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ABSTRACT 
 
The paper discusses the reasons why Uruguay should develop a new framework of trade 
negotiations with the United States of America (USA). The initial argument starts with a critical 
assessment of the economic integration performance in the Southern Cone during the past 
decade. The South-South orientation for common trade negotiations with third parties are not 
aligned with the small countries interests in Mercosur, this is particularly the case of Uruguay. 
The second point is a description of the USA administration trade negotiations strategies of 
competitive liberalization. During the current decade, this global stance justifies the sign of 
many number of Free Trade Agreement (FTA) by USA government. This year the evolution of 
the Congress composition and other political events show a change in the trade policy that also 
is characterized in the article. In the third part there is a specific story about the trade flow and 
the evolution of trade policy between both economies. In an eventual free trade area with the 
North American market in the tradable sectors, Uruguay has not a defensive position and on the 
contrary it has many opportunities to exploit. The comparatives advantages of this developing 
small country are concentrated in the agriculture sector. In the industry sector Uruguay is 
currently intensively open to its major neighbors in Mercosur. Moreover, to open the Uruguayan 
economy to USA in tradable sectors could diminish the trade deviation cost associated with the 
regional agreement. This benefit from the Uruguayan perspective implies a small deterioration 
of the Brazilian position. In relation to the service liberalization and the other complementary 
trade rules of the FTA the country must define what he want to obtain with the agreement. It is 
possible to reserve some sectors and measures from the general rules of the liberalization 
process. In all this beyond the borders issues is basically a domestic discussion to define the 
orientation of the reform process associated with the agreement. The FTA gives the choice to 
develop some economics reforms that could have an adverse political economy in a 
conventional contractive adjustment. 
 
Key words: Uruguay, United States, international relationships, Mercosur, regional integration, 
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project on Commercial Policy in Latin America, under the coordination of FUNCEX’s Ricardo Markwald 
(Brazil), who made important contributions and suggestions to the publication of this study. I also thank 
the comments of Gustavo Bittencourt (DECON). As usual, the responsibility for the contents of this 
article is exclusively mine.  
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1. INTRODUCTION 

 

Three elements illustrate the complex situation that Uruguay faces from the perspective of its 
international insertion in general and its regional insertion in particular.  

1. In Uruguay, the dominant political perception is that integration within Mercosur has 
not performed well; 

2. A clear bilateralism prevails between Argentina and Brazil over the framework and 
institutions of the Mercosur agreement;  

3. Bilateral relations with Argentina, Uruguay’s closest neighbor, have clearly 
deteriorated2;  

The bilateral conflict between Argentina and Uruguay is not independent of these two 
phenomena but, to the contrary, is a manifestation of them.  It is a conflict that brought to light 
new information by revealing the preferences of the most important national actors in Mercosur.  

In this article, I will argue that the departures from Mercosur norms have gone beyond small 
and specific deviations whose cumulative effect would erode the agreement’s credibility. 
Instead, they have become flagrant violations that call into question the very basis of the 
agreement. Uruguay’s vulnerability in the region has increased. I am not referring to a specific 
situation that affects the short term conditions. I argue that the result of the current situation in 
terms of relations with third countries would have an impact that would condition Uruguay for a 
longer period. For that reason, today’s decisions have a critical importance.  

Within this context, Uruguay needs to revise its international insertion policy. It is 
necessary to establish a more balanced set of liberalization channels that allow Uruguay, as a 
small economy, to fit in a more stable manner in the global movements of goods, services and 
factors of production associated with the specific form that the globalization of the international 
economy takes today. From the perspective of Uruguay’s national interest, it is imperative that 
Uruguay is able to negotiate other preferential agreements. Among them, an agreement with the 
United States is very important. However, it is important to point out, this is not the only option 
available in this respect.  

It is also important to consider this situation from the United States’ perspective. Taking 
into consideration the new political configuration of the US Congress and given that the 
evolution of the Doha Development Round is facing a possible failure, it is foreseeable that a 
new wave of preferential agreements will come about, albeit along different lines.  

This will not be about stepping away from Uruguay’s neighbors and from the regional 
integration process that has slowly and laboriously been developed, but the contrary. It is about 
building solid foundations for a better international insertion. The excessive regional 
dependency, in the current conditions of Mercosur, jeopardizes the stability of Uruguay’s 
growth, a necessary condition for the country’s development.  

In its uneven relationship with its neighbors it would not be a new strategy to use the 
relationships with third parties to strengthen Uruguay’s bargaining power. Examples of this 
strategy can be found in Uruguay’s history since its birth as an independent nation, from its 
relationship with the British Empire in the nineteenth century to its relationship with the United 
States in the first half of the twentieth century. Resorting to agreements with powerful countries 
to counterbalance regional conflicts has been a constant characteristic of Uruguay’s 
international relations (see Oddone, 1990 and 2004). Oddone (2004) specifically cites the 

                                                 
2 A phenomenon that is continuously expressed thorough the controversy over the location of the paper 
pulp mills on the eastern shore of the Uruguay River. The conflict, however, can be interpreted from a 
broader perspective that is not developed in this article. Currently, the diplomatic effort seems to be 
oriented to prevent the further escalation of the conflict.  
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agreement between the United States and Uruguay3 in the context of great political tension with 
Argentina at the outset of the Second World War, given the conflicting alignments of Uruguay 
and Argentina. This tense situation lasted for more than a decade and coincided with the period 
when the commercial agreement with the United States was in force.  

This article consists of this introduction and four additional sections. The next section 
discusses the evolution of the state of Mercosur and focuses on the extent to which the current 
state is unfavorable for Uruguay. Understanding the regional problems is part of the 
construction of a long term strategic vision that looks for complementary alternatives that 
compensate the shortcomings of the agreement and even collaborate to its solution. The third 
section analyzes the perspective of the United States and the evolution of the policy of 
competitive liberalization. Uruguay has a very limited capacity to influence the conditions of 
reciprocal agreements. For that reason, it is critical to understand the evolution of the position of 
its potential partners. In the fourth section, I present a chronological summary of the recent 
evolution of the relations between Uruguay and the United States since the negotiation of the 
BIT (Bilateral Investment Agreement) to the evolution of the recent meetings that took part with 
the TIFA (Trade and Investment Framework Agreement) framework. The fifth and final section 
highlights the most important conclusions of this paper.  

 

2. DISSATISFACTION WITH MERCOSUR 

  

2.1 The Desired “Deep Integration” 

 

Ideally, Mercosur would enable Uruguay to have preferential access to a large and adjacent 
market. Measured in terms of gross domestic product (GDP), the regional market is 45 times 
larger than Uruguay’s domestic market. In terms of population, Mercosur is 65 times larger. 
This preferential access means that while goods originated in countries outside the agreement 
have to pay an import tariff, goods originated from Uruguay can be exported in free trade 
conditions to the rest of Mercosur countries. Of course, the reciprocal is also true. Imports from 
Mercosur member countries take place free of tariffs. It is reasonable to presume that Uruguay’s 
neighbors, by virtue of size, have economies more vertically integrated. Therefore, they will be 
better equipped to exploit the economies of scale and will be more efficient in the production of 
goods and services for which these characteristics matter.  

From a conventional perspective, the beneficial effects for a small economy are 
materialized when it substitutes domestic inefficient production for more efficient production 
from its regional partners (the so-called “trade creation” effect). In this case, the effect is similar 
that resulting from unilateral trade liberalization. A contrary and negative effect takes place 
when imports from the region substitute more efficient imports from the rest of the world (the 
so-called “trade diversion” effect). This can take place by virtue of the tariff preference that is 
granted to regional partners vis-à-vis providers from the rest of the world.  

A small economy also benefits when it obtains preferential access to large and 
neighboring markets, because it is possible to obtain better export prices, resulting in greater 
demand. This demand, moreover, is protected in relation to third countries by the tariff levied 
on extra-zone products. In this case, the trade diversion effect benefits the small economy at the 
expense of third countries. For example, if in the basket of agricultural products of temperate 
climates, where Uruguay has a great comparative advantage, Mercosur has a preference for 

                                                 
3 Commercial Agreement and Final Act between the United Status and Uruguay, celebrated in August, 
1942 and ratified in December of the same year (see Secretaría del Senado, 1995). This was a pre-GATT 
commercial agreement where the parties agreed to treat each other under the most-favored nation 
principle within a group of tariffs that are mutually consolidated. The agreement ceased to be in force in 
1953.  
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greater protection, then domestic prices in the region will be high, so long as the quantities 
exported by the small economy do not affect these prices. As a consequence, the small economy 
(Uruguay) would enjoy higher export prices. In this sense the small economy would capture part 
of the tariff revenue previously collected by other member countries for imports originated in 
third countries (who had no tariff preference).  

In the world of modern manufactures characterized by economies of scale (in other 
words, average costs descending as production levels at firm or industry level increase), 
countries with a greater market size have a greater potential to attract investments in 
manufacturing. Being a large player in modern manufacturing implies having an enhanced 
capacity for the accelerated incorporation of technical progress. In addition, there are dynamic 
aspects that may lead to even greater benefits.  

Regional integration is a tool that enables members to overcome the fundamental 
asymmetry between countries that exists as a result of having different market sizes. In other 
words, small economies can cease to be so when they are deeply integrated to a greater space. 
This effect can be reinforced by the particular characteristics of the small economy. In the 
specific case of Uruguay, which is geographically located in the epicenter of the River Plate 
basin (almost equidistant and close to the two biggest regional markets, San Pablo and Buenos 
Aires), this argument has great importance.  

Another argument to support the value that regional integration may have for an 
economy like the Uruguayan highlights the remote location of the country and the region vis-à-
vis the large and most dynamic markets in the international economy. In this sense, there is a 
broad spectrum of goods and services whose trade is characterized by high transportation costs 
and therefore whose trade occurs, essentially, among close neighbors.  

All these arguments illustrate why Uruguay has in Mercosur a reasonable bet in terms of 
its expectations of development. These expectations also circle around the fact that, as a result 
of Mercosur, Uruguay can become an attractive location for firms from third countries. 
Uruguay’s capacity to become an attractive location for third parties is directly linked to its 
capacity to be fluently integrated to a larger economic space. 

The characteristics of an ideal commercial agreement for a small economy like Uruguay 
therefore are: (i) deep regional integration; (ii) trade liberalization with third parties (preferential 
or unilateral) to reduce the negative “trade diversion” effect; (iii) preservation, to the maximum 
extent possible, of important margins of preference in sectors important to the country’s export 
economy to increase the “trade diversion” effect imposed on third countries. This is a unilateral 
and mercantilist perspective. It is clear that in the search for a negotiated cooperative agreement 
as economic integration must ultimately be understood, all these objectives based on an 
exclusively national preference will not be achieved. Curiously, the current status quo represents 
the opposite scenario, with an unbalanced distribution of the “trade diversion” effects that favor 
the largest economy in the block.  

“Deep integration” is the process where countries eliminate tariffs and establish the free 
flow of goods in the integrated space, harmonizing domestic policies, which enables the 
construction of a leveled playing field for all the economic actors in the block. Such an 
agreement, moreover, would not only entail the liberalization of trade in goods but also extends 
to the areas of services and a series of complementary policies (in the so called “new trade 
issues”) such as: investment policy for within-block and outside-block actors; competition 
policies to discipline both private and public sector actors, with the objective of maintaining 
competitive markets; government procurement policies; and intellectual property policies.  
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2.2 The Real Integration  

 

Regional integration also presents important threats that need to be considered. In addition to 
the conventional problems associated with “trade diversion”, it is possible that in the 
intermediate stages of regional integration agglomeration forces in the larger markets prevail, 
producing de-industrialization in peripheral markets and regions. This phenomenon will be 
more intense in the manufacturing sector, where specialization is determined by the size of the 
market. On the other hand, this effect will be amplified if there is an asymmetric movement of 
factors of production, and if the capacity to accumulate physical capital in the industrial sector 
deteriorates. In sum, the effects of integration for small and peripheral economies are different 
depending on the degree to which integration is carried on. “Little” integration de-industrializes 
and “lots” of integration contribute to small economies ceasing to be so, in the sense that they 
start to be included in industrial location decisions as they are inserted in larger markets. There 
is evidence that agglomeration effects have taken place in the countries of Mercosur. The 
preferred option in terms of commercial policy is obvious: the “deep integration” agenda is the 
agenda that theoretically best corresponds to the interests of small countries in integration 
processes.  

Being integrated with economies that have historically had high levels of 
macroeconomic instability also generates a potential negative effect for small economies, which 
are frequently subjected to the macroeconomic earthquakes of their neighbors. It is true, 
however, that in the last decade the largest economy in the region (Brazil) achieved more solid 
levels of macroeconomic stability that in the past.  

The dissatisfaction with Mercosur is based on the fact that the agreement that has been 
built has a configuration opposed to one that would be beneficial for economy like Uruguay. In 
fact, the national policies of the larger countries are not negotiated and remain unchanged, even 
when they contradict what has been agreed in Mercosur. This stance is not compatible with an 
economic integration agreement such ambitious as Mercosur, which implies sharing sovereignty 
in a wide range of public policies. 

Up to now, what has been achieved has been a free trade area (with some sectoral 
exceptions in the sugar and automotive sectors) in addition to a series of policy harmonizations 
in very isolated fields. The free trade area is in addition affected by a high level of uncertainty. 
The proliferation of non-tariff barriers shows the low level of adherence to commercial 
disciplines. This phenomenon acts like an effective break to productive specialization and to the 
development of intra-regional trade.  

But Mercosur adopted the format of a Customs Union (CU) as its economic integration 
structure. In comparative terms, considering the trade agreements currently in place, the CU is a 
modality rarely used in the international economy.4 This modality is associated with a greater 
level of commitment between member countries, because it requires the development of 
common policies and institutions. The choice of this modality was consistent with the original 
ambitious objectives of the original treaties subscribed between countries in the Southern Cone.  

In terms of the construction of the Customs Union, in 1994 a Common External Tariff 
(CET) was established, as well as a path of convergence of the national commercial policies 
toward a common commercial policy for Mercosur. This convergence was based on two tools. 
First, on the sectoral lists (Capital Goods list and Information Technology and 
Telecommunication list) where the preferences of tariffs with third countries were different 
between countries and a path to convergence toward the CET was agreed. Secondly, national 

                                                 
4 Of the 215 Regional Trade Agreements (RTA) in place by 2003, only 14 have been notified to the WTO 
as Customs Unions, of which only some fully function as such (see OMC, 2003).  By the end of 2007, 
RTAs would reach four hundred, involving little less than 200 countries. 
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lists existed, including the products where member countries could deviate from the CET5. The 
process of convergence to the CET, however, did not follow the deadline established originally 
(2006) and continues to be subject to successive postponements.  

More than a decade after the CET was agreed on; the degree of compliance of national 
trade policies with the common trade policy is low. As a consequence, the aspired universal free 
circulation that should characterize a Customs Union has not been achieved, and the circulation 
rules are instead those of a free trade area. Even though progress was made in establishing the 
principle of free movement rule, this has had a very restricted scope of application, because in 
fact a common trade policy is lacking6. Beyond the unconcluded convergence process, there are 
other aspects of the common trade policy that are far from being harmonized. Among them, the 
intense usage of special commercial regimes by all member countries stands out, which 
amounts to another source of non compliance. On the other hand, the preferential agreements 
reached with third countries “outside” Mercosur haven’t been harmonized and the new 
“common” agreements have maintained a bilateral logic and are an additional source of 
divergence.  

In effect, we observe that in Mercosur negotiations with third countries have been 
taking place with great intensity in the last ten years (Vaillant, 2006). The results obtained, 
however, are worst than what was expected and diverge from the broad “open regionalism” 
approach. An account of the agreements reached is eloquent, as it reveals that what was carried 
on was an inconsequential strategy of preferential negotiation of South-South agreements 
(between developing economies), restricted to goods and with a format more bilateral than 
regional. The incentives for negotiation with third parties have been markedly different for the 
different partners. In the largest economy (Brazil) a more defensive vision prevailed which 
found support in the current Argentinean vision of trade policy issues. The bilateralism 
observed in the South-South negotiations was also manifested in the negotiations with the 
industrialized economies or economies with greater potential markets. This bilateralism hasn’t 
yet materialized in specific trade agreements, but is not inconsequential. Brazil is the country 
that leads this mode of negotiation, having taken important actions and obtained some 
significant achievements in this area.7 This bilateralism is a fact and is even justified in the 
different capacities and interests, as well as the different situations, of each member. However, 
it contradicts the will to build a Customs Union and the common disciplines that such a project 
entails. As I will explain bellow, there is a gap between what countries agree to and declare and 
what they finally do. It is what we refer to as “Mercosur syndrome”.  

                                                 
5 The definition of products is established in the Common Nomenclature of Mercosur (CNM) and 
compromises around 10,000 items.  
6 Articles 9 and 10 of the Treaty of Rome establishing the European Economic Community (EEC) define 
a general free movement rule (Libre pratique in French, libre práctica or libre circulación in Spanish). 
Pursuant to Article 10, Paragraph 1 of the EEC Treaty, “products coming from a third country shall be 
considered to be in free movement in a member state if the import formalities have been complied with 
and any customs duties or charges having equivalent effect which are payable have been levied in that 
member state, and if they have not benefited from a total or partial drawback of such duties or charges.” 
This stipulates that goods move freely from third countries where import formalities have been complied 
with and all customs duties or charges with an equivalent effect have been levied in a member state, if the 
goods have not benefited from a total or partial drawback of duties or charges. Freely moving goods are 
treated like goods originating in the region. 
7 In November of 2004 Brazil granted China market economy status, which has consequences for the 
definition of some trade remedy instruments that should be subject, theoretically, to common practices 
with the other Mercosur members. In March of 2006 the United States and Brazil signed a biofuel 
cooperation agreement that may have consequences in the commercial policy of access to the US market, 
which currently levies this product with a specific tariff. In July of 2007 the European Union granted 
Brazil the status of strategic partner, status that the EU grants very rarely, generally to those who would 
become new members. Brazil has observer status at the OECD and is seriously considering the possibility 
of becoming a full member, as Chile is in the path of becoming. In addition, already in 2002 Brazil and 
Mexico had signed a very relevant agreement (ACE No 53) in the automotive sector.  
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In the last three years a series of bilateral free trade agreements have been reached 
between the United States and individual countries and groups of countries in the region (Chile, 
Peru, and Colombia, among others.) This phenomenon accentuates the isolation of the Mercosur 
countries in the sense that they will access in conditions of unfavorable discrimination both the 
US market as well as the markets of many of its commercial partners. This is the case because 
the depth of the agreements signed by these countries with the US is much greater than that of 
the agreements which the Mercosur signed with them. This phenomenon, in addition to the 
Mercosur’s own uncertainties, drove Uruguay, one of the small economies in Mercosur, to 
initiate a process of bilateral negotiation with the US.  

In other areas, the “Mercosur syndrome” has led to a negotiation on all the new trade 
issues and to have protocols signed in each of those areas. However, none of those protocols is 
fully in force and has an adequate level of commitment. The four most important new issues 
that should have common disciplines are: competition policy; intellectual property policy; 
investment policy; and government procurement policy. 

It is in these new trade issues where the “Mercosur syndrome” of approving norms that 
never come into force is more acute. Countries sign texts they don’t agree with or which face 
severe restrictions to be incorporated in their domestic legal systems. A perverse dynamic is 
generated where an issue is registered as discussed and negotiated, but with no practical 
implications. After a period without results and the clear evidence of failure, new norms are 
approved in an attempt to refocus the negotiation, generally norms that do not require to be 
incorporated through domestic law. In some cases, specific groups are created to reestablish the 
negotiation process. As a result of this process, we can argue that Mercosur has recognized the 
importance of new trade issues but, nonetheless, hasn’t made any relevant progress in achieving 
a common regime for any of them.  

A very relevant issue linked to the creation of public goods resulting from integration is 
the preservation of the environment. This issue has current relevance given that is linked to the 
conflict between Argentina and Uruguay. If the administration of joint resources is not an issue 
in the integration agenda, it is hard to think which issue is. The comparative experience and the 
accumulated regional norms were sufficiently rich, at the outset of the conflict, to deal with the 
controversy and turn it into an opportunity to strengthen the block. That was not, however, the 
chosen path. To the contrary, the conflict was circumscribed to the bilateral relation between 
Argentina and Uruguay and it was taken for dispute settlement to the International Court of 
Justice. This way, problems were not reduced but amplified and are now patently present in 
Mercosur’s current gridlock.  

All the characteristics outlined about the poor performance of real integration in 
Mercosur are linked to the gap between what is said, what is agreed, and what is effectively 
applied by countries in their domestic legal systems. Part of the confusion that currently exists is 
precisely due to this phenomenon. This is natural, given that this is intrinsic to the dynamic of a 
process under intense transformation. However, the gap between what is agreed and what is 
applied is worrisome because it illustrates the degree of compliance and commitment (or lack 
thereof) to integration rules that countries actually have. The fact that this gap is wide and 
growing erodes the credibility of these agreements and has consequences for production and 
trade decisions.  

Integration is a process that is associated with the design of an institutional framework 
that constitutes the tools that countries have to achieve the commitments achieved. This 
institutional design has to bear some relationship with the objectives established originally. It is 
precisely there, in the institutions that are created, the resources assigned and the powers that are 
granted where countries manifest, in concrete terms, the level of commitment they have with the 
integration process they seek to establish. 

Mercosur needs new institutional mechanisms that adjust to the existing challenges. It is 
required that countries behave more sincerely about the disciplines they effectively apply and 
start to rebuild the process on more solid foundations. Mercosur developed all its overloaded 
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structure based purely on an intergovernmental mode of governance. This method hasn’t 
simplified the functioning, is not economical from the point of view of the resources that are 
assigned to it, and is not efficient in generating the level of political commitment that the design 
of these institutions intended to promote. 

The history of Mercosur reveals that countries systematically deviated from the cornerstone 
premise that should promote the cooperation between its members. This premise has a double 
formulation: believing in what is agreed upon and reached agreements that are based on what is 
genuinely believed. In the first sense, it is about giving value to the commitments once they are 
reached: what has stemmed from a complex and costly negotiating process, expressed in a 
group of norms, must be complied with. Then, in the second sense, the agreements must include 
norms whose implementation is feasible and desirable for each of the actors involved. In order 
to be able to fulfill with this norm it is necessary to recognize which of existing norms fulfill 
this credibility test.  

 

3. NEW BILATERALISM IN THE US: THE POLICY OF COMPET ITIVE 
LIBERALIZATION 

 

In the present decade, the United States developed an active strategy of preferential agreements 
with several countries based on a common format. However, this format has evolved. The first 
of these free trade agreements (FTAs) was with Israel (see Table A3). The new TLC agreements 
have followed the NAFTA format, which in turn was based on the US-Canada FTA signed at 
the end of the 1980s. 

Evenett and Meier (2006) have characterized this policy as one of “competitive 
liberalization”8. The United States induces competition for liberalization between countries by 
offering them preferential access to its market (essentially in a basket of sensitive protected 
goods) and as a counterpart seeks to achieve favorable conditions in terms of the objectives that 
it tried, unsuccessfully, to promote at the multilateral level. These objectives relate to the 
commitments over the new trade issues that transcend the standard trade issues relating to 
border measures (tariffs and custom harmonization). This is why FTAs establish commitments 
on the liberalization of services (international provision, investment, telecommunications and 
financial services) as well as on a series of complementary issues (government procurement, 
intellectual property rights, labor and environmental protection, etc.) Another important 
characteristic relates to the intention to link trade agreements with broader foreign policy and 
security objectives, looking to promote what in the US jargon are called “American values” 
(Evenett and Meier, 2006).  

In addition to the development of this policy a change has taken place in the relationship 
within the US Congress and with the Executive branch. In effect, the power of Congress in 
terms of trade policy has been decentralized at the same time when its power has been 
enhanced, both developments well received by the private sector. This has intensified the action 
of interests groups in several arenas. 

Bilateral agreements currently in force in the US9 represent 37% of its foreign trade. If 
the agreements currently being negotiated or up for ratification are included, this figure reaches 
40% (Schott, 2004). This numbers have given grounds to the argument that the US’ diversified 
agenda of bilateral negotiations is of marginal commercial significance. In fact, the US has not 
focused on negotiating with larger markets, as the private sector in the US has requested 
(Schott, 2004). 

                                                 
8 This policy was carried on by Robert Zoellick, who was in front of the USTR starting in the first George 
W. Bush administration in 2001.   
9 There are ten FTAs (Table 1). An comprehensive list is provided in the Annex (see Table A3).  
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In 2002, the US Congress granted the Executive branch Trade Promotion Authority 
(TPA) to negotiate trade agreements until the year 2005. The TPA was subsequently renewed 
until June of 2007. The Executive branch needs to notify Congress -90 days in advance- of its 
intention to start negotiations towards and FTA, and has to notify the Legislative again 90 days 
before the agreement is sent to Congress for ratification. Currently, the US government does not 
have TPA. However, in several forums activities are still taking place, particularly in relation to 
processes that were already in motion. At the multilateral level, for example, it is understood 
that if the conditions to achieve an agreement were reached, this would precipitate the political 
process necessary for the US Congress to grant the Executive branch negotiation authority. 
However, other restrictions may arise from the electoral calendar in the US. 

As it is shown in Table 1, there has been a progression in terms of the kind of bilateral 
agreement that the US has sought to negotiate. First the focus was placed on bilateral 
investment treaties (BITs), which were very relevant in the past decade (30 of the 40 BITs the 
US has signed were subscribed in the 1990s). Subsequently, in the first five years of this decade 
almost two-thirds of the Trade and Investment Framework Agreements (TIFA) were signed. 
Finally, in the last two and a half years, half of the ten FTAs entered into force.  

 

Table 1 

Evolution of US bilateral trade agreements (BITs, TIFAs y FTAs) 

 BIT TIFA FTA 

2005-2007 2 8 5 

2000-2004 8 18 3 

1995-1999 9 3  

1989-1994 21 4 2 

Total 40 33 10 

Source: Author’s elaboration based on Tables A1, A2 y A3. 

 

The BIT agreements involve greater commitment, given that they establish reciprocal 
disciplines in terms of investment. TIFAs can be the step taken before starting negotiations 
towards FTAs. However, there are many countries with which TIFAs have not evolved in this 
direction (see Tables A2 and A3). In the bilateral sequence specific to each country no clear 
pattern of first BIT, then TIFA and finally FTA emerges. To this moment, only one case follows 
this path, and this is the case of a country in the Arab peninsula (see Table A3). 

However, if any of these agreements (BIT or TIFA) is considered as the precedent of an 
FTA, then it is indeed possible to establish an association. Half of the current FTAs in force was 
conducted with a country with which either a BIT or and FTA was signed before (see Table 
A3). In the case of agreements that have been signed but haven’t yet entered into force, in two 
out of five cases some agreement existed before (see Table A3). In the case of agreements being 
negotiated, this relationship jumps to 4 out of 5.  

Globally, in half of the twenty cases being considered (where an agreement has either 
been reached or is being negotiated), previous agreements existed. If the cases of NAFTA and 
Israel are included –which were longer processes but where previous agreements existed- we 
can safely conclude that in most cases signing a BIT or a TIFA is a necessary condition to sign 
an FTA. 

The countries that have a BIT and a TIFA and that are not being considered in the list of 
countries that are negotiating an FTA are five: Egypt, Kazakhstan, Kyrgyzstan, Tunisia and 



 10 

Uruguay. In this sense, they can be considered as potential candidates to negotiate a more 
ambitious agreement in the future. 

Some of the processes to reach an FTA have been really long. This has been the case, 
for example, with Chile, with a negotiation that expanded for 5 years and consisted of 14 
negotiating rounds. Other cases have been really fast, as it was the experience with Jordan and 
Bahrain, where in a year or less and few negotiating rounds an agreement was reached. After the 
period of negotiation with the Executive branch, the result is presented to the US Congress for 
consideration. In many cases, this stage gave rise to amendments that had to be reconsidered. In 
other words, the TPA does not inhibit the influence of Congress in the final stage of the 
agreement. 

The US parliamentary elections of 2006 brought about a new configuration in the US 
Congress characterized by a higher share of Democratic legislators in both Houses of Congress. 
The first assessment conducted (Evenett and Meier, 2006 b) characterized the change in 
Congress pointing to the fact that the new members had a lower level of preference for free 
trade policies and a critical position vis-à-vis the recent performance of the Executive branch on 
this issue. In this sense, a great level of uncertainty regarding the existing trade negotiations 
emerged, both at the multilateral and bilateral (FTA) levels. 

A more detailed analysis shows that in the Committee specialized in trade policy 
matters in the House of Representatives, most Democratic members could not be characterized 
as free trade skeptics, but in favor of trade agreements that give greater emphasis to some 
specific issues, most importantly labor standards (Destler, 2007). The first months of 2007 were 
very dynamic and the necessity to achieve a bipartisan agreement on trade policy matters was 
established. Four highly advanced processes of FTA negotiation (Panama, Peru, Colombia and 
Korea) needed an answer from the United States and in all cases Legislative intervention was 
required.  

On May 5th, 2007, after a long and arduous negotiating process under the leadership of 
the Chairman of the Ways and Means Committee10 (the committee in the House of 
Representatives that is in charge of trade issues), a bipartisan agreement was reached. The 
agreement also involved the agency in the Executive branch specialized in trade negotiations, 
the Office of the United States Trade Representative (USTR). The agreement was titled “A New 
Commercial Policy for America” and it contains an emphasis on labor and environmental 
standards. It incorporates language about cooperation and capacity-building, and some 
directives are established to reduce the stringent requirements in terms of intellectual property. 
The agreement began to be operative for the Peru and Panama FTAs. In the case of Colombia 
concerns about the violation of human rights remain, and in the case of Korea the remaining 
problems relate to disagreements around issues of market access.  

Up to this moment, this new agreement hasn’t had other consequences beyond those 
already mentioned. In any case, it illustrates the fact that in light of the new power configuration 
in the US Congress, future trade negotiations would require bipartisan support to move forward. 
In June of 2007 the TPA expired. According to the US Constitution, trade policy is in the 
domain of the Legislative branch, which can in turn delegate that authority to the Executive. In 
the absence of this delegation of power, it is the Legislative branch which has jurisdiction over 
trade matters. This is the current situation. 

According to Destler (2007), renowned specialist on the issue, there are three options 
regarding what can happen with the TPA in the future: 

a. An extension, for a long period of time and with broad coverage in terms of negotiating 
arenas, similarly to the one granted to the current administration in 2002;  

                                                 
10 The Chairman is Charles Rangel, who is considered a “liberal” left-leaning politician within the US 
political spectrum (see Special Report: 2006 Vote Ratings”, National Journal cited by Drestler, 2007). 
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b. An extension granted exclusively for negotiations at the multilateral level. There is a 
precedent for such an approach, in case of the Uruguay Round;  

c. A third option is an extension that not only contemplates the Doha Development Round 
but also the conclusion of existing FTA negotiations. 

The first option is judged to be unlikely and unnecessary given the current situation. 
Between the second and third the differences lie on the extension of the agenda that is covered 
and the timeframe required to do so, as well as the need to further establish the objectives of the 
negotiation and the demands for further consultations with the Legislative. Nowadays the 
engine of trade negotiations is the Doha Round, given that it establishes concrete costs and 
benefits of having the TPA. However, it is possible that some other option may open. We can 
speculate that the Bush Administration will work towards expanding the mandate with an 
authorization that goes beyond Doha. The bipartisan agreement reached in May is a precedent in 
this direction. However, it is clear that a definition on this issue should take place by the end of 
the first session of the 110th US Congress (December, 2007).  

 

4. STORY OF A RECENT RELATIONSHIP 

 

4.1 Trade and Investment 

In the last decade, it became clear that the United States and the rest of the NAFTA countries 
had become an increasingly relevant market for Uruguay’s exports. In this decade, they reached 
a similar level of magnitude that Mercosur partners. In part, this was due to a process of market 
substitution as a result of the regional crises that started at the end of the 1990s. The most 
important export product to the United States is bovine meat, which accounted for half of 
exports in 2006. 
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Table 2 

Structure and recent evolution of Uruguayan Trade, year 2006 and 2004-2006 period 
(thousands of dollars and %) 

a) Exports 

Origin/Sector Agriculture Manufactures  Total 
Change 

2004-2006 

MERCOSUR 334 609 942 11 

EE.UU. 323 197 520 -5 

Rest of NAFTA 94 84 178 -10 

UE 423 247 671 7 

Rest of World 1.043 598 1.641 45 

Total 2.218 1.735 3.952 16 

b) Imports 

Destiny/Sector Agriculture Manufactures  Total 
Change 

2004-2006 

MERCOSUR 330 1.853 2.182 26 

EE.UU. 6 321 326 22 

Rest of NAFTA 5 74 79 38 

UE 31 455 486 14 

Rest of World 44 1.657 1.702 24 

Total 416 4.359 4.775 24 

Source: author’s elaboration based on data from the Central Bank of Uruguay 

Exports to the United States and the NAFTA countries represented less than a third of 
total exports in 2004 and did not reach a fifth in 2006. On the other hand, Mercosur also lost 
important as a destiny for exports, representing less than a fourth in 2006, when it had surpassed 
this level in 2004. Between 2004 and 2006 exports to the European Union grew as exports to 
the US were reduced. The process of recent revaluation of the Euro vis-à-vis the dollar explains 
to some extent this phenomenon of market substitution within industrialized countries. As 
figures in Table 2 show, the recent dynamism of Uruguay’s exports was essentially oriented to 
other markets in the world, showing a process of multilateralization of export destinies.  

There is consensus among the few studies that have been conducted about the fact that 
the basket of Uruguayan offensive products in trade with the United States is concentrated in 
some agricultural products (meat, dairy, rice) and a few manufactured products in the garment 
and textile sector (mainly based on wool and leather)11. The pattern of Uruguay’s comparative 
advantage coincides to a great extent with the products that are considered “sensitive” in the US 
import basket. Being sensitive products, they are generally highly protected products. For this 
reason, achieving preferential access to the US market would be very important in changing 
market access conditions for these sectors. 

Improving market access conditions in these products would enable Uruguay to obtain 
important advantages that would very likely be expressed as an improvement in export prices 
for this basket of goods, promoting investment and the subsequent expansion of exporting 

                                                 
11 See Blanco and Zabludovsky (2001), Vaillant and Ons (2005). 
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capacity in these sectors12. The processes of expansion of the export supply will only be 
triggered based on these long term signals (secured access to a large market). This dynamic 
perspective of access, investment, and expansion of export supply and employment makes the 
effects of preferential access relevant and definitely attractive13.  

In terms of imports, the countries of Mercosur and particularly Brazil have become a 
dynamic source. In 2006 little less than half of Uruguay’s imports (46%) were originated in 
Mercosur countries, and this regional orientation shows a growing trend. The excessive regional 
dependency on imports increases the likelihood that a trade diversion effect is taking place in 
response to the Common External Tariff and that is not reflective of Uruguay’s trade 
preferences. In terms of trade in goods, Uruguay doesn’t have noticeable sensitivities in trade 
with the United States, and lowering trade barriers with an industrialized country would enable 
to foster competition with regional providers, improving the quality and price of the products 
purchased. 

In terms of trade in services sufficient data is lacking, but it is presupposed that in a 
series of new activities linked to trans-boundary trade (information technology, professional 
services) the United States is a relevant destiny. It is necessary to study these sectors in depth 
given that they present novel characteristics relating to export dynamism and the labor market, 
because they are intensive in skilled labor, and can foster the creation of high quality jobs.  

There is consensus in the literature that the conditions established in the intellectual 
property chapters of free trade agreements are not beneficial for developing countries, 
particularly for the pharmaceutical sector. Some preliminary studies, not yet published, show 
that this is also the case for Uruguay. 

 

Table 3 

Structure and Evolution of Recent Uruguay Incoming FDI, 2004-2006 Period (Thousands 
of US$ and %) 

FDI Origin/Year 2004 2005 Change 
2004-2005 

MERCOSUR 42,4 131,0 209% 

European Union 84,5 268,8 218% 

United States 1,6 35,4 2166% 

Rest of the World 203,9 412,1 102% 

Total 332,4 847,4 155% 

Source: author’s elaboration based on data from the Central Bank of Uruguay 

 

Another relevant dimension relates to foreign direct investment (FDI). Although the US 
hasn’t been a relevant source of FDI in recent years, its importance has been growing. There is 
also evidence that the US influence may be undervalued. Some regional investments have been 
made by companies with a majority of US capital. We presuppose that the positive effects that a 

                                                 
12 Given the existing asymmetry between Uruguay’s supply capacity and the US’ demand for imports, it 
is assumed that Uruguayan exports that benefit from preferential access to the US market would enjoy 
amplified protection, that is, Uruguayan exporters would receive the high domestic price existing in the 
protected market (Vaillant and Ons, 2005). On the other hand, US exports to Uruguay would enter under 
a regime of reduced protection, obtaining the desired effect of reducing the trade diversion cost of 
Mercosur.  
13 In order to have an idea of the magnitude of the potential improvements in access to the US market, see 
in Table A4 the tariff paid and the share of US imports that Uruguay represents for each product.  
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free trade agreement may have over FDI are linked to Uruguay’s capacity to maintain existing 
conditions in the process of regional integration.  

 

4.2 Agreements 

 

Generalized System of Preferences (GSP)  

Uruguay enjoys benefits with preferential access to the US market under the Generalized 
System of Preferences (GSP) framework. The GSP, established in 1971, is an exception to the 
principle of non discrimination (most favored nation clause), based on the “special and 
differential treatment” granted to developing countries. Through this mechanism, developed 
countries grant developing countries preferential access with the aim of promoting the latter’s 
economic growth. This is a liberalization scheme that is non-reciprocal and therefore it is 
subject to the discretion of the country granting the preference. In the United States, the GDP 
was incorporated in the judicial system, for a ten year period in the 1974 Trade Act that came 
into force on January, 1976. However, the program has been periodically renewed, most 
recently in December of 2006 and is currently in force until December of 200814.  

The US grants important tariff preferences under this program (around 100%) in a list of 
products, if those products are originated in a developing country. If those products are subject 
to a quota, then the 100% preference applies only to the in-quota imports. Out of quota exports 
pay the regular MFN tariff. Therefore, for meat and dairy –which is further discussed bellow- 
Uruguay pays 0% of tariff for in-quota imports within the GSP framework and pays the MFN 
tariff for its out-of-quota exports. 

In 2006, a little more than 11% of Uruguay’s exports to the US took place within the 
GSP framework (see Table A4). The basket of products that enjoys GSP benefits is diversified 
and includes a wide variety of manufactured products. 

 

Treaty for the Encouragement and Reciprocal Protection of Investment  

In February of 2002 the United States and Uruguay established a Joint Commission on Trade 
and (JCTI). According to USTR press releases, on February 15th, 2002, Uruguay President Jorge 
Batlle and Ambassador Robert Zoellik (US Trade Representative) analyzed how to promote 
trade between the two countries. They also considered frameworks for trade liberalization 
complementary to the multilateral negotiations (WTO), at the plurilateral level in the continent 
(FTAA) and in the context of a possible bilateralism with Mercosur (the so-called “4+1” 
mechanism)15. In this occasion, they announced the creation of the JCTI as a means to enhance 
coordination among countries in issues of trade and investment of mutual interest. The first 
meeting was scheduled for March of 2002. 

At the 8th FTAA Ministerial Meeting in Miami in November of 2003, Uruguay and the 
US announced their intention to negotiate a bilateral investment treaty16. This was one of the 
results of the work of the JCTI. 

                                                 
14 See USTR (http://www.ustr.gov/Trade_Development/Preference_Programs/Section_Index.html). 
15 In June of 1991 the United States and the four Mercosur member countries signed a framework 
agreement called “Agreement on Investment and Trade Advising”. The agreement is known as the “Rose 
Garden Agreement” and has a 4+1 format. The objective was to create a framework to discuss ways of 
deepening the bilateral relation. The agreement has had a very erratic life since its inception, and only a 
few meetings under this umbrella have taken place.  
16 According the USTR Press Releases (2003) Zoellik said that: “Foreign Minister Opertti and I are 
pleased at the accomplishments of the Joint Commission between Uruguay and the United States. The 
Commission has worked to resolve bilateral trade issues and to achieve joint objectives in the WTO and 
FTAA…..Today, we are pleased to announce that discussions in the Joint Commission have led to an 
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Later, in May of 2004, negotiations towards a BIT begun17. This negotiations concluded 
in September, 2004. The agreement was signed on October 25th, 2004. During the Fourth 
Summit of the Americas (Mar del Plata, Argentina) on November 4th, 2005, Uruguay and the 
US signed a new Bilateral Investment Treaty that modified the one previously negotiated. It is 
important to highlight that in March of 2005 a new government came into office in Uruguay. A 
coalition of left-wing parties managed to win the government after more than 30 years in its 
pursuit. The new government reaffirmed its will to sign the BIT but under the condition that 
some changes were made18. The United States accepted the modifications. On December of 
2005 the Uruguayan Parliament approved the agreement and the US Congress followed suit 
almost a year later, in August 2006. The treaty came into force on November, 2006.  

The BIT consists of the standard elements of the investment chapters of the free trade 
agreements negotiated and signed by the United States. It is important to highlight that it is 
similar to Chapter 10 of the text of the Trade Promotion Agreement (TPA, a free trade 
agreement) that the United States signed with Peru19. The BIT consists of three sections. Section 
A has 22 Articles20. In this section the fundamental rules regarding national treatment, most 
favored nation treatment, transparency and others are enumerated. The three annexes that 
contain the standard negative lists of each party. The next to last Article (20) deals with 
financial services, a subject that is not usually dealt with on the investment chapter of free trade 
agreements. This chapter, in the case of the Uruguay BIT, is a combination of the content of 
Financial Services chapters in FTAs21 and includes general exceptions to the application of the 
established rules, as well as a special dispute settlement procedures for investments in financial 

                                                                                                                                               
agreement to initiate negotiation of a US-Uruguay Bilateral Investment Treaty. We have also instructed 
the Joint Commission to explore additional possibilities for sectoral bilateral agreements that will lead to 
a further deepening of the US-Uruguay trade relationship through increased market access. Uruguay has 
been a good partner with us in seeking to open markets in both the FTAA and the WTO”.  
17 By that time, the US had 36 BITs with other countries. It hadn’t negotiated any BIT in the last 5 years. 
The decision to involve Uruguay in the first negotiation showed US interest in its relationship with 
Uruguay.  
18 The text of Article 17 was modified as was the procedure for the selection of arbitrators for dispute 
settlement tribunals. In addition, Uruguay annexed a declaration that clarifies the extent of the Most 
Favored Nation clause included in the treaty.  
19 This agreement is still under consideration by both parliaments, in light of the recent amendments 
made.  
20 Article 1 is about definitions. Article 2 about the scope and coverage, and it is worth noting that 
financial services investments are not exempted. Article 3 is the standard text regarding national treatment 
for investors and their investments. Article 4 is about most favored nation treatment, where non 
discrimination vis-à-vis third parties is established.  Article 5 deals with the so-called “Minimum standard 
of treatment”. Article 6 about expropriation and compensation. Article 7 guarantees transfers resulting 
from investments. Article 8 relates to the prohibition of performance requirements to the other parties’ 
investments and the conditions under which the grant of some advantage may be conditioned to a reduced 
set of investment practices by the other party. Article 9 is about senior management and boards of 
directors and establishes that no restrictions may be imposed that undermine the control of investments by 
any party. Articles 10 and 11 relate to the transparency in the publication of norms and rules, as well as 
administrative procedures. Articles 12 and 13 deal with environmental and labor standards, respectively. 
Article 12 of the Uruguay BIT is more developed that Chapter 10 of the US-Peru TPA. Article 13 
referring to labor law is not included in the Chapter 10 (Investment) of the US-Peru TPA. Article 14 
contains the text relating to non-conforming measures that are listed in the three annexes to the 
agreement, using the procedure of negative lists. Article 15 is about special formalities and information 
requirements. Article 16 establishes different procedures under which the agreement cannot be derogated. 
Article 17 relates to the denial of benefits when certain investor requisites are not fulfilled, in terms of its 
relationship with the country party to the agreement. Articles 18 and 19 deal with essential security and 
disclosure of information. Article 20 is about financial services. Article 21 is about taxation The last 
Article (22) is about entry into force, the duration (10 years) and the termination of the agreement.  
21 In particular see, in the US-Peru TPA, articles about exceptions (Article 10) and over disputes 
regarding financial services (Article 19) in the Financial Services Chapter (Chapter 12). 
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services. Sections B and C of the BIT deal with the consultation, arbitration, and dispute 
settlement procedures regarding the agreement’s enforcement.  

On Table A5 we present a summary of Uruguay’s negative list in the BIT with the 
United States affecting the services sector. In the group of non-conforming measures and 
exceptions that are listed in the annexes, each country is allowed to subject itself to national 
treatment rules stipulated in the agreement. The negative list approach is common in FTA-type 
agreements and is the technique used to agree on commitments. In some sectors (health 
services, education, environmental services and transportation services) Uruguay established a 
high number of exceptions (74% of these activities) to the national treatment rules of the BIT 
(see Table A5). In the rest of the sectors, the level of commitment was much higher (less than 
20% of activities were exempted).  

 

TIFA  

Within the framework of the 6th meeting of the JCTI, which took place in Montevideo on 
October of 2006, the United States and Uruguay agreed to start negotiations of a framework 
agreement to strengthen bilateral trade and investment relations. On January 25th, 2007, a TIFA 
(Trade and Investment Framework Agreement) was signed in Montevideo. The agreement 
establishes the United States-Uruguay Council on Trade and Investment and sets up an agenda.  

The first meeting of the Council took place in Washington in April, 2007. The US 
delegation was led by Deputy U.S. Trade Representative John Veroneau and Uruguay’s 
delegation by Secretary of the Presidency Dr. Gonzalo Fernández. 

In the agreement an agenda was set aimed at strengthening of deepening bilateral trade 
and investment relations. The areas included in the TIFA agenda are wide and involve almost all 
the issues involved in an FTA, with the exception of preferential treatment of goods22. The next 
meeting was scheduled for the end of 2007. 

For Uruguay, following this work agenda will entail a big effort on the part of the public 
sector. This process may allow the construction of a specialized team fully oriented to give 
content to the agenda. The only previous experience that Uruguay has on the broad agenda 
characteristic of FTA-type agreements (including “new trade issues”) relates to the agreement 
with Mexico. This agreement, in the services area, is in the stage of defining the list of non-
conforming measures (negative lists). It is a new kind of negotiating exercise, similar to the one 
that would be undertaken if Uruguay decided to negotiate and FTA with the US. 

The facts seems to confirm that both parties have agreed that, given the uncertainties 
that characterize the multilateral scenario (extension of the multilateral round of negotiations) 
and the domestic scenarios (political restrictions on both sides, though manifested differently), 
the current stage must be considered as a transition period towards a future negotiation. On this 
stage, a knowledge accumulation would happen based on the mutual sharing of information. It 
is a possibility that specific negotiations on trade facilitation and technical barriers to trade may 
be improved on the TIFA stage.    

 

 

 

                                                 
22 According to the information available in the web page of Uruguay’s Presidency the issues involved 
are: facilitation and liberalization of bilateral trade and investment (including agricultural issues); 
cooperation in terms of sanitary and phytosanitary measures; technical obstacles to trade; intellectual 
property rights; information technology and communications, e-commerce, commercial and technical 
capacity building; trade in services; government procurement and other issues that the Council may 
decide. In particular, the council agreed to include in the agenda issues relative to environmental and 
labor norms, biofuels and innovation.  



 17 

5. CONCLUSIONS 

 

The starting point of this analysis is an evaluation of the performance of Mercosur. It is 
necessary to understand the limitations that it confronts and the time needed to solve each one 
of these limitations. The positive and negative aspects mentioned above happen simultaneously 
and to different degrees. It is the specific assessment of a given historical reality that enables a 
value judgment on the virtues or shortcomings of the process. In sum, this result depends on the 
trajectory and the pace with which progress is made in each area. 

It is clear that, in the current regional context, most domestic policy challenges in 
Mercosur member countries take absolute priority and there are no common disciplines that 
would help to address them. In addition, for the most important economy in Mercosur (Brazil) 
the bilateral relationship with Argentina is one of the most important variables that determines 
its behavior vis-à-vis Mercosur. 

The facts clearly show that the current Brazilian government has no rush to improve and 
to achieve a full functioning of Mercosur. It prefers a gradual trial and error approach, were the 
conditions of integration are incrementally and qualitatively changed while domestic norms are 
adopted without adding too much pressures to domestic equilibriums and without adding 
tension, particularly, to the relationship with Argentina, which is seen as having greater priority. 
The Mercosur status quo, which is unlikely to change in the upcoming years, is not favorable to 
the interests of Uruguay. Looking for more flexibility in the negotiation with third parties, 
starting from a sincere recognition of the current state of Mercosur, does not weaken but 
strengthen the process, by making it more real and not a game of appearances. Moreover, it is an 
effective and serious way of dealing with the issue of asymmetries in market size for small 
countries. 

It has been pointed out that a technical objection exists in the fact that a Customs Union 
necessary entails a common trade policies vis-à-vis third parties. The common tariff policy 
entails a similar Common External Tariff and identical trade preferences with third countries. 
However, the current functioning of Mercosur does not respond to this premise and there are 
multiple deviations from these rules. For this reason, Mercosur functions in intra-regional trade 
as a Free Trade Area and only goods originated in the member countries are benefited with the 
intra-region tariff preference. This situation justified the adoption of a mechanism of gradual 
adaptation that will enable Mercosur to reach a greater level of compliance (albeit still 
incomplete), in a long transition to a full Customs Union23. In other words, Mercosur 
acknowledges the existence and future maintenance of “wholes” to the Customs Union. 

In the liberalization of services and other disciplines the Mercosur countries have 
agreed, in general, to the rule of most favored nation meaning that, any deeper agreement 
reached with a third country must be extended to Mercosur partners. In sum, contrary to what 
has been said, in a broad range of the new issues, a deeper agreement with a contrary outside the 
block would actually deepen integration with Mercosur partners. 

Uruguay should promote the granting of a Mercosur authorization to small countries to 
accelerate negotiating processes with third parties. This authorization could be restricted to 
those agreements that are or have been in Mercosur’s agenda but for some reason have not been 
able to be completed. This authorization could be granted, if necessary, for a limited period of 
time. 

To reach a successful conclusion of this negotiation, it is necessary to build a wide 
national political agreement that involves the political parties as well as most important social 
actors. For all the external and internal constrains highlighted, this will be a complex 
undertaking that would not resist a fissure in the domestic political spectrum. It is necessary to 
avoid falling in the trap of faming the debate along ideological lines and, contrary, to focus it 

                                                 
23 See Decisions 54/04 y 37/05 of the Council of the Common Market.  
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along pragmatic lines. While all problems will not be solved with this agreement and not all 
domestic policies will be conditioned by it, it is possible to collaborate to lay stronger 
foundations for the construction of a stable path of long term growth. It is hard to believe that 
this is not a widely shared purpose in the country. 

The expectations generated around an agreement with the US are not beneficial because 
they are not realistic. It would be useful to negotiate it and it is possible to obtain good results 
from this undertaking. Finally achieving an FTA with the US depends on a wide variety of 
issues beyond the political will of the government. What is indeed clear is that the change in the 
composition of the structure of the US Congress is likely to change the structure of FTAs. The 
new emphasis towards a greater consideration towards labor and environmental standards does 
not imply, for a country like Uruguay, additional constraints in its domestic institutions. The 
multilateral agreements undertaken in these areas and the compliance with these rules are wider 
and deeper in Uruguay than in the US. Moreover, the suggested changes in the intellectual 
property area are aligned with the complaints of developing countries in terms of achieving 
consistency with multilateral agreements at the WTO level24. In sum, a new modality of FTAs 
would generate much less resistance in a country like Uruguay. 

In the short term, the possibility of a window of opportunity opening depends on what 
happens in the US Congress in this semester. It is critical to have a framework for bilateral 
exchanges between both governments, and the TIFA agenda provides this framework. In 
addition, it would be beneficial to have direct contacts with new Democratic legislators that 
appear to be closer in their political sensitivity to Uruguay’s left wing government and that have 
a different perspective regarding the format of the FTAs that the US may sign in the future. 
Uruguay is not a country that generates threats in the US market, a sensitive aspect for 
Democratic legislators, and could even serve as a trial experience for the new FTA format under 
construction. Even new innovative negotiating spaces may be opened, such as for example a 
negotiation to achieve a services agreement that does not clash with multilateral nor with 
Mercosur rules. This path has the clear disadvantage that it is the liberalization of trade in goods 
where Uruguay’s gains would be greater. 

There are many positive aspects about having an active negotiation with the US. Firstly, 
there is a learning aspect for Uruguay’s government negotiating teams and a positive 
institutional effect on Uruguay’s negotiating structure. Secondly, it provides the opportunity to 
improve the strategic positioning of Uruguay in regional and international negotiations, 
particularly in terms of obtaining Mercosur authorization to negotiate with third parties, even if 
only for a limited period of time. It is critical for Uruguay to address this issue in the second 
semester of 2007, to be able to start negotiations with the US or with other third countries if the 
opportunities arise. 

Finally, if the agreement were to be reached, there will be at least three positive effects. 
The first one would be to improve market access for a series of sectors for which Uruguay has a 
traditional comparative advantage. The second would be the development of new sectors of 
specialization, particularly in the services sector, with the creation of new high quality jobs. 
Both circumstances would enhance Uruguay’s attractiveness to foreign investors and its 
domestic supply. The third positive effect is the reduction of the trade diversion effect of 
Mercosur with a CET design to fit the preferences of the largest economy (Brazil). 

To finish, it is important to summarize some important aspects of the political economy 
of a potential FTA with the US. In the tradable sectors, Uruguay does not have relevant 
defensive issues and it is only possible to identify opportunities. It has strong comparative 
advantages in the agricultural sector and in manufacturing its economy is already open to 
imports from its Mercosur partners. Opening Uruguay’s economy to the United States would 
reduce Mercosur’s trade diversion costs without entailing major domestic adjustments. This 
benefit to Uruguay would constitute a small damage to Uruguay’s neighbors, particularly to 
                                                 
24 It is widely accepted that the intellectual property chapter is the most bothersome of all, particularly in 
terms of its provisions regarding pharmaceutical patents and their effects on the prices of drugs.  
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Brazil. In terms of other reforms, in sectors usually considered non tradable –services 
liberalization and other disciplines- the country needs to decide what it wants. The structure of 
FTA-type agreements enables countries to exempt sectors and establish different kinds of 
exceptions. It is essentially a domestic discussion and the choice is therefore between sealing 
the current status quo –particularly regarding state owned enterprises- without promoting many 
changes or, on the other hand, attempting to move forward in areas were reforms seems 
necessary and possible. In this case, the agreement provides an opportunity to develop the 
reforms in an environment of growth, something that always eases the political restrictions that 
may be triggered.  
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Table A1 
BITs signed by the US 

Country Entry into Force  
Uruguay  2006 
Mozambique  2005 
Estonia 2004 
Jordan 2003 
Azerbaijan  2001 
Bahrain  2001 
Bolivia  2001 
Croatia 2001 
Honduras  2001 
Lithuania a) 2001/2004 
Albania 1998 
Ecuador  1997 
Georgia  1997 
Jamaica  1997 
Mongolia  1997 
Armenia  1996 
Latvia a) 1996/2004 
Trinidad And Tobago  1996 
Ukraine  1996 
Argentina  1994 
Bulgaria  1994 
Congo-Brazzaville 1994 
Kazakhstan 1994 
Kyrgyzstan  1994 
Moldova  1994 
Rumania  1994 
Poland a) b) 1994/2004 
Sri Lanka  1993 
Tunisia 1993 
Egypt  1992 
Czech 1992/2004 
Slovakia a)  1992/2004 
Morocco 1991 
Panama  1991 
Senegal  1990 
Turkey  1990 
Bangladesh  1989 
Cameroon 1989 
Congo-Kinshasa 1989 
Grenada  1989 

a) Modified since 2004 as a consequence of the fact that these countries joined the EU 
b) Business and Economic Relations Treaty 

Source: author’s elaboration based on USTR. 
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Table A2 
TIFAs signed by the US 

Countries-Regions Years 
Liberia 2007 
Uruguay 2007 
Vietnam a) 2007 
ASEAN 2006 
Cambodia 2006 
Lebanon 2006 
Mauricio 2006 
Mozambique 2005 
Kazakhstan; Kyrgyzstan; Tajikistan; Turkmenistan; Uzbekistan 2004 
Afghanistan 2004 
Kuwait 2004 
Malaysia 2004 
Qatar 2004 
United Arab Emirates 2004 
Yemen 2004 
Oman 2004 
Pakistan 2003 
Saudi Arabia 2003 
Bahrain  2002 
Brunei 2002 
Thailand 2002 
Tunisia 2002 
COMESA 2001 
WAEMU 2001 
Algeria sd 
Nigeria 2000 
Ghana 1999 
South Africa 1999 
Indonesia 1996 
Australia 1992 
New Zealand 1992 
Singapore 1991 
Philippines 1989 

a) Vietnam and the US have a BTA (Bilateral Trade Agreement) since 2001 and recently signed 
a new TIFA 
Source: author’s elaboration based on USTR. 
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Table A3 
Free Trade Agreements in force, signed and negotiated by the US 

 
Start 

FTA 
Year(Entry into 
Force/Signature) 

Negotiating 
Rounds BIT TIFA  

a) In Force      

Israel  1985 na   

Canada  1989    

NAFTA 1990 1994    

Chile 2000 2004 14   

Jordan 2000 2001 2 2003  

Singapore 2000 2004 6  1991 

CAFTA-DR 2001 2006/2007 a) 10   

Australia 2002 2006 sd 1992  

Morocco 2002 2006 8 1991  

Bahrain 2003 2006 3 2001 2002 

b) Signed      

Colombia c) 2003 2006 (d) 14   

Peru c) 2003 2006 (d) 13   

Panama c) 2003 2007 (d) 9 1991  

Oman 2004 2006 (d) 2 2004  

Korea 2006 2007 (d) 8   

c) Under negotiation      

SACU 2002 nc b)  1999 

Thailand 2003 nc 6  2002 

Ecuador 2003  b)   

United Arab 
Emirates 

2004 nc   2004 

Malaysia 2006 nc 2  2004 

a) The treaty has entered into force for Guatemala and the Dominican Republic, and is the 
ratification stage for the rest (Costa Rica, El Salvador, Honduras y Nicaragua). 
b) Negotiations were concluded in 2006 
c) These agreements have been named TPA (Trade Promotion Agreements). 
d) Date in which it was signed. In process of parliamentary approval and ratification for entry 
into force.  

Source: author’s elaboration based on SICE (OEA) and USTR. 
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Table A4 
Products Exported by Uruguay to the US, 2004-2006 period 

(Millions of dollars CIF y %) 

HS  2004 2006 
Variation 
Rate a) 

(%) 

Tariff 
Paid b) 

(%) 

Uruguay 
Exports/ 
US Imports c) 
(%) 

Bovine meat 304,2 250,1 -9   8,6 
Bovine meat (MFN quota) 79,1 80,0 1 1,2 4,5 
Bovine meat (over MFN quota) 218,2 155,7 -16 26,4 36,6 
Bovine meat and meat by-products (no 
quota) 6,6 13,8 45 0,0 8,8 

020120 
020130 
020220 
020230 

Bovine meat (sgp) 0,3 0,6 41 0,0 10,9 
271011 Lightweight oils and oil preparations 81,3 69,0 -8 0,7 0,2 
410711 Hides prepared full grains, un-split  (sgp) 17,2 18,1 2 0,0 8,1 
160250 Preparations of bovine meat 8,7 16,7 39 0,8 4,0 
160250 Preparations of bovine meat (sgp) 3,1 4,3 17 0,0 1,0 
440799 Sawn wood 7,0 13,7 40 0,0 3,5 
30379 Frozen fish 9,0 13,7 23 0,0 3,8 

Cheese 12,8 18,6 20   1,9 
Cheese (MFN quota) 1,0 1,7 28 0,0 3,3 
Cheese (over MFN quota) 7,4 12,4 29 19,0 1,3 

040610  
040620 
040630 
040690 Cheese (sgp) 4,4 4,5 2 0,0 0,5 
440710 Conifers sawn wood 4,9 6,3 14 0,0 0,1 
870899 Automobiles, parts and accessories 0,0 5,0 sd 2,5 0,0 
441219 Laminated wood (sgp) 0,0 3,1 sd 0,0 0,7 
760429 Aluminium bars (sgp) 0,8 2,7 88 0,0 0,4 
40900 Natural honey 7,0 2,4 -41 1,2 1,4 
681310 Brake linings 2,5 2,2 -6 0,0 1,7 
611011 Sweaters, wool and fine animal hair 2,8 2,0 -14 16,0 0,5 
410441 Hides in dry state (sgp) 0,1 2,0 404 0,0 2,6 
392010 Ethylene polymer plates (sgp) 0,0 2,0 882 0,0 0,2 
330300 Perfume and toilet waters 1,0 1,8 37 0,0 0,1 
293690 Pro vitamins, vitamins and natural hormones 1,3 1,8 17 0,0 5,4 
940190 Seats, spare parts 5,5 1,7 -44 0,0 0,0 

  Bovine meat 469,0 437,3 -3     
  Bovine meat (MFN quota) 50,3 58,0 7     
  Bovine meat (over MFN quota) 579,8 512,1 -6   0,0 

a) Cumulative rate for the 2004-2006 period. 
b) Ratio between revenue and imports. 
c) Ratio between exports from Uruguay and US imports, in each product, under that regime 
Source: author’s elaboration based on USTR. 
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Table A5 

Reservas y medidas disconformes en el BIT de EE.UU con Uruguay en el sector servicios 
(número de actividades y %) 

Services sector Activities Exceptions 

Proportion 
subject to 
the norms 
of the BIT 

(%) 
1. Delivered by enterprises 50 2 96 
2. Communications 24 2 92 
3. Construction and engineering 5  100 
4. Distribution 5 2 60 
5. Education 5 4 20 
6. Related to the Environment 5 4 20 
7. Finance 39 4 90 
8. Health  and social 4 4 0 

9. Tourism and travel related 3  100 
10. Recreational, cultural and sporting activities 5 1 80 
11. Transportation Services 43 32 26 
Total 187 55 71 

Source: Prepared by the author with information from the Ministry of Foreign Affairs of 
Uruguay. 
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