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The number of regional and bilateral trade agreements (RBTAs) between the US and 

developing countries has grown rapidly in recent years, nowhere more so than in Latin 

America and the Caribbean (LAC).  Starting with the North American Free Trade Agreement 

(NAFTA) in 1994 between the US, Canada and Mexico, the US has since formed trade 

agreements with a further twenty developing countries, nine of which are in LAC (USTR, 

2008a).  This trend is reconfiguring the global economy in ways that appear likely to 

disadvantage developing countries.  RBTAs go beyond the agreements made in multilateral 

negotiations in the World Trade Organisation (WTO) both in terms of market access and 

‘behind the border’ regulations.  They give developing countries preferential and stable access 

to the US market, yet also place restrictions far greater than those of the WTO on their 

autonomy to control policy on intellectual property, inward investment, trade, and 

government procurement.  RBTAs restrict developing countries’ ability to implement a process 
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reap greater gains from trade.  Yet this overlooks 
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create supra-national institutions that benefit the



                                                                                       Page 4 of 37                                               

I will argue that this causes us to question the feasibility of developmental South-South 

alliances.  The competitiveness of the modern global economy combined with the pull of 

preferential access to powerful country markets puts huge pressures on developmental 

regionalist projects.  Added to this are the difficulties created by power imbalances within 

South-South groupings, which further erode their unity.  I will argue, further, that a small 

developing country such as Uruguay may not have the freedom to make the choice between a 

North-South RBTA and a South-South alliance, as their decisions are constrained at every turn 

by more powerful players. 
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Section 2 of this paper is a review of theoretical explanations of developing countries2 

incentives for signing RBTAs. It focuses on the growing competitiveness of the international 

economy, the concept of ‘go-it-alone power’ and the
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consecutive year (FT, 2008).  Meanwhile, George Bush senior’s ‘Enterprise for the Americas’ 

initiative for a hemispheric free trade bloc (the Free Trade Area of the Americas - FTAA) also 

collapsed in 2005, in large part due to resistance from Mercosur (Phillips, 2004), leaving those 

countries that do wish to liberalise with few options but RBTAs. 

Meanwhile, the international economy is becoming increasingly competitive.  The entry of 

China into the global market has been harmful to LAC countries, which have seen their 

traditional advantage in access to the US market due to proximity eroded by China’s rock-

bottom prices, exacerbated by falling transport cos
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The choices of developing countries are constrained by the actions of powerful global players.  

Gruber (2000) argues that the status of large, developed countries gives them what he labels 

‘go-it-alone power’: the ability to form supra-national institutions that benefit them without 
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Many developing countries already have preferential access under the WTO’s Generalised 

System of Preferences (GSP) scheme which makes provision within the WTO Agreements for 

developing countries to be treated more favourably than other WTO members (WTO, 2008).  

However, GSP market access is a unilateral concession and is therefore liable to change 

according to the political climate in the granting country (Shadlen, 2008b).  Shadlen (2008b : 8) 

has created a measure of how dependent developing countries are on GSP concessions from 

the US, which he labels ‘political trade dependence’ and which is represented by  ‘the share of 

a country’s total global exports that enter the US under preferential import schemes’.  The 

unstable nature of GSP makes sustained investment and growth in sectors benefiting from the 

scheme difficult, and countries may seek RBTAs to s
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Among the most important drivers for developing countries to sign RBTAs are: an increasingly 

competitive global economy in which MFN access is no longer enough; fear of exclusion from 

large markets in the wake of other Agreements; political trade dependence under the GSP 

scheme; pressure from powerful domestic exporter groups.  Incentives for developing 

countries to sign RBTAs in the modern global economy are very powerful, but each country’s 

approach will depend on the structure of its economy, its trading partners and export profiles, 

and its domestic politics.  In the case of Uruguay, membership of Mercosur has had a critical 
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economies and industries have time to develop their competitiveness.  Domestic-owned 

capital is privileged over foreign-owned capital initially and the political elite are concerned 

with long-run growth.  Nesadurai argues that the developmental regionalist model enables 

political elites to preserve domestic social agendas threatened by globalisation.  She argues 

that the Association of South-East Asian Nations (ASEAN) is an example of developmental 
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regionalism.  As a Customs Union Mercosur is a Free Trade Area with a Common External Tariff 

(CET) set at between 0 and 20% (Mercosur, 2008). The arrangement serves to liberalise trade 

within the Union, while providing industries within Mercosur with protection from the global 

market.  Member countries are not officially allowed to sign RBTAs with third parties, as this 

would puncture the CET.  Further, Mercosur has a parliament and a strong political mandate, 

unlike the majority of new regionalist projects which are primarily economic unions (Grugel & 

de Almeida Medeiros, 1999).  It seems possible that Uruguay was discouraged from defecting 

from Mercosur to sign an RBTA with the US by the Union’s developmental features, combined 

with the increased bargaining power gained by negotiating as a bloc with Brazil and Argentina.  

I will discuss this possibility further in Section 3. 
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Uruguay’s political elite chose to turn down an RBTA with the US despite the powerful 

incentives described in Section 2, and the additional challenges created by its tiny domestic 

market given that Uruguay’s population is 3.5 million (ECLAC, 2006).  In the following section I 

will analyse the pressures faced by Uruguayan politicians when making their decision.  Section 
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products in which Uruguay is focussing its economic development strategy.  They have a 

strong comparative advantage in primary production in these sectors, and add value through 

processing (Astori, 2005).  In late 2006, when Uruguay’s political elite was making its decision 

on the RBTA, US Trade Representative Susan Schwab let it be known that the US government 

was reviewing whether to maintain its GSP concessio
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Two factors cause us to question this conclusion.   The first is that the markets of the other 

countries considered here, particularly Mexico, are far larger than that of Uruguay.  Although 

they export proportionally less, the quantity they export may put them in direct competition 

with Uruguay.  For example, in 2006, meat made up 86% of Uruguay’s food and live animals 

exports to the US, and 2% of Mexico’s, but the value of Mexico’s meat exports was 50% those 

of Uruguay.  Similarly, leather products make up 57% of Uruguay’s manufactured exports, and 

just 1% of Mexico’s, but the value of Mexico’s leather exports was three times that of Uruguay 

(US Census Bureau, 2008).  Despite the lack of obvious overlap in export markets, Uruguayan 

politicians and exporters were bound to feel some fear of exclusion when these far larger 

markets were granted preferential access to the US market.  Secondly, in April 2006, a group of 

Uruguayan export bodies consisting of the Rural Association, the Chamber of Industry, the 

Merchants’ Chamber of Country Products and the National Chamber of Trade and Services 

wrote a public letter expressing their joint support for a Uruguay-US RBTA.  One of their five 

stated reasons was: 
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five other coalition parties (Brecha, 2006).  Had Vázquez chosen to sign the RBTA, he would 

have alienated several ministers within his own cabinet, and several of the parties that formed 

the coalition.  This would have caused fragmentation within the FA and made the task of 

governing close to impossible.  The high domestic political costs of signing an RBTA were a 

major disincentive for Vázquez (da Silvera, 2008: Vaillant, 2008a: van Rompaey, 2008a: 

interviews). 

/,/,+ 
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policy, public debt, and inflation (Astori, 2005).   Brazil demonstrated its unwillingness to 

sacrifice its own policy space for the sake of harmonisation when it devalued the real in 1999 

without consulting the other members, despite the huge impact of this decision on their 

economies (Vizentini, 2002).  Finally, Uruguay suffers from the lack of institutionalisation of 

Mercosur.  The governing structures of the union have remained informal, with no supra-

national legislative authority, and no formal dispute resolution mechanism (Phillips, 2004).  

Important decisions are often made at national level, an arrangement that suits the more 
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As regards FDI, Uruguay has benefitted from its membership of Mercosur, but to a smaller 

degree than the larger countries.  While FDI to Uruguay increased more than fourfold between 

1990-2001, FDI to Brazil and Argentina (before the 
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regional bloc; that is, the customs union defined by the common external tariff’3, while 
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the aim is to add value to agro-industrial products;  to grow the services sector, for example 

transport, communications and tourism; and to develop activities that utilise Uruguay’s high 

human capital, for example software and biotechnology (Astori, 2005).  Although some 

members of the political elite believe that ‘it is very difficult to think of the long term without 

industrial insertion’ (Quijano, 2007), this opinion is not widely held.  As one Uruguayan 

economist puts it ‘[the argument the Uruguay needs to conserve its policy space] is not valid 

and does not apply to a small economy like Uruguay which has already restricted its policy 

space very significantly and profoundly liberalised its economy when it signed a free trade 

agreement with such large neighbours as Brazil and Argentina’ (Vaillant, 2008a: interview). 

There is some concern about intellectual property regulations (Busqueda, 2007), but generally 

the benefits in terms of economic development are seen to outweigh the disadvantages, and 

resistance within the governing coalition is primarily ideological, rather than based on 

concerns about policy space (da Silvera, 2008: interview). 

Uruguay’s primary motivation for signing an RBTA with the US is simple: it would like to export 

more primary and agro-industrial products (particularly beef) to the US market, without paying 

the high tariffs it currently faces.  The short term gains to be made from preferential access are 

a powerful incentive.  In a democratic system with 
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most competitive survived (Ffrench-Davies, 2004).  Meanwhile Uruguay’s public sector is large, 

with the majority of the services sector under state ownership (Vaillant & Ventura Dias, 2004), 

and there is little appetite for reform amongst the
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Pressures for developing countries to sign RBTAs are intense, particularly in Latin America.  
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an option that in any case they were not able to pursue, in large part because of constraints 

put on them by their powerful neighbour, Brazil.  A tiny country, politically and economically 

sandwiched between the US and Brazil, Uruguay has a definitively ‘power-constrained choice 

set’ (Moe, 2005: 227). 
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The South-South regional project that can be most easily compared to Mercosur is ASEAN.  The 

ASEAN member countries formed the ASEAN Free Trade Area (AFTA) in 1991 with six member 

states: Indonesia, Malaysia, the Philippines, Singapore, Thailand, and Brunai.  Vietnam, Laos, 

Mynamar and Cambodia have since joined (Nesadurai, 2003).  Nesadurai  (2003: 42) argues 

that ASEAN is an example of developmental regionalism as the leaders engaged in ‘a period of 

temporary and limited resistance to aspects of globalisation through which attempts are made 

to enable domestic business to eventually participate in global market activities’.  There are 

some fundamental differences between AFTA and Mercosur.  AFTA is a Free Trade Area rather 

than a Customs Union, so it does not have a CET and member countries are permitted to form 

trade agreements with third parties.  However, while the ASEAN countries remain 

underdeveloped, this would run counter to the developmental regionalist objective that 

Nesadurai argues is the group’s raison d’être, as engaging in an RBTA with a developed country 

removes the protection provided by the alliance.   

A further difference is that AFTA does not have such pronounced power imbalances between 

member countries as Mercosur.  Nesadurai (2003: 154) argues that a process of ‘compliance 

bargaining’ occurred in the early days of AFTA, in which ‘members accepted downward 

revisions to original commitments but also engaged in institution building... as they attempted 

to re-balance growth and distributive concerns at the regional level’.  This process prevented 

disputes from resulting in the breakdown of the project.  We do not see this occurring in 

Mercosur and this, I would argue, is due to the huge power imbalances, which enable Brazil 

and Argentina to pursue their own interests without taking account of the preferences of 

Uruguay and Paraguay.  South-South alliances may be more feasible where member countries 

are relatively balanced in terms of market size. 

ASEAN countries suffer from the same temptation to form alliances with more powerful 

countries however, and many of the member countries have agreements with third parties.  
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developed as to no longer require the protection of the alliance.  Some of the less developed 
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