Trade
South America
South America historically has played a peripheral
role in the global economy. By contrast, the global
economy has always played a major role in the economies of South American countries. Whereas the
United States exports about 12 percent of what it
produces, some South American countries export
more than twice that proportion. For example,
Chile exports over 28 percent of its total
production.
Major Trading Goods
Ever since the sixteenth century, and the beginnings of European colonization of the region, South
America has exported primary products to the
more industrialized countries of Europe and North
America and imported finished goods from them.
South America still fills this role, though there is a
growing emphasis on developing exports of manufactured goods from the region.
Raw materials that are typically not used in their
original state, such as agricultural goods and minerals, are considered to be primary products. One
example is iron ore, which must be smelted and
then manufactured into pig iron or steel before it is
useful. Another example might be cattle, which
must be slaughtered, butchered, and packed before
becoming meat that can be eaten. Primary products
have always constituted the major exports from
South America.
Agriculture
Argentina and Uruguay are best known for their exports of agricultural products. Argentina is a major
producer of wheat and the world’s seventh-largest
wheat exporter. Most of Argentina’s wheat goes to

Asia, although some is shipped to Brazil. Brazil is
the world’s largest beef exporter. Both Argentina
and Uruguay export significant amounts of cattle
and sheep products, usually after only minimal processing and packaging. Beef exports once went
mostly to Europe, the United Kingdom in particular, but in the twenty-first century, China and Hong
Kong became the major destinations. Cleaned wool
is the major product from sheep exported from
these countries.
Brazil, although a net importer of many agricultural products, is the origin of many tropical crops
exported to countries around the world. The most
notable crops are soybeans, cotton, tobacco, corn,
and sugarcane. Other crops grown primarily for export from Brazil include cocoa, beans, and natural
rubber. Brazil exports large quantities of orange
juice concentrate, primarily to the United States. It
is also known for its coffee, shipped to the United
States and Europe. Finally, Brazil exports large
amounts of wood products, either sawn lumber or
wood pulp for paper manufacturing.
Other South American countries export tropical
fruits, seafood, and specialized crops. Colombia is
known for its coffee, as is Ecuador to a lesser extent.
Ecuador also exports cocoa beans and shrimp.
Chile is one of the world’s leading exporters of
farm-raised salmon and trout. Both Colombia and
Ecuador export bananas. Chile and Argentina are
known for apples, grapes, and wine. Fruits are
shipped to Northern Hemisphere destinations during South America’s autumn months (March
through June).
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Minerals
Many major industrial minerals are exported from
South America. One of the most important is bauxite, the ore from which aluminum is made. Brazil,
Suriname, Guyana, and Venezuela all export large
amounts of raw bauxite. Since aluminum smelting
requires heavy inputs of electricity, the process
tends to take place near cheap hydroelectric power
sources. Canada, the United States, Europe, and
Russia import most of South America’s bauxite.
Another important industrial mineral is iron ore,
used to produce steel. Brazil is the world’s largest
exporter of iron ore, most of which is shipped to Europe and Japan. Chile is the only other country in
South America that exports a significant amount of
iron ore. Petroleum is found in Venezuela, Brazil,
and Ecuador, and in smaller amounts in Colombia.
Most petroleum exports go to the United States and
China.
South America exports several other minerals.
Precious metals include gold from Brazil and silver
from Peru (the world’s second-largest silver producer) and Bolivia. Lead, zinc, and tin come from
Peru and Bolivia. Raw and refined copper are exported from Peru and Chile; both countries are
among the world’s top three producers of the metal.
Manufactured Goods
Few South American countries export significant
amounts of manufactured goods; most import
them. Major imports include high-tech products
such as computers and other electronics; capital
goods such as machine tools; and plastics. Few manufactured consumer goods and appliances are imported, however. Of all the South American
countries, only Argentina and Brazil export significant amounts of manufactured goods, including automobiles, other transport equipment, and their
parts.
Brazil is the major exporter of manufactured
goods in South America. One of its most important
products is steel. Steel exports from Brazil find their
way primarily to Southeast Asia, although Nigeria
and the United States also import Brazilian steel.
Brazil also exports other iron products, plus some
aluminum and various processed ores.
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Textiles, apparel, and automobile parts are other
important exports from Brazil, which is well known
for making shoes and sneakers. Most products of
this type are produced to be exported to North
America or Europe.
Chile and Argentina compete for the place of the
second-largest South American exporter in terms
of total monetary value, but most of their exports
are in the primary sector. In the secondary sector,
Argentina exports automobiles, often to other
South American countries. Some textiles, mostly
leather derived from its large livestock industry, are
also shipped out. Steel products represent most of
the remaining manufactured exports.
Brazil has tried to expand its export sector to
help bring development to the poorer and depressed regions of the country. The most successful
attempt has been around Manaus in the Central
Amazon River valley. Manaus, the former center of
the rubber industry, declined after synthetic rubber
from petroleum replaced natural rubber. It was de-
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Trading panel of the São Paulo Stock Exchange is the second-biggest in the Americas and 13th in the world. (Image by Rafael Matsunaga)

clared a free-trade zone, meaning that goods can be
imported and exported from the region without
tariffs being paid. This has brought some well-paying factory jobs to the people of the region. Similar
attempts have been made in the northeast of Brazil,
but without the same promising results.
Venezuela, which used to be one of the top exporters in South America, has suffered a socioeconomic and political crisis that began during the
presidency of Hugo Chávez and has continued into
the presidency of Nicolás Maduro. Venezuela has
the largest proven reserves of petroleum, and its
major exports are petroleum and petroleum-based
products. Venezuelan petroleum production has
decreased significantly in recent years due to economic mismanagement, failed social policies, and
widespread corruption. The economic impact on
the country has been compounded by the worldwide drop in oil prices. Venezuela has traditionally
relied on earnings from the petroleum sector to pay
for its many imports, including food and medicine.
Oil-production decline led to the dramatic drop in
both exports and imports, which in turn caused
catastrophic shortages in essential goods for the
Venezuelan population.

South America’s Major Trading Partners
Historically, the countries in the north of South
America have had close ties with the United States,
while those in the southern portions have had
closer ties to Europe. Colombia, Ecuador, and Venezuela all count the United States as their leading
trading partner. The European Union is the second-largest partner for trade in goods.
In recent years, there has also been a growing role
for China in trade with the region. China has surpassed the United States as the top export destination for countries such as Chile, Peru, and Brazil.
Other developing countries, especially in the Middle East and East Asia, have begun buying South
American goods. Finally, trade between and among
South American countries is rising in importance.
The smaller countries such as Bolivia, Paraguay,
and Guyana, have traded with their neighbors for
many years. But historically, most South American
countries have looked to the outside world, at least
in part because they have difficulty interacting with
their neighbors, given the tall mountains, thick jungles, and poor transportation infrastructure. This
trend toward intracontinental trade has been further boosted by regional trading blocs. Brazil and
Argentina now claim each other as major trading
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partners, and both of these countries are top export
destinations for Bolivia.
U.S. Trade with South America
South America is an important source of imports
into the United States and an even more important
destination for exports from it. Brazil and Colombia are the two biggest trading partners, in that order, but Argentina and Venezuela also have a
significant share of the United States’ trade.
Major U.S. exports to South America include
telecommunications equipment, electronic devices,
and various types of industrial machinery. South
American countries are largely self-sufficient in the
production of consumer goods. However, the production of consumer goods requires machinery for
the factories that produce those goods. Since South
America does not produce enough of this machinery, it must import it from abroad. Machines that
are used to make any goods are known as capital
goods, and they often come from the United States,
Canada, Europe, or China.
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The United States imports a significant amount
of products from South America. Brazil supplies a
great deal of iron and steel and also shoes and
sneakers. Venezuela and Colombia sell petroleum
to the United States. Other products that the
United States gets from South America include coffee, tea, spices, and various types of apparel.
Trade Associations
South American countries, because of their reliance
on exports, have a long history of participating in
trade associations. That participation expanded as
new organizations were being developed.
LAFTA/ALADI
In 1960 seven South American countries, along
with Mexico, formed the Latin American Free
Trade Association (LAFTA), whose stated purpose
was the lowering of tariff barriers among member
states. Unfortunately for LAFTA, its members were
all following import-substituting industrialization
policies that tried to keep out foreign goods as a
means to encourage the manufacture of domestic

KC-390 is the largest military transport aircraft produced in South America by the Brazilian company Embraer. (Image by Ministério da Defesa Apresentação KC-390)
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alternatives. Since a free-trade agreement requires
members to open their markets, those policies
proved incompatible. In addition, the far-flung
members shared few things in common and found
it difficult to agree on tariff levels. Thus, trade barriers were lowered on only a few goods, and LAFTA
generally failed. In 1980, the defunct LAFTA was
replaced with the Latin American Integration Assoc i a t i o n (A s o c i a c i ó n L a t i n o a m e r i c a n a de
Integración, or ALADI), which currently has 13
member countries. ALADI members adopted a regional tariff preference scheme, which they later
expanded. These and other ALADI actions helped
increase intraregional trade flows.
Andean Community
In 1969, after it was evident that LAFTA was not
working, five countries in the Andes—Colombia,
Ecuador, Peru, Bolivia, and Chile—formed a customs union with the goal of boosting the economic
competitiveness of its member nations with respect
to the more developed South American economies.
Venezuela later joined what became known as the
Andean Group. The member states neither could
agree on such basic things as where the boundaries
between their countries were nor could they agree
on more complicated issues, such as the tariff levels
for a variety of goods. Chile withdrew its membership in 1976, as did Venezuela in 2006—the same
year Chile came back as an associate member. By
that time, the organization had transformed itself

and, in 1996, was renamed the Andean Community
(Comunidad Andina, or CAN). Currently, it has
four full members (Colombia, Ecuador, Peru, and
Bolivia) and five associate members—Chile and the
four countries (Argentina, Brazil, Paraguay, and
Uruguay) that make up Mercosur, the other of the
two main trading blocs in South America. Together,
CAN and Mercosur are spearheading economic
integration of South American nations.
Mercosur
The Common Market of the South (Mercado
Común del Sur, usually shortened to Mercosur), was
founded in 1991 and includes Argentina, Brazil,
Paraguay, and Uruguay (Venezuela is also a member but has been suspended since 2016 for failure to
maintain democratic norms). A common market is
a trade organization that incorporates lower trade
barriers among members (like a free-trade association) and common trade barriers with nonmembers
(like a customs union), and places no restrictions on
the movement of workers and money among its
members. Since the formation of Mercosur trade
among its member countries increased significantly. In 2019, Mercosur concluded a landmark
trade deal with the European Union. If ratified, it
will be the largest free trade agreement in the world,
creating a market of some 800 million people and
involving a quarter of the global economy.
Timothy C. Pitts

Central America
During the early nineteenth century, Guatemala, El
Salvador, Honduras, Nicaragua, and Costa Rica
briefly joined in a single nation—the United Provinces of Central America,(also called the Federal
Republic of Central America), following the region’s successful war of independence from Mexico.

Bickering broke out among the participants soon
after, and ultimately each country went its separate
way. Since that time, there have been several attempts to reunite the original members of the
United Provinces, but without any meaningful
success.
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Economic Unity
The attempt on the part of the Central American
nations to achieve some form of economic union
has proven to be much more popular than efforts
aimed at creating a political union. Recognizing the
need for creating a stronger vehicle for the exchange of goods and services among themselves,
the five original nations belonging to the old federation, and—to a lesser extent—Panama, joined together in the early 1960s to form the Central
American Common Market (CACM). Under its
provisions, goods could move among the signatory
nations either without tariffs or with greatly reduced ones. In this manner, a larger market for domestic products could be developed, strengthening
the economies of all the members.
The CACM proved to be unsatisfactory to Honduras and Nicaragua, whose leader believed that
their countries did not share equally in the benefits
that the agreement was supposed to produce.
These complaints, together with the 1969 “Soccer
War” between El Salvador and Honduras, led to the
suspension of CACM activities in the 1980s. The organization revived in the 1990s with the creation of
the Central American Integration System (Sistema
de la Integración Centroamericana, or SICA). The
SICA includes the seven Central American nations
and the Dominican Republic. Within the SICA system, the CACM has removed customs duties on
most products throughout the member countries
and unified external tariffs, which helped expand
regional trade.
Central America’s principal exports consist of
natural resources such as lumber and metals; crops
such as coffee, bananas, sugar, and cotton; and livestock, mostly beef. Much of the isthmus is covered
with fertile volcanic soil that lends itself to the raising of plantation crops. While there is wide variety
in the emphasis that each country places on items
exported, the countries compete with one another,
as well as neighboring countries, in finding markets
for their major agricultural produce.
Maquiladora Industries
The existence of a substantial labor pool of skilled
and semiskilled workers, available at comparatively
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The term “banana republic” was first used by O.
Henry in 1901. In political science, it describes a politically unstable country with an economy dependent upon the exportation of a limited-resource
product, such as bananas. It is widely used as a pejorative descriptor for a dictatorship, for kickbacks,
and the exploitation of large-scale plantation agriculture, especially banana cultivation.
Bananas were introduced to the U.S. public by
late nineteenth century shipowners, who included
small amounts of the fruit as supplements to their
regular shipments. Bananas proved to be so popular that some U.S. entrepreneurs decided to expand
the trade. Banana cultivation at that time was limited to the small output of a few Caribbean islands,
hardly adequate for the presumed demand that existed in the United States. The investors decided to
establish banana plantations elsewhere on a much
grander scale.
The east coast of the Central American isthmus
offered an ideal location for the establishment of extensive banana cultivation, providing a broad geographical production base that could weather the frequent storms that plagued the Caribbean. Central
American governments involved eagerly sought potential investors in the largely undeveloped lowlands. Railroad builders in the area saw business opportunities in the development of the new
agricultural industry. Soon, swamps were drained,
modern harbor facilities built, and large tracts of
land put into cultivation. The banana industry provided jobs for native labor and furnished health and
educational facilities for their employees.
The banana business became so large and profitable that the major U.S. companies, such as United
Fruit Company (now Chiquita Brands International)
and Standard Fruit Company (now Dole Food Company), could virtually dictate policy to the local Central American governments. Throughout the early
twentieth century, the fruit companies dominated
the economies of Honduras, Costa Rica, Panama,
and, to a lesser extent, Guatemala. After World War
II, however, as both the governments and the economies of these countries grew more sophisticated, the
economic and political power of the fruit companies
diminished. Moreover, the U.S. government ceased
to support the claims of private companies to the
same degree that it did in the nineteenth and early
twentieth centuries.
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low wage rates, brought business enterprises to
Central America. The governments of the isthmus
also have been willing to provide tax incentives to
encourage companies to set up factories
(maquiladoras) for the processing of raw materials
into a variety of finished products. Members of the
SICA produce around 10 percent of all apparel
goods purchased in the United States; of these
goods, about 70 percent are produced in Guatemala, El Salvador, and Honduras. The apparel export industry in Central America is concentrated in
the hands of a few multinational companies,
including Fruit of the Loom and Hanes.
In the meantime, the European Union maintained trade barriers to the importation of Central
American agricultural produce such as bananas and
sugar. These tariffs were designed to protect certain
Caribbean markets—dominated by Europeans—from Central American competition. This
kind of economic discrimination prompted Central
Americans to seek economic and political aid from
the United States, the home base of many companies with operations in the isthmus. In the
twenty-first century, trade relations of the region
with the European Union improved. An association
agreement between the EU and six Central American countries, designed to open up markets on both
sides, was signed in 2012, creating a free-trade area
between the EU and Central America.
Patterns
Central America’s trade continues to be dominated
by the export of agricultural products. The combination of rich soil, tropical climate, and low labor
costs have made bananas, coffee, cotton, and sugar
the region’s primary commodities for shipment
abroad. In colonial times, most parts of Central
America developed as tropical crop-producing
monoeconomies. The trend continued later, when
young independent countries were dominated by
U.S. corporations, such as the United Fruit Company (now Chiquita Brands International, based in
Switzerland). In the case of bananas, particularly,
foreign investment has been the major impetus in
the production and exportation of the fruit. Foreign
corporations supported servile local dictatorships
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that allowed them to make huge profits by
exploiting local labor. The pejorative term “banana
republic” was coined by American writer O. Henry
in 1904 with respect to Honduras and its neighboring countries. Current social and political problems
of these countries are deeply rooted in this
economic history.
Today, Central America’s seven republics vary
widely in terms of the levels of economic progress.
During the 1980s, El Salvador, Nicaragua, Guatemala, and to a lesser extent Honduras, had their
productive capabilities disrupted by civil strife. (A
great deal of El Salvador’s infrastructure—its roads,
bridges, communications system, and transportation equipment—suffered extensive damage during its brutal civil war.) In the 1990s, these disruptions were eliminated, making production for
foreign trade possible, but residual poverty, high
crime rates, and political instability would hinder
its development for decades to come.
Nicaragua and Honduras suffered the most
grievous losses to their respective economies as a result of Hurricane Mitch in 1998. Vast areas of both
countries suffered extensive flood damage to their
economic infrastructures. Nicaragua and Honduras required substantial outside help to resume
normal economic expansion.
Costa Rica, Belize, and Panama have not faced
the same economic dislocations as their neighbors.
Costa Rica and Panama have become the most advanced Central American countries in terms of economic development and foreign trade. Politically
stable Costa Rica has a robust economy; besides traditional bananas and coffee, it now exports medical
instruments, pharmaceuticals, and software as well
as offering financial and ecotourism services. Panama is the only Central American nation whose
economy is based primarily on the services sector (it
accounts for nearly 80 percent of its GDP). It trades
in high-income services centered around the Panama Canal, banking, the Colón Free Trade Zone,
container ports, and flagship registry. At the opposite end of the spectrum, Belize is still seeking to establish its industries and diversify its trade after
centuries of colonial administration by Great Britain, which maintained it essentially as a mahogany
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plantation. It is the least advanced country in the
area. Future success for Central American trade will
depend on each country’s ability to improve its economic development. Critical issues include the
broadening of trade relations within the area and
with the rest of the world. In 2004, members of the
Central American Integration System signed a
wide-ranging agreement (Dominican Republic-
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Central America Free Trade Agreement, or
CAFTA-DR) with the United States, the first
free-trade agreement between the United States
and a group of smaller developing economies. It
boosted the economies of South American
countries. Still, the full trade potential of Central
America remains to be realized.
Carl Henry Marcoux

