliament (ParlaSur), Advisory Fo-
rum on Economic and Social Matters, Permanent Review Tribunal (TPR)
as well as procedures for the ad hoc arbitration tribunals, and the Merco-
sur Structural Convergence Fund (FOCEM).3 Notwithstanding this pro-
liferation of bodies, Mercosur often relied on presidential diplomacy and
government-led definition of priorities. While the logic of neo-functional
spill-over might be evident in terms of an expanding range of entities, the
inter-governmentalist logic of maintaining national autonomy limited the
scope of these bodies and any spill-over.

Mercosur’s incremental approach to regional integration envisaged a
three-step process towards establishing a common market. First, a tran-
sition phase free trade area operated until December 1994. It was based
on automatic tariff reductions and trade liberalisation timetables in each
member country. The second step was to create a dynamic customs union
from January 1995. It was expected to quickly move towards application
of a common external tariff (CET) for most trade, but maintaining some
exceptions with a longer phase out period. The third step was to create
a common market by 2006, but this has not yet materialised. After years
of stalling, the final element in the implementation of a full-fledged cus-
toms union (i.e., a common customs code and the end of double incidence
of tariffs when goods crossed intra-regional borders) was only agreed at
the San Juan Summit in 2010 (implementation is for 2012). However, the
real challenge to completing a common market arose from a shift away
from the original neo-liberal orientation towards a neo-developmentalist
mindset (Celli et al., 2011).

Mercosur achieved many successes in the economic, political and in-
ternational spheres. Not least was that it survived the regional economic
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REVIEW OF INTERNATIONAL POLITICAL ECONOMY

and financial market turmoil of 1999–2002 and global crisis in 2008–2009.
Although it started out as a state-led project, in recent years, citizens and
public opinion has been increasingly favourable towards preserving the
regional project (discussed later). By its fifteenth anniversary in 2006, Mer-
cosur was the fourth largest economic grouping in the world with a com-
bined gross domestic product (GDP) of over a trillion dollars. Between 1991
and 1995, Mercosur had moved towards a free trade area that covered 95
per cent of intra-regional trade and a customs union with a CET that cov-
ered 85 per cent of traded goods. In its early days, growth in intra-regional
trade was strong and it rose from US$ 5.2 billion in 1991 to US$ 20.3 billion
in 1997, and the share of intra-regional trade in total trade rose from 8.9
per cent in 1990 to a peak of 24.5 per cent in 1997. After a sharp slump in
intra-regional trade during the crises of 1999–2002, trade picked up again.
By 2007, intra-regional trade stood at approximately US$ 39 billion. By
2008, it was 143 per cent higher than the 2002 low. An encouraging sign
was the 16 per cent cumulative annual increase in intra-regional exports
from 2002 to 2008. Noteworthy, at least from the point of view of those
who see greater trade flows as the measure of integration success, was that
post-2002 trade has grown at an even higher rate than in the early days of
Mercosur (INTAL, 2011).

In addition, Mercosur attracted over US$400 billion in foreign direct in-
vestment (FDI) in the past 20 years, much of it was based on specifically
regionalist strategies of large trans-national corporations setting up or ex-
panding operations in the region (Doctor, 2011; Chudnovsky and Lopez,
2001). For example, regionalist strategies saw the automotive industry
become one of the most significant recipients of FDI. Notwithstanding
the sector’s stated preference for liberalisation, it accepted an adminis-
tered trade regime within Mercosur. In actual practice, rhetoric aside, the
local subsidiaries of the automotive multinationals were extremely hesi-
tant to embrace sectoral free trade (as per evidence from my interviews
with various automotive industry executives in Brazil). Equally, Mercosur
governments often took protectionist positions to support employment in
the automotive production chain to the detriment of their partners (e.g.,
Brazil’s recent measures announced as part of the ‘Bigger Brazil’ pro-
gramme, INTAL, 2011).

Mercosur’s political benefits should not be dismissed nor underesti-
mated. The four partners experienced a definitive reduction in border
tensions and arms races since the 1980s. They also supported each other’s
commitment to democratic governance, building citizenship and protect-
ing human rights (this was especially important for Paraguay, where Mer-
cosur pressure can even be credited with toppling a coup in 1996). Some
would argue that a regional identity was gradually emerging, although
it was still fragile (Crawley, 2004; Grugel, 2007). What was essentially an
elite statist project gradually began to experience a growing projection
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DOCTOR: PROSPECTS FOR MERCOSUR INTEGRATION

within society. For example, in recent years, the middle and work-
ing classes became increasingly aware of and interested in the regional
integration project. There were more signs of cultural exchange than ever
before: evidence suggests that samba and capoeira schools abound in Ar-
gentina, Spanish language classes flourish in Brazil, and intra-regional
tourism is taking-off. Regional cultural networks, such as Rede Cultural
Mercosur, set up in 1998, have also done well in fostering regional cul-
tural exchanges and artistic collaboration (see the network’s website for
examples of this).

Finally, Mercosur was also remarkably successful in projecting itself in-
ternationally, and some have argued that it was the external agenda that
provided the ‘glue’ to keep Mercosur alive in the face of the many chal-
lenges to deepening the integration process (Phillips, 2003). More recently,
it seems likely that Mercosur’s international projection is tied to Brazil’s
growing prominence as a ‘global player’. This raises questions about the
extent to which Mercosur’s smaller members are piggy-backing on Brazil’s
influence? But also, whether Brazil in turn is using Mercosur to enhance
its own credentials as a regional leader?

The answer is not straightforward and evidence suggests that it is a
two-way street with different weights being relevant at different moments.
Theoretical discussions suggest that in a region with a hegemon (whether
acknowledged or not), the smaller countries may chose to integrate as
protection against the big power or to bandwagon with the hegemon in the
hope of benefiting from being associated with it (Hurrell, 1995). For Brazil
particularly, the international dimension of Mercosur success was initially
crucial in its strategic vision for claiming leadership in South America. It
was expected to enhance leverage and bargaining power in international
forums such as the World Trade Organisation and United Nations. The
three smaller members recognised that they were unlikely to have achieved
much bargaining success in the absence of Brazil’s heavy weight presence
at the negotiating table. Although its four members do not act jointly in the
WTO, Mercosur has won recognition in other areas of international trade:
it signed some 22 preferential trade agreements with a variety of countries,
including the Andean Community (October 2004), India and the South
African Customs Union (December 2004), Israel (December 2007) and
Egypt (2010). It is engaged in trade talks with a number of partners such
as the European Union, Russia, Mexico, China and various countries in
the Middle East. Moreover, a number of South American countries have
joined Mercosur as associate members, including Chile and Bolivia (joined
1996), Peru (2003), Venezuela, Ecuador and Colombia (2004). In July 2006,
Mercosur and Venezuela signed an adhesion protocol,4 although full mem-
bership is still pending a vote in the Paraguayan Congress.5 Should this
process be completed, it would make Mercosur one of the world’s leading
producers of food and energy as well as a range of manufactured goods.
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REVIEW OF INTERNATIONAL POLITICAL ECONOMY

Although Mercosur has had many successes, the overwhelming impres-
sion in the academic literature as well as in the media and public perception
is of a stalled regionalism process with few beneficial outcomes. The next
section considers whether these impressions are reasonable and examines
the challenges to further integration in Mercosur.

INTERNAL CHALLENGES TO FURTHER INTEGRATION

Mercosur has been plagued by repeated crises often triggered by national
and intra-regional factors. It has also faced a number of external chal-
lenges, although the article will only discuss them briefly where relevant.
Internal challenges to further integration were of two types: underlying
structural problems related to the significant asymmetries among mem-
bers (mainly Brazil compared to its three smaller partners, but sometimes
also the specific issues facing the two smallest members, Uruguay and
Paraguay) and certain ‘deficits’ in Mercosur’s evolution that made it dif-
ficult to respond effectively to these crises and to deepen integration. The
stresses and strains arising from these asymmetries and deficits often re-
sulted in shifting support for regionalism. However, the shifts themselves
should be seen as the products of political and economic processes (e.g.,
policy priorities, economic flows, and distributive conflicts) rather than
originating in the deficiencies themselves.

This section first considers regional asymmetries and thereafter dis-
cusses four deficits in Mercosur’s development to date. It also moves away
from the previous section’s approach that emphasised the unitary actor
characteristic of each member state, instead introducing the relevance of
varying groups and interests within the state as well as society, sometimes
pushing very different agendas/strategies. This approach adds nuance to
the politically contested regionalism policies and also is crucial to help
unpack the impact of asymmetries and deficits on deepening integration.

Mercosur economic asymmetries

Regional integration projects often wanted to be seen as dynamic pro-
cesses, engaged in either broadening or deepening their integration. Broad-
ening, by increasing territorial coverage, increased the size of the market,
but it also could be viewed as diluting the value of advantages if seen to
be too extensive. Deepening was even trickier in political terms, since it
was associated with greater interdependency, inflexible commitments, a
pooling of sovereignty, and/or loss of policy autonomy. Mercosur’s two
larger members found deepening more challenging. Progress on deepen-
ing implied that Brazil, and to a lesser extent Argentina, would have to
address the issue of asymmetries – of size, geography, competitiveness,
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DOCTOR: PROSPECTS FOR MERCOSUR INTEGRATION

Table 1 Mercosur: size asymmetries

Land size
(sq km) Population

GDP in billions of
US dollars (2009)∗∗∗∗∗

Brazil 8,514,877 190, 732, 694 (2010)∗ 1, 574.039
Argentina 2,780,400 40, 091, 359 (2010)∗∗ 310.057
Uruguay 176,215 3, 241, 003 (2004)∗∗∗ 31.511
Paraguay 406,752 5, 163, 198 (2002)∗∗∗∗ 14.216

Sources: ∗Brazil – Instituto Brasileiro de Geografia e Estatistica; ∗∗Argentina – Instituto Na-
cional de Estadı́stica y Censos; ∗∗∗Uruguay – Instituto Nacional de Estadı́stica; ∗∗∗∗Paraguay
– Dirección General de Estadı́sticas, Encuestas y Censos; ∗∗∗∗∗IMF World Economic Outlook
Database (October 2010).

capabilities, levels of development, and policy. If there was a genuine ap-
petite for deepening, then it was clear that the larger economies would
have to cede some autonomy and also proactively deal with the concerns
of the smaller ones.

The following tables show the extent of asymmetries between the four
members. Table 1 shows the significant size differences in geography, de-
mography and economy. Brazil has about 75 per cent of the regional pop-
ulation and produces over 75 per cent of its GDP. Asymmetries in terms of
levels of development are less acute. Uruguay’s per capita income is higher
than Brazil, although along with Argentina, the three economies fall in a
similar range as high-middle income countries. The outlier is Paraguay,
where income levels are about a quarter of its partners. In terms of ranking
in the United Nations Development Programme’s Human Development
Index, Argentina and Uruguay do much better (ranked 46th and 52nd
respectively out of a total of 169 countries, with Brazil (73rd) well behind
them and Paraguay trailing in 96th place (see Table 2). Thus, the asymme-
try issue becomes more complicated. While absolute size places Brazil in
a very strong position, it is relatively less developed and its people poorer
than Argentina and Uruguay. Hence, it often defends its resistance to mak-
ing allowances to its smaller partners in terms of its obligations to its own
people first and foremost.

Table 2 Level of development

GDP per capita in US dollars∗ HDI (out of 169)∗∗

Brazil 8220.357 .699 (#73)
Argentina 7725.463∗∗∗ .775 (#46)
Uruguay 9420.473∗∗∗ .765 (#52)
Paraguay 2264.889∗∗∗ .640 (#96)

Sources: ∗IMF World Economic Outlook Database (October 2010); ∗∗UNDP Human Develop-
ment Report – 2010; ∗∗∗IMF staff estimate.
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REVIEW OF INTERNATIONAL POLITICAL ECONOMY

Table 3 Comparative competitiveness rankings

World Economic Forum Global
competitiveness ranking
(out of 139 economies)∗

World Bank Doing
business ranking

(out of 183 economies)∗∗

Brazil 58 127
Argentina 87 115
Uruguay 64 124
Paraguay 120 106

Sources: ∗World Economic Forum 2010–2011 Global Competitiveness Index; ∗∗World Bank –
Doing business ranking – 2010.

However, this is not the crux of the asymmetry problem. The real areas
of difficulty lie in issues of competitiveness and interdependence. All four
countries have vulnerabilities in terms of their relative global competi-
tiveness (see Table 3). While the World Economic Forum and World Bank
rankings have a number of recognised weaknesses, they present a rough
and ready reference point to illustrate the relative competitiveness of Mer-
cosur economies. These rankings place Mercosur economies in the middle
range of countries. The rankings indicate Brazil is much more competi-
tive globally, but also much more trouble to do business in. Meanwhile,
Argentina is clearly less competitive internationally, but does better in
terms of domestic regulation of business. One manifestation of its lower
competitiveness is that its manufacturing sector has increasingly lost out
to Chinese producers now supplying the Brazilian market. This frustra-
tion often sees Argentina take unilateral protectionist measures against
Mercosur (read Brazilian) exports.

Theory suggests greater economic interdependence encourages regional
cooperation and cohesion, thus deepening integration. However, as Table 4
shows, there is considerable imbalance in Mercosur’s economic impor-
tance for each member in terms of the share of intra-regional exports in
total exports. Unsurprisingly, Brazil’s partners were quite heavily depen-
dent on exporting to the regional market. Also relevant was the declining

Table 4 Share of total exports per destination (2009)

Mercosur USA China EU Rest of world

Brazil 10.35% 10.20% 13.20% 22.23% 44.03%
Argentina 24.83% 6.22% 6.59% 18.46% 43.89%
Uruguay 28.14% 3.27% 4.28% 15.10% 49.20%
Paraguay 48.60% 1.62% 1.05% 5.99% 42.74%

Source: IDB-INTAL (2010).
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DOCTOR: PROSPECTS FOR MERCOSUR INTEGRATION

importance of intra-regional exports for Brazil since 1999. Its share of
exports to Mercosur plummeted from 17 per cent in 1998 to 5 per cent in
2002 at the bottom-end of the crisis. It was in these years that Brazilian
exporters began to look further afield for markets. Post-2002, the vol-
ume of regional trade increased substantially. By 2005, the share of intra-
regional trade in total exports recovered somewhat so that 56 per cent
of Paraguayan, 37 per cent of Uruguayan, 26 per cent of Argentine, and
9.4 per cent of Brazil’s trade was with Mercosur partners. By 2009, this
dependence had dropped in all cases except Brazil (see Table 4).

Another implication of these economic asymmetries was that Brazil
saw itself as a global trader rather than bound to the regional market.
It often used Mercosur as a stage for enhancing its clout in global trade
negotiations and boosting its global competitiveness with an eye to the
long-run. Uruguay and Paraguay, and to a lesser extent Argentina, were
much more focused on the short and medium term benefits available from
using Mercosur to access the Brazilian market. This picture was further
complicated by the uneven distribution of trade diversion costs. Thus,
Brazilian exports to Mercosur partners concentrated in products where it
did not have a global competitive advantage, while the smaller countries’
(especially Paraguayan and Uruguayan) intra-bloc exports often were in
products where they had a global competitive advantage (Valliant, 2007).
Brazil and its smaller partners’ divergent strategic visions of Mercosur as
well as differing trade patterns often scuppered policy convergence.

A related problem was that although trade with Brazil/Mercosur re-
mained highly relevant for the smaller members, other more political
goals have become the centre of Brazilian engagement with Mercosur.
Furthermore, the misguided expectations of Mercosur’s smaller members
exacerbated problems arising from policy and economic asymmetries. Re-
gional integration had been sold to society on its potential to increase in-
dustrialisation of the smaller countries via opportunities for specialisation
and scale economies. However, given the very similar factor endowments
among partners, this was a theoretically unjustified expectation. It was
even more unlikely, when one considered that the largest country, Brazil,
was also the one with the most generous industrial policy and most con-
sistent in demanding a higher CET.6 Thus, smaller partners’ complaints
might be justified, but some analysts argued that they should actually be
pleased that little had changed and the (re)distribution of manufacturing
activity had not hurt them more (Mesquita Moreira, 2009: 150–1).

Given the high relevance of the asymmetry issue, it was noteworthy
that it took Mercosur so long to make proper provisions to deal with it.
Basically, given the trade focus at inception, the smaller countries were
given extended deadlines for elimination of trade barriers and longer lists
of exceptions to the CET. In addition, Paraguay was given more flexible
conditions for rules of origin. Finally, in 2006, FOCEM was launched with
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the explicit goal of reducing asymmetries, but was given a very limited
budget, until recently.

At the root of the above-mentioned difficulties was Brazil’s reluctance
to build supra-national institutions and thereby cede autonomy. As Pres-
ident Lula stated in a speech to Argentine and Brazilian business leaders:
‘Sovereignty is untouchable’.7 As Malamud (2010: 650) put it: in Latin
America, regional integration is ‘always sovereignty protective rather
than sovereignty sharing’. Hence, when it came to the inter-state bargain-
ing phase mentioned in theories of liberal inter-governmentalism, Brazil
seemed to concentrate credible threats to both veto and exclude, while its
smaller partners were only sometimes able to favourably utilise issue link-
age or ‘package deals’ to corner some advantages for themselves (Laursen
2008). At the next phase, at least theoretically, institutional choices could
favour pooling or delegating sovereignty to supra-national institutions,
but this rarely occurred in Mercosur. Brazil was loath to make concilia-
tory gestures, like Germany did in the EU context and India (to a lesser
extent) in South Asia (Wagner, 2010: 68). Brazil appeared disinclined to
pay the price of leadership or make reassurances to reduce the impact of
its economic weight in the region. Its partners were often irritated with
Brazil, when it switched tactics or ignored jointly agreed regional strate-
gic priorities to suit itself (Cason, 2011). These difficulties were reinforced
by the smaller partners’ understandable resentment of their vulnerability
to Brazilian policy decisions. However, they seemed unable to come up
with alternative coalitions or to force functional spill-over that enhanced
cooperation and convergence. Thus, both sides tended to fall back on an
‘inter-governmental syndrome’ with a fixation on avoiding the loss of
national sovereignty over policy-making (Valliant, 2007).

The growing importance of the various aspects of asymmetry for the two
smaller economies, Uruguay and Paraguay, could be seen in their grow-
ing disenchantment with Mercosur. They demanded the right to negotiate
separate bilateral trade agreements with third countries, particularly the
United States. In 2007, CMC Decision 33/07 announced Mercosur would
tackle the asymmetry issue in terms of four pillars: (i) landlocked coun-
tries and infrastructure; (ii) support for competitiveness (especially mutual
recognition); (iii) market access (reducing non-tariff barriers, increasing
transparency); and (iv) institutionalisation (creating relevant institutions
and rules, financing support for SMEs, assistance for smaller economies
with technical norms and quality control, etc.). However, the 2008–2009
global financial crisis put a brake on the process. Hence, it was only in
2010 that the CMC finally decided to boost FOCEM’s role and approved a
number of new initiatives to ameliorate asymmetries.

During the 2010 Brazilian election campaign, an interesting reversal of
the smaller countries’ position emerged when the opposition presiden-
tial candidate, José Serra, noted that Brazil was being held back from
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DOCTOR: PROSPECTS FOR MERCOSUR INTEGRATION

negotiating trade and investment deals with third parties because of foot-
dragging by its Mercosur partners (basically Argentina). Business was
particularly vocal in demanding that Mercosur be ‘down-graded’ to a free
trade area, so that they would not have to move forward collectively with
regional partners. However, Dilma Rousseff’s electoral victory put paid to
this possibility (at least for the time being).

Mercosur deficits

Mercosur suffered from a number of deficiencies, including low growth, in-
stitutional, democratic and social deficits as discussed below. Its first deficit
arose from a poor growth record. Between 1994 and 2005, annual average
growth was a low 2.2 per cent below the already modest Latin American
average of 2.6 per cent. Brazil grew at an average annual rate of 2.4 per
cent, while Argentina (1.8 per cent), Paraguay (1.6 per cent) and Uruguay
(1.2 per cent) grew even less in the same period. After 2003, growth picked
up in all four economies until the 2008–2009 global financial crisis (see
Table 5). The low growth problem in each economy was compounded by
underlying structural issues at the regional level, including incompatible
macroeconomic (especially exchange rate) policies, asynchronous macroe-
conomic cycles and atomised policy responses to crises.

Healthy economic growth might have compensated for the other prob-
lems. Instead, Mercosur members had to deal with a decade of lacklustre
growth and two major crises around the tenth anniversary of the region-
alism project: (i) the maxi-devaluation of the Brazilian currency, the real,
in January 1999; and (ii) the near collapse of the Argentine economy (and
subsequent devaluation of the peso) in 2001-02. Both countries prioritised
national solutions to their crises and threatened to abandon Mercosur at
different points in these years. There were also other lesser crises, such
as the run on Uruguayan banks by their Argentine clients and the elec-
tion year economic turbulence in Brazil, both in 2002. By the turn of the
millennium, these macroeconomic issues had blown up into almost in-
surmountable obstacles, which coloured policy-makers attitudes towards

Table 5 Gross domestic product – growth rates in Mercosur per cent variation over
previous year

2006 2007 2008 2009 2010

Argentina 8.5 8.7 6.8 0.9 9.2
Brazil 3.7 5.7 5.1 −0.2 7.5
Paraguay 4.2 5.5 5.8 −3.8 14.0
Uruguay 7.0 7.5 8.5 2.9 8.5

Source: ECLAC (2010).
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deepening Mercosur until at least 2007.8 Regionalism suffered another
setback in 2008–2009, but appeared to recover again from 2010 when all
Mercosur economies grew at rates above 5 per cent.

Poor domestic economic conditions meant business and labour became
less inclined to tolerate the loss of market share and jobs to imports. They
became more vocal in voicing their opinions on the regionalism project,
although they did not challenge the state-led nature of Mercosur. Not
surprisingly, societal pressure forced fragile governments into adopting
defensive strategies at the height of each crisis. By the early 2000s, state
actors were increasingly willing to accommodate the demands of their do-
mestic constituents (especially manufacturing industry and trade unions)
rather than abide by their tenuous international commitments to regional
partners.

The second major set of challenges facing Mercosur related to the institu-
tional deficits of the integration process. While the initial low institutional
profile might have been appropriate, after 1995 with the up-grade to (in-
complete) customs union status, policy coordination assumed increasing
importance. However, there was little progress not only on liberalising
trade related business disciplines such as rules of origin, sanitary and
phyto-sanitary measures, technical rules and regulations, and customs
procedures, but also on non-trade issues such as government procure-
ment, intellectual property, services and investment (Celli et al., 2011).
These problems were made worse by the inadequate transposition of Mer-
cosur norms and protocols into national legislation. For example, by 2009,
only about half of Mercosur agreements had been incorporated into na-
tional legislation. The reliance on inter-governmental structures resulted in
non-synchronised macro-economic policy and limited bureaucratic coop-
eration. Thus, narrow scope and limited implementation made any hopes
for broader coordination seem doomed to failure.

Following the liberal inter-governmentalist literature, in Mercosur,
where civil society or market actors play a small role and state preferences
for integration are mainly shaped by political elites, inter-governmental
bargaining is relied on to contribute to policy convergence and cooperation
favouring regionalism. The absence of regional institutions or a regional
bureaucracy means that policy-makers and their technocratic teams op-
erate at the national level. They remain politically accountable to their
national governments. Not surprisingly, the lack of supra-national institu-
tions also provokes relative gains conflicts, which are further aggravated
by the size asymmetries among Mercosur partners (Manzetti, 1993–4).
Often Brazil blocks any measure it views as compromising its policy au-
tonomy, ignoring the position of its smaller partners. Moreover, weak
institutionalisation allows rules to be flouted with ease. This often results
in unilateral protectionist actions without any institutional sanctions. For
example, when Argentina decided to go back on its earlier commitment to
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DOCTOR: PROSPECTS FOR MERCOSUR INTEGRATION

liberalise intra-regional automotive industry trade in 2006, nothing much
could be done to dissuade it from doing so. According to some critics,
the institutional deficit exposes the lack of credibility of the project and
touches all areas of negotiation (Motta Veiga, 2004).

Inadequate dispute settlement mechanisms reduce the credibility of in-
tegration policy among traders and investors more generally.9 Complaints
are often settled in international rather than regional forums (for example,
the long-running Uruguayan–Argentine dispute on the building of paper
mills along a shared river). Finally, it is unclear how new members, such as
Venezuela, would contribute to Mercosur institutionalisation. Early com-
ments, reported in the press, suggest that further politicisation rather than
institutionalisation is on the cards. Moreover, any institutionalisation that
did occur is unlikely to reassure either business or potential foreign part-
ners. Thus, on balance, the resistance to institutionalisation and the reluc-
tance to pool sovereignty creates many barriers to deepening integration. It
makes joint problem solving very difficult especially in the midst of crisis,
and reduces the credibility of Mercosur among societal actors (especially
business).

The highly state-centric nature of Mercosur regionalism created a num-
ber of social and democratic deficits, best discussed together. These became
more relevant in the aftermath of the numerous crises. In their defence,
Mercosur elites often argued that although not based on a democratic con-
sultation of society, it was precisely the democratisation and economic re-
form agendas that were uppermost in policy-makers minds when signing
the Treaty of Asuncion. For example, Paraguayan state elites saw Mer-
cosur membership as an opportunity to end the country’s international
isolation, seek support for its new democracy and help reactivate its econ-
omy (Kaltenhaler and Mora, 2002). Others argued that in the early days of
integration, the low profile of societal actors might actually have helped
speed up agreement to move forward with regional integration. Protec-
tionist business and fearful labour were not given a chance to voice their
preferences, thus minimizing obstruction during the early push for liber-
alisation in regional trade.

Over the years and especially during the crises, it was hard to disagree
with those that argued Mercosur lacked a democratic and social consen-
sus. The absence of societal support and the lack of social ‘ownership’
of the project reduced its credibility. It also added to the difficulties of
responding to the crises with the active participation and acceptance of
societal actors. This reduced the effectiveness of regionalism as a means
of creating conditions for a more balanced and equitable development in
and among Mercosur members (Mecham, 2003; Cammack, 1999). How-
ever, Mercosur governments’ were aware of these problems and ParlaSur
was seen as a step towards remedying this deficit. The protocol creat-
ing ParlaSur was signed in 2005 (CMC Decision 23/05) and its location
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established in Montevideo in 2007 (CMC Decision 34/07). Representatives
are expected to be directly elected in each country, although the size and
distribution of seats among member countries was a sensitive issue that
led to much debate. In early 2011, ParlaSur representatives were still being
indirectly selected by their respective legislatures, with the exception of
the Paraguayan representatives, who were directly elected.

Interestingly, one of the key lessons of the economic crises was that in-
creased participation and interest from civil society – labour unions, busi-
ness associations, small and medium enterprises (SMEs) – could actually
support policy-makers objectives and help strengthen Mercosur. For exam-
ple, SMEs were a significant untapped source of potential integration gains
in Mercosur, although realistically they were unlikely to become signifi-
cant players or to lead the regionalisation process. Thus, trade facilitation
aspects of the Mercosur work programme could be used to enhance SME
opportunities to benefit from a deepening Mercosur. More importantly, a
wider participation of small businesses in all Mercosur member countries
could enhance employment prospects and augment overall competitive-
ness in the region. It would also lend greater legitimacy to and support for
Mercosur.

There were those who argued that a ‘regionalism from below’ that put
pressure on Mercosur elites to democratise and deepen the project would
not only deal with the democratic deficit, but also increase Mercosur’s
prospects for survival and relevance (Carranza, 2006). So far, a relatively
weak regionalism had led an even weaker regionalisation. However, wider
business involvement, including both large firms and SMEs, could create
a more sustainable regionalisation. For example, cross-border FDI linked
markets, employment and income flows. This in turn could actually shape
state preferences to foster a stronger regionalism. Moreover, ironically, in
this instance, addressing the democratic deficit would require creating ef-
fective supra-national institutions that overcome structural asymmetries
and give all members a strong voice.10 These genuinely pan-Mercosur in-
stitutions could then develop a clearer strategy for macroeconomic coordi-
nation to support regional development and reduce economic inequalities.
Yet the insurmountable asymmetry between Brazil and the other members
makes creating any supra-national institutionalisation incredibly complex
and difficult.

The above problems, stemming from internal crises and integration-
related deficits, were further exacerbated by a number of constraints aris-
ing from Mercosur’s links to the global economy. Some of the constraints
arising from Mercosur’s external agenda could be resolved by Mercosur ac-
tion alone (e.g., developing a common vision for integration into the global
economy and completing the customs union). Others were wider issues
that lay outside the direct control of Mercosur (e.g., European Union and
the United States’ trade policy priorities and negotiating strategies as well
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as their shifting interest towards Asian markets; stagnation in the WTO’s
Doha Development Agenda; China’s trade and investment in Latin Amer-
ica). Both types of constraints on the external agenda directly impacted the
internal deepening agenda.

The onset of the global financial crisis in September 2008 deflected at-
tention away from regionalism. Mercosur deepening again became victim
to an external ‘shock’. However with the resumption of growth in 2009,
more positive signs emerged at the San Juan and Foz de Iguaçu Summits in
2010. Among the most important agreements adopted were the Customs
Union Consolidation Programme, the Mercosur Strategic Social Action
Plan (PEAS), the Competition Defence Agreement, and the Guidelines to-
ward an Investment Agreement in Mercosur. These could be seen as signs
of renewed political commitment towards deepening integration.

Interestingly, third party pursuit of agreements with Mercosur (espe-
cially the EU) and indications that others were interested in joining the bloc
(e.g., Colombia) also revived a sense of purpose in Mercosur. Certainly,
from 2010, there was a growing conviction that Mercosur was not only
worth keeping alive, but also an attractive option for boosting economic
and social development. This also engendered more serious attempts to
address the deficits and asymmetries within the bloc.

OVERCOMING CONSTRAINTS TO FURTHER
INTEGRATION

As discussed above, Mercosur suffered from economic asymmetries,
institutional conflicts, and policy divergences – and these were not de-
creasing over time. More pertinently, divergent societal as well as business
interests and inconsistent political preferences diminished the impetus
for a positive regional agenda. Hence, Mercosur repeatedly found itself
subject to intensive care treatment, and survival usually depended on
presidential level diplomacy to revive the project (Malamud, 2005). These
resuscitation exercises often involved vague rhetorical support and a
flurry of statements with (often substantively meaningless) commitments
to deepen integration.

Numerous factors constrained deepening integration. Each mega eco-
nomic shock was followed by efforts to re-launch the project thus duplicat-
ing many efforts. This happened in 2000, after the Brazilian devaluation
crisis, and then again, in 2003, after the Argentine crisis. Thus, in 2003,
the Asuncion Summit specifically renewed members’ commitments to im-
plementing agreed common trade policies, better coordinating macroeco-
nomic policy, and strengthening its institutional structure.11

President Lula’s trip to Argentina in August 2008 was aimed at develop-
ing a common currency and fostering productive alliances to strengthen
Mercosur trade and investment flows. However, the onset of the global
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crisis in September 2008 deflected any interest in following through. Here
was yet another setback in the one step forward, two steps back dance of
Mercosur integration. It created a very uncomfortable atmosphere at the
Montevideo Summit in 2009, when President Cristina Fernandez Kirch-
ner proclaimed that the global crisis had shown the ‘near impossibility’
of furthering Mercosur institutionalisation at the supranational level, and
President Lula famously was absent from the leaders’ lunch.

After losing momentum in 2008–2009, the region’s quick recovery and
the re-launch of EU-Mercosur negotiations for an association agreement in
2010 kicked life into the dormant regional agenda. As already mentioned,
the San Juan and Foz de Iguaçu summits produced a number of concrete
results for trade facilitation. In late 2011, Mercosur stepped up efforts
to develop a joint strategy in response to the worsening global scenario
and announced proposals to increase regional trade in the short term and
to advance agreement on necessary procedures and financing to embed
the Mercosur Production Integration Mechanism. The common themes
present in revival schemes related to overcoming the institutional deficit,
ameliorating the consequences of economic asymmetries, and reviving the
trade agenda.

The recent decisions of the CMC demonstrated an evolving commit-
ment to addressing questions of institutionalisation and policy coordina-
tion. Mercosur’s decisions and work programme were more focused on
strengthening its institutional structure. Officials increasingly understood
the demands for flexibility in recognition that the differing circumstances
of each economy had to be reconciled with a minimum set of collective
disciplines to enhance the efficiency of the integration process. Since 2008,
more consistent efforts were made to address asymmetries, share knowl-
edge and encourage networking among officials. The aim was to develop
a pro-integration community among Mercosur’s national bureaucracies,
arguments in line with neo-functionalist theories of spillover.

Also important was that post-2002, newly elected governments in the
region shifted gears, clearly moving regionalism into a post-liberal and
post-commercial phase. The new phase was focused on regionalism’s de-
velopment impact rather than simply liberalising trade among its member
states. This created mixed incentives – some of which encouraged protec-
tionist tendencies.

Another significant factor was Brazil’s changing leadership role and atti-
tude towards foreign policy. President Lula’s first term in office (2003–2006)
was marked with ideological posturing and claims to leadership in diverse
regional settings that did not favour Mercosur deepening. However, his
second term generally saw a return to Brazil’s traditionally more pragmatic
and moderate diplomacy in the regional arena. A concrete manifestation
of these trends was his first term offer to Venezuela for full membership
in Mercosur, in contrast to his second term engagement in the creation of
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UNASUR. It was unclear how one should view UNASUR’s eventual objec-
tives of a region-wide customs union and defence council for Mercosur’s
long-term prospects. Certainly, its intermediate objectives were focused on
pragmatic steps towards infrastructure integration and trade cooperation
to enhance business opportunities. These steps also favoured Mercosur
integration. However, UNASUR could be interpreted as a sign that Brazil
felt that it could achieve no more on the Mercosur front and had therefore
moved into the wider South American arena.

Finally, one should not underestimate the impact of these constant mood
swings, since they raise doubts about the genuine commitment of Merco-
sur governments to an institutionalised integration with stable rules of
the game. These were particularly important considerations for investors
and exporters, core actors in the regionalisation process. Encouragingly
for Mercosur, Lula’s successor, Dilma Rousseff, has shown strong support
for deepening Mercosur integration, specifically maintaining its status as
a customs union. Her decision to visit Argentina on her first presidential
trip abroad sent a strong signal and created an atmosphere of goodwill and
‘mutual trust’. The Argentine government also seemed more eager to reach
agreement on regional trade and institutional issues. The strong recovery
of Argentine exports to the booming Brazilian market in 2010 and the
re-election of Cristina Fernandez Kirchner in 2011 bolstered these trends.
Moreover, Argentina acknowledged its appreciation of Mercosur solidar-
ity vis-à-vis recent British activities in the Malvinas/Falkland Islands.12

Sustaining a positive political mood and more pragmatic attitude towards
regionalism could yield promising results in addressing some of the crucial
issues on the Mercosur agenda.

IMPLICATIONS OF DEEPENING MERCOSUR
INTEGRATION

The economic reforms of the 1990s had succeeded in opening Mercosur
economies (see Table 6), but the trajectory of intra-regional trade was not
smooth. As already discussed, the economic crises of 1999–2002 sharply
reduced intra-regional trade, shrunk growth rates and increased poverty.
In Argentina, the poverty rate rose dramatically from 32.8 per cent in 2000
to over 50 per cent in 2002. Much of the political rhetoric at the height of the
crisis partially blamed Mercosur for adding to economic grievances. All
the same, the ideals (and one could argue the longer-sighted pragmatism)
of regional cooperation somehow survived. Clearly, enough policy-makers
were convinced that deepening and consolidating Mercosur could enhance
economic development and social justice outcomes, if managed correctly.
For them, as Gomez Mera (2005: 140) argues, ‘the strategic idea and political
project of Mercosur . . . (was) very much worth keeping alive’. Yet, lasting
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Table 6 Openness of Mercosur economies (in % of GDP)∗

1995 2000 2005 2009

Argentina 19.7 22.4 44.3 37.4
Brazil 16.0 21.7 26.7 22.6
Paraguay 130.7 86.9 104.7 98.1
Uruguay 38.1 40.3 59.5 52.0

Notes: ∗The point being made here is that there was increased openness within each member
economy rather than a comparison between partners. Also, given the huge economic asym-
metries between Mercosur economies, the openness measure is not really comparable. Note
that the drop in 2009 reflects the impacts of the global financial crisis on trade flows.
Source: ECLAC (2010).

political commitment to Mercosur integration was neither inevitable nor
undisputed.

Mercosur deepening could be expected to have crucial positive impacts
on a variety of levels (societal, national, and regional) in a range of areas
for all four members: economic development, politics and governance,
social and environmental.13 For example, deeper integration could trigger
complementary gains from trade liberalisation and regional integration,
such as increasing private sector confidence and attracting FDI. It also had
the potential to reverse problems related to low systemic competitiveness,
inadequate regulatory regimes and deficient transparency, high levels of
corruption, and unstable domestic markets related to income inequalities
and uneven growth (Doctor, 2007: 306).

There were strong indications that regional integration boosted develop-
ment, contributed to developing regional infrastructure and helped build
local capabilities by creating markets for non-traditional exports (perhaps
with a higher technological content than otherwise). Where progress had
occurred in Mercosur integration, new opportunities and encouraging re-
sults were already evident. These benefits prepared Brazil and its smaller
partners for competition in global markets. With respect to competitiveness
and technological upgrading, Mercosur economies could expect deeper in-
tegration to also enhance aggregate employment opportunities (although
particular sectors would inevitably lose out), increase average incomes
and consumption, and thus, boost the size of local markets. All these con-
siderations were made more palatable after the initial economic recovery
in 2003 followed by the quick recovery after the 2008–2009 global crisis.
They were reinforced by the ideological affinities among Mercosur’s ‘pro-
gressive’ governments. However, outcomes remain contingent on political
economy struggles, lobbying activities and the national political agendas
of leaders. These have only inconsistently supported free trade and deeper
macroeconomic coordination within the bloc.
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Closer economic integration, including the necessary infrastructure inte-
gration, provided economic opportunities, but also environmental threats.
However, members often disagreed on a number of environmental issues
which were seen to touch on the national interest. Deforestation and in-
appropriate re-forestation, large-scale as well as intensive farming, poor
water management, soil and water contamination, urbanisation and in-
adequate regimes to protect biodiversity were problems in each of the
Mercosur countries. Mercosur had a permanent working group – SGT6 –
responsible for discussing regional environmental issues related to trade
and economic relations. The body could provide the institutional frame-
work and know-how for members with weaker environmental protection
institutions, such as Paraguay. SGT6 was also responsible for coordinating
Mercosur positions in international conferences. Deepening integration
could create an opportunity for a more coordinated and longer-term ap-
proach. These issues could be dealt with on a supra-national basis, but also
involve civil society groups in each country. Oversight by ParlaSur could
also be advantageous, even more so since it would provide an oppor-
tunity for increasing societal input and democratic legitimacy. Mercosur
rules could be utilised to lock-in environmental legislation (similar to the
argument used for economic reforms in the 1990s) to bolster a national
government’s resistance to particularly persistent lobbies.14

Finally, the shifting international context makes deeper integration ever
more attractive (although not necessarily easier). Mercosur, not only faces
real challenges in terms of its legitimacy and identity, but also needs to
come to grips with issues such as energy and food security, global climate
change, and the overall governance of these increasingly inter-locking
policy areas. In this context, a consistent and coherent integration agenda
could contribute towards building a strong institutional base in the re-
gion. This could then become part of a multi-level governance structure to
address these issues.

However, a warning: entrenching a rules-based integration project
should not imply creating more rules (Doctor, 2011). Rather efforts should
be expended on ensuring good quality rules that are actually enforced.
Similarly, correcting the institutional deficit should not be seen as an oc-
casion for creating more institutions or new bodies within the Mercosur
structure, but rather a reason to focus on developing a credible system for
the formulation, implementation and enforcement of agreed rules. Some
analysts even advocate reducing the undue flexibility of Mercosur archi-
tecture as a means of consolidating the project (Motta Veiga, 2004).

CONCLUDING REMARKS

Twenty years after the creation of Mercosur, it was clear that asymmetries
of size were reflected in the asymmetries of priorities and expectations.
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Brazil had shifted to focus on Mercosur’s political benefits, especially in
helping to cement its leadership in the region to underpin its global aspira-
tions. Argentina, Uruguay and Paraguay had moved towards emphasising
the trade and investment gains from regionalisation, giving less emphasise
to their original aims of using Mercosur to lock in their democratisation
and domestic economic reform processes. Interestingly, all four had shifted
policy towards more active state intervention in development. In addition,
it was worth noting that Mercosur broadening could also contribute to
deepening. It would dilute Brazil’s power and perhaps better balance the
asymmetries between it and the other members.

Interviews15 with top representatives of business in the National Con-
federation of Industry (CNI, Brazil) and Industrial Union of Argentina
(UIA, Argentina) suggested that firms had grown to accept that there was
no going back with regionalism and regionalisation, but were concerned
that political rather than economic imperatives were at the forefront of
policy-makers’ minds. This often frustrated business. For example, re-
cently in Brazil, big business voiced the desire to allow for a ‘dual velocity’
Mercosur. That is, those sectors that were ready to integrate and liberalise
further should be allowed to do so. Moreover, although many businesses
had shifted their focus to intra-regional investment issues rather than trade
as such, policy-makers were seen as less than responsive given their focus
on reaffirming political and security cooperation. A number of intervie-
wees agreed that it was worth fostering Mercosur deepening, given the
protections offered by regionalism in the on-going process of global re-
balancing.

In summary, this article argued that a number of issues need to be
addressed urgently to make the most of Mercosur’s achievements. Na-
tional governments must make a stronger commitment to transpose al-
ready agreed Mercosur decisions and protocols, so as to incorporate them
into each member’s national legislation. They must make a clear push to
complete all aspects relevant to a fully-operating customs union, so that
goods and services can circulate freely within the area. Finally, national
governments must also make a more consistent effort to involve business,
labour and other societal actors in the expansion and deepening of regional
integration. This would foster a sense of inclusion and develop a regional
identity that embraced the broader development goals of the project. Con-
versely, ignoring the problems created by asymmetries and deficits would
reduce the benefits from being part of the bloc. Perhaps, it would even
encourage backtracking or abandonment of regionalism. Hence, the limits
of Mercosur are contingent on the ambitions and political commitment to
regionalism of its member governments.

In theoretical terms, Mercosur exposed the weakness of neo-
functionalist arguments and reliance on spillover as the means of deepen-
ing integration. At no point does one see signs of any shift in the loyalty
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and expectations of national political actors. Instead a better explanation
for Mercosur integration was found in the liberal inter-governmentalist’s
emphasis on state preferences and interest in step-by-step controlling the
regionalism process. It is crucial to understand that politicisation in Mer-
cosur translates as opposition to ceding national autonomy and creating
institutional checks on sovereignty. It is not a question of resisting bureau-
cratisation and technocratisation of regional relations. Hence, any deepen-
ing of integration would be piecemeal and decisions would be taken at the
highest inter-governmental level (presidential summits more often than
not). Research into this case repeatedly confirms that inter-governmental
grand bargains were the key to overcoming challenges to Mercosur deep-
ening. Interestingly, in recent years, any shifts were likely to be informed
by societal and market actors’ changing assessments of the benefits possi-
ble from the regionalisation process. Hence, top-down state-led Mercosur
regionalism could be turned upside-down by bottom-up societal moves to
encourage deeper integration.

All the same, at various points in the past 20 years, the possibility of
Mercosur failure was not a consideration exclusively limited to the Mer-
cosur pessimist. The narrow and rather ungenerous terms of engagement
on the part of its members, at one time or the other, were hard to ignore.
Shortly after joining Mercosur in 2006, President Chavez even called for
its dissolution, criticising Mercosur as a neo-liberal elite capitalist project,
while touting his own Bolivarian Alternative for the Americas (ALBA).
This was roundly rejected by state and many societal actors in Merco-
sur. Perhaps this was exactly what was needed, i.e. a sharp reminder of
the basic motives of its founders. After all, in the early 1990s, Argentina,
Brazil, Uruguay and Paraguay had agreed clear values and goals for re-
gionalism. Back then, regional elites had been convinced of the positive
correlation between regional integration and domestic issues related to se-
curity, economic reform and democratisation. There was less of a consensus
on the means, i.e., inter-governmentalism or supra-national approaches to
governance.

The moment for decisions about Mercosur’s future has arrived with a
growing sense that a failure to deepen implies a failure to guarantee its
long-term survival. Unfortunately, however, many regional political elites
seem hard pressed to remember the ideals as well as pragmatic outcomes
awaited from Mercosur integration. As discussed above, Mercosur’s fail-
ures include persistent exceptions to free trade, a fractured customs union,
innumerable trade disputes with recourse to unilateral mechanisms for
dealing with them, poor policy coordination and weak engagement with
civil society. However, few have acknowledged that the impact of these
failures could be compounded many times over should Mercosur be aban-
doned altogether. The above point should not be seen as an argument to
allow Mercosur to languish without direction, but rather as a warning of
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the high stakes involved at the regional and global levels. Mercosur lead-
ers should act with more conviction to forge ahead. Political dithering was
not to society’s benefit.

NOTES

1 Venezuela became an associate member in 2004 and signed an adhesion proto-
col to become a full member in 2006. However, Venezuela’s full membership
was still awaiting clearance by the Paraguayan Congress (as of late 2011).
Hence, this article does not address the specific issues related to Venezuela’s
full membership.

2 Paraguay played a uniquely passive role in the establishment of Mercosur.
Some analysts even note how Uruguay practically dragged Paraguay into it
(see Kaltenhaler and Mora, 2002).

3 See the official Mercosur website (www.mercosur.int) for a detailed exposition
of its institutional structure. The European Commission’s Mercosur: Regional
Strategy Paper 2007–2013 (2007) also provides a useful discussion of the recent
institutional evolution of Mercosur.

4 Mercosur member parliaments were uneasy about clearing Venezuela’s defini-
tive entry into the bloc. Some legislators even expressed concern about the
Venezuelan government’s democratic credentials. However, member govern-
ments have argued it is better to have President Chavez ‘inside’ rather than
‘outside’ (Brazil) or that Venezuelan membership would balance the asymme-
tries between larger and smaller members (Uruguay).

5 In December 2010, Paraguay was on the brink of approving Venezuela’s adhe-
sion after President Lugo’s extensive negotiations with his coalition partners
and the opposition. However, leaks of alleged bribes related to the delivery of
the vote derailed the congressional vote in the last moment.

6 See Blyde, Giordano and Fernandez-Arias (2008) for a detailed discussion of
these issues.

7 Speech in Buenos Aires, Argentina, on 4 August 2008.
8 See Gomez-Mera (2009) for a discussion of the erratic patterns of intra-regional

relations.
9 Many regions fall back on WTO mechanisms to settle disputes between mem-

bers, as does the North American Free Trade Agreement (NAFTA).
10 Here it is worth pointing out that in the European context, it is the supra-

national institutions that are blamed for the EU’s ‘democratic deficit’. Not sur-
prisingly, during the crisis, EU governments resorted to inter-governmentalism
focused on preserving state preferences and national sovereignty.

11 See Carranza (2006) and Taccone and Nogueira (2004) for more details on these
attempts at re-launching Mercosur.

12 Recently, both Brazil and Uruguay refused British navy vessels permission to
stop at their ports. In September 2010, Uruguay banned the HMS Gloucester
from entering Montevideo (after initially giving permission). In January 2011,
Brazil refused permission for the HMS Clyde to stop in Rio de Janeiro port
(Yapp, 2011). In both cases, they specifically mentioned that their decision was
to show support for Argentina.

13 See the EU-Mercosur Sustainability Impact Assessment (SIA) carried out in
2007–2008 for more detail (SIA, 2008). Although the focus in the SIA was on
the benefits of signing an agreement with the European Union, many of the
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benefits identified in the report depended on better Mercosur integration in
the first instance.

14 This paragraph and the next two are based on the author’s contributions to
SIA (2008).

15 Author interviews with representatives of business associations in Argentina
and Brazil in September 2010.
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