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Britain and Latin America:
Economic Prospects
Introduction
At Canning House in London in 1994 the Prime Minister spoke of Britain's
relations with Latin America: 'we have a joint interest in political stability,
in the security of our investments and a thriving and growing trading partnership'. Shortly afterwards the Mexican currency crisis, according to The
Financial Times, had 'dimmed expectations for economies throughout Latin
America' and, taken with the border dispute that resurfaced in January 1995
between Peru and Ecuador, 'raised some fundamental questions in the minds
of investors about the wisdom of investment in Latin America'. Yet only one
month after that crisis the British Government, with the joint participation of
the Department of Trade and Industry (DTI), Foreign and Commonwealth
Office and Confederation of British Industry (CBI), launched the Link into
Latin America campaign to encourage British business to seize the new
opportunities in the region. Is the British Government right to encourage
British business to involve itself more in the development of Latin America?

Shared History
This paper will focus on the economic relationship between Britain and Latin
America. Yet some historical and political perspective is needed. Britain's
ties of friendship with the countries of Latin America stretch back nearly 180
years, to the early nineteenth century when Britain played a major role in
helping these countries to secure their independence.1 Independence leaders
- such as Bolivar, San Martin, and Miranda - enjoyed political and financial
links with London. Lord Cochrane led the navy that brought Chilean
independence, under Bernardo O'Higgins, in 1818. Cochrane also gave naval
support to the leaders of Brazilian independence between 1823 and 1825. A
British Legion, including a battalion of some 4,000 volunteers, formed an
important part of Simon Bolivar's force that brought independence to New
Granada in 1819 and Venezuela in 1821. The following year, Britain was the
only state outside the Americas to be invited to the Panama Congress - the
first assembly of representatives of the newly independent states. It was
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This role has been well documented, most recently by Rory Miller, Britain
and Latin America in the 19th and 20th Centuries (London and New York,
1993).

largely as a result of British mediation that Uruguay achieved independence
in 1828 as a buffer state between its two large neighbours.
In parenthesis, the very struggle for the independence of individual nation
states points up a lesson for those planning involvement in Latin America:
though there are common threads throughout the culture, not least from the
Spanish heritage, the diversity of culture between and within the nations is
just as marked. Chile is as different from Venezuela as Scotland is from
Italy. Even with a relatively small sub-region such as Central America, the
character of the nations reflects real differences in their social, economic and
political histories. This does not need saying to the Latin American specialists
but it is certainly relevant for those planning a Latin American commercial
strategy.
Returning to the 19th century, after the independence of Latin American
states British firms went on to build railways, ports, bridges, sewerage
systems, and to invest in shipping, mining, telegraph and cables. Argentina,
for example, became second only to India as a beneficiary of British capital.
By the end of the 19th century Britain was the biggest foreign economic
presence in South America.
Then, drained of resources in two world wars, Britain had almost
disappeared from the region by the middle of the 20th century. Now, as the
21st century approaches we have again become a significant player - the
second largest fixed investor in Latin America and the largest foreign fixed
investor in the North American Free Trade Agreement (NAFTA). In contrast
to some other countries, we are expanding our diplomatic representation in
the region - strengthening existing posts and opening new posts in Santo
Domingo, Monterrey, Curitiba and Porto Alegre.

Investment
A stable economic and social base is the first essential for any country. The
striking feature of Britain's involvement in Latin America, as opposed to that
of other countries, has been the prominent role of direct investment (that is
investment in machinery, plant and fixed capital as opposed to portfolio
investment in stocks, shares and other securities). In recent years this has
grown fast. It is the result of decisions by private companies; but it is
stimulated by the right political and economic conditions. The United
Kingdom (UK) is easily the largest single European investor. 2 In the period
1979 to 1992 new European Union (EU) investment in Latin America totalled

about 18 billion US dollars. The UK's share at the end of 1992 was a
conservatively estimated 8 billion dollars net book value and it has increased
substantially over the past two years. According to Mexican figures, Britain
is the second largest investor in that country, having provided about 6.5 % of
all inward new fixed investment flows over the past two years. This direct
inward investment brings in technology and managerial expertise, strengthens
- in the case of Latin America - the traditionally weak domestic savings base,
and creates jobs.
More questions have, however, been raised about the value to the recipient
country of foreign portfolio investment. As a result of their integration into
the world economy, the Latin American countries benefited from these flows
of external finance. It brings many of the advantages of direct investment. At
the same time the countries have also become more exposed and vulnerable
to the volatility of financial markets. Moreover, some of the larger economies now have the capacity to cause an impact on their neighbours and
indeed the world economy as a whole. Mexico has been the most obvious
case in point, but Brazil and Argentina are others. The instabilities provoked
by speculative moves against domestic currencies, as well as violent swings
in exchange rates, threaten the sustainability of the impressive trade and
financial reforms these countries have achieved. This problem is therefore a
matter of interest for the international community as a whole and one which
the British Government takes seriously. Indeed, we ourselves have had to
face it in Britain in the not very distant past. The G7 summit in Halifax in
1995 agreed that the key to promoting financial market stability is the pursuit
of sound macro-economic policies. To help buttress that process the G7 are
proposing measures to strengthen International Monetary Fund (IMF)
surveillance and to encourage the publication of better and more timely
economic data to help improve transparency for the markets. Nonetheless,
the fact has to be faced that, even with such improvements, we will not
always be able to prevent crises. If these occur, governments and the IMF
must be ready to take rapid action, when appropriate, to help an IMF member
in trouble. Hence the Halifax G7 meeting proposal for a new 'Emergency
Financing Mechanism'.

Trade Opportunities and Trade Blocs
Britain has a markedly lower share of Latin America's imports than of its
inward investment. Even Brazil, the world's tenth largest economy in 1993,
was only number 35 in the 1994 league table of Britain's export markets,
though it had been as low as number 46 in 1982. Next in importance are
Mexico at 39, Colombia 51, Argentina 52, Venezuela 54 (but down from 50
in the previous year) and Chile at 61. Latin America clearly offers great
potential as a market for British and other European exporters. Our market

share of 1.8% is untypically low for the UK, whose world share of imports
is about 4.5 %. The Latin American import market grew at an average of 17 %
a year from 1990 to 1993. GDP has grown over the same period by 3.5% a
year. Already results are encouraging. British exports to Latin America were
up in 1993 and 1994 by 23.6% and 25.1 % over the previous years. 3 Yet still
only a very small proportion of British companies export at all to Latin
America. The image that has developed over past decades in the minds of
business people of Latin America being a difficult region in which to work
is a deterrent. The Link into Latin America campaign is designed to stimulate
the interest of companies and provide advice on securing profitable business
in the region. Peer encouragement also has a role to play. Successful
companies who know the market, not least the financial and other services
available, can give a hand to others who do not.
So what should business people do? The first answer is not to be put off by
out-dated prejudices, but to look at opportunities on their merits. The right
approach will vary enormously, depending on the size of company and the
nature of their business. For some, a little desk research will quickly narrow
the market opportunities, and the right way to pursue them - whether by
direct sales, by entering a joint venture with a local partner, by substantial
investment in the market, or through supply to a larger player already active
in the market. There is a wide range of advice and services available from the
Department of Trade and Industry in London (DTI) and our Embassies in the
region, with whom they work very closely. Those looking at the region for
the first time may find it helpful to talk to the Latin America Trade Advisory
Group (LATAG), who advise Government on Latin American trade
oopportunities. The DTI provides general country and market information.
Basic market research and help with finding a local agent can be commissioned by a company from commercial staff in the Embassy concerned, either
via DTI or their local Business Link or Government office. Having done
some homework, there is no substitute for visiting the markets selected perhaps as part of a Government-supported outward trade mission, or by
exhibiting at a local trade fair.
Healthy trade is two-way trade. In 1993 the EU took US$ 29.1 billion, or
18 %, of Latin American exports (compared with 46 % into the USA, and only
4.3% into Japan). The scope for an increase is considerable, particularly
when stimulated by favourable developments in trade policy. Latin America
needs open European markets and a free, two-way flow of trade between
itself and Europe. As a result of the final GATT agreement (appropriately
launched in Uruguay - the Uruguay round), 60% of all Latin American
exports to the EU will enter Europe duty free, in contrast to the 35% of the

region's exports which enter the US market duty free. Under the EU's
Generalised System of Preferences other Latin American exports also enter
Europe at reduced rates of duty (in some cases free of duty). There will be
a need for a Latin American marketing effort in Europe, especially in the
period before the accession of Southern European and Central European
countries to the EU makes an increased impact on exports. Chile's success
in targeting other markets than the USA is an example of what can be done.
The European Union is currently engaged in negotiations with MERCOSUR (Argentina, Brazil, Paraguay and Uruguay), Mexico and Chile aimed
at more trade and stronger links. Britain strongly supports this process and
is perhaps the most liberal of all EU member states in its approach to these
negotiations. Of course, we have an interest in open markets on both sides.
Even now there are (hopefully short term) issues which we want settled, such
as whisky imports into Chile, car imports into Brazil and aero engine tariffs
in Mexico. We also want to see the new relationship between the EU and the
region providing for improved protection for intellectual property and action
to eliminate non-tariff barriers to trade. This would produce a more secure
environment for trade and investment in the interests of both parties. We
welcome the signature in Madrid at the end of 1995 of an EU/MERCOSUR
Inter-Regional Framework Agreement and look forward to a conclusion this
year of the negotiations with Mexico and Chile. We supported Mexico's entry
into the Organisation for Economic Cooperation and Development (OECD).
The EU and its member states also have with Latin America a strong
common interest in supporting the new World Trade Organisation (WTO) just
as they worked for the successful outcome of the last GATT round. As Latin
Americans know, the UK was a consistent and effective advocate within the
EU in favour of a liberal trading regime. As a trading nation we attach the
greatest importance to open markets, not least in Europe where we have
jointly succeeded in building a Single Market and not a Fortress Europe. We
attach the greatest importance to the settlement of trade disputes through the
WTO. We have a strong interest in market access to the Americas, not least
NAFTA and MERCOSUR. Progressive trade liberalisation should lead
ultimately to genuinely free trade between Europe and the Americas. This
would need to include agriculture as an essential component of trade between
Europe and the Americas - currently it constitutes some 57% of trade
between the EU and MERCOSUR.

The Mexican Crisis and its Aftermath
What then about the impact of the financial crisis of December 1994? Can
Mexico and the region as a whole repair the damage done to confidence by
that crisis?

It is worth remembering that Latin America suffered an economic crisis in
the 1980s. When Mexico defaulted on its debt in 1982 the crisis had
repercussions throughout the continent and beyond and led to the so-called
'lost decade'. Economic growth that had reached six per cent per year on
average through the 1970s fell to an average of 2.5% per year in the
following decade. In the early 1990s growth in the region rose to nearly three
per cent per year on average. Not a significant improvement some may say.
However, the figures hide a fundamental change in philosophy towards the
conduct of economic policy.
In the 1970s the prevalent economic model in Latin America revolved
around import substitution. This promoted domestic industries by shielding
them from international competition behind high tariff barriers. In addition,
economies were characterised by state intervention and public ownership of
the means of production and distribution. The impressive growth rate
achieved in many Latin American economies in the 1970s was unsustainable.
Periods of high growth alternated with periods of high inflation, several
countries experiencing the pains of hyperinflation.
The newly accepted economic philosophy rejects this model in favour of
economic liberalisation both domestically and internationally. Internal
deregulation, removal of tariff barriers, financial liberalisation, fiscal
prudence and privatisation have exposed Latin America to market forces and
in many cases a period of prolonged and difficult adjustment. However, these
policies promise a more solid foundation for future growth. In 1990 four
countries (Argentina, Brazil, Nicaragua and Peru) had four-figure inflation
rates. By 1994 only Brazil was in the same position and by 1995 all these
countries had inflation rates below 20%, most in single figures, though
Venezuela and Mexico have had to endure an increase in inflation after it had
fallen. These reforms are fundamental and to a considerable extent irreversible. The foundations for economic development are therefore already far
more solid than they were in 1982.

Sustainable Growth
Prospects for sustainable growth in Latin America are therefore now much
better, but they are not assured. The most recent IMF survey shows growth
for the region slowing from 4.6% in 1994 to 0.6% in 1995. The financial
crisis was a factor in that. The same survey forecasts GDP rising to 4.0% in
1996. The OECD forecast for Central and South America is for a 3.3%
increase. The World Bank recently estimated that annual growth could reach
an average of 6.3% by the turn of the century. It is, however, clear that the
achievement of this higher rate will require sustained increases in
competitiveness to drive export growth, labour market and educational

reform, increases in domestic savings, investment in physical and social
infrastructure and care of the environment for both short and longer term
interests.
The year 1995 was difficult and challenging for Mexico itself. When the
Mexican Foreign Minister was on an official visit to London in March 1995,
the British Government issued a statement welcoming the Mexican Government's determined and constructive policies to resolve the economic crisis.
Mexico has achieved much so far with its economic stabilisation programme.
There appear to be some underlying weaknesses, notably in the banking
system and the fact that Mexico's domestic savings rate is not strong enough
to maintain growth at the level needed to support its fast growing population.
But unlike the crisis in 1982, Mexico has regained access to the international
capital markets in months not years. The Mexican Government is to be
congratulated also on the decision to persist with its programme of reforms
to improve the efficiency of the economy. Major challenges still lie ahead,
not least to create the conditions for meeting social needs and for providing
jobs for the one million young Mexicans who every year begin to look for
work.
Latin America as a whole still faces the need for conditions which will
assure sustainable political and economic development. Among the OECD
countries a clear consensus exists that the best way to develop a country's full
potential is to provide an economic framework where resources are allocated
by the market rather than the state. Key instruments for achieving this are
privatisation and deregulation. At the same time Latin America needs an
efficient public sector to deliver those public sector goods and services
required to provide education, health care, other aspects of the social safety
net and essential infrastructure. The corrosive influence of corruption and of
drugs-related and other crime has to be faced and tackled courageously. Fair
- and, probably, broader based - tax systems are another basic requirement.
But the overall burden of taxation has to be kept down if growth is to be
stimulated.

Public Sector Reform
The government in Britain is itself engaged in a campaign to improve the
efficiency of our public sector. In striving for this we ask some basic
questions. Is the service, at cost to the tax payer, really needed? If the service
is needed, does the Government have to be responsible for it? If not, it should
be privatised or contracted out. If the Government must provide the service
itself, can it be better organised to provide a better ratio of output of high
quality services to costs, especially labour costs? Many good examples of
successful public services and public sector reforms can be found in Latin

America. Pension reform in Chile is one. Costa Rica has managed to combine
lively private enterprise with effective universal health care and education
services. Britain and Europe have much experience to share with Latin
America. Britain is, arguably, the pioneer of privatisation and deregulation
and has much to contribute, from both its private and public sectors, in
putting such policies into practice, taking account of the possible pitfalls.

Aid
Development aid from the European Union and its member countries is
providing a significant role in such support for sustainable Latin American
development. The EU and Member States are by far the largest providers of
development assistance to Latin America - about 48% of the total, in 1993
- and it has since increased. Some 17% of EU aid has been provided by
Britain. The main areas benefiting have been financial, technical and
economic cooperation - including specific help for regional integration. The
EU also provides support for the democratic process, non-governmental
organisations, refugees, human rights and sustainable development,
especially in the preservation of tropical rain forests. Britain's own aid to the
region is more sharply focused in three areas: support for 'good government', including improved government structures and strategies, and
privatisation; human resources development (education, health and children
by choice); and the sustainable development of renewable natural resources
and environmental issues. Where possible, these activities focus on the
poorest. 4
Aid budgets are inevitably under great pressure as a result of contributions
to multilateral programmes reducing the funds available for bilateral aid and
demands from additional countries, not least in Central and Eastern Europe.
It is therefore important that EU aid should be coordinated in pursuit of the
top priority objectives. The EU and Member States are working on this. They
have recently begun a pilot exercise in six countries designed to improve the
coordination of their aid programmes; two of these countries are in Latin
America (Costa Rica and Peru). Perhaps even more targeting is called for,
in support of structures for sustainable economic and political development
on the lines discussed above.

Britain as a European Base
Britain also intends to play a prominent role in Latin America's relations with
Europe. Apart from investment and cooperation in areas helpful to Latin
America's political and economic development, Britain will support open EU
trade policies towards Latin America. For Latin America, Britain, including
London's financial centre, provides an attractive base for European
marketing and other operations. Communications and telecommunications
between Britain, Latin America and other European countries are excellent.
The City of London is by far the strongest European financial centre,
comparable with New York or Tokyo as a source of business investment
funding. And it is not without good reason that 40% of all North American
fixed investment in Europe is based in Britain. The reasons include a
pro-business climate, relatively low levels of tax on business, a skilled labour
force and a good environment for expatriate employees. As Latin American
business becomes an increasingly strong player in Europe we will promote
Britain as its base too. We welcome the decisions of the Colombian and
Argentine authorities to establish their European trade promotion offices in
London. The support provided by organisations such as the Latin American
Trade Advisory Group, London First, Canning House, the Invest in Britain
Bureau and others will have an important role to play in this process of
attracting and consolidating the Latin American presence in the UK.

Education and Culture
Stronger educational and cultural contact will help to inspire greater interest
in economic and political cooperation between Britain and Latin America.
Language for a start. It is said that to buy you can always speak your own
language, but to sell you need to speak the language of your customers. This
message seems to be getting home in the case of Spanish, which is now the
third most important foreign language taught in British schools. Demand for
Spanish teaching and examinations has increased quite strongly. In 1989
3,112 students took Spanish A level; in 1995 the figure was 4,818 (that is
now about half the number taking German A level). Portuguese continues to
be an A level subject thanks to the University of Cambridge Local Examinations Syndicate. Also important is the academic infrastructure for Latin
American studies in Britain, putting Britain prominently on the intellectual
map in this field. Young people in Britain appear increasingly attracted to
Latin American studies. For example, the number of students enrolled at the
Institute of Latin American Studies at the University of London for MA and
MSc degrees in Latin American studies has tripled over the past five years.
London University has created a new MA in Brazilian Studies. There is a
new permanent Mexican exhibition in the British Museum. Tango, samba,
salsa and merengue classes add a Latin flavour to London these days. The

more that institutes, embassies, organisations and individuals can do to
promote such cultural enthusiasm, the more solid will be the human base for
political and commercial cooperation.
In the other direction British educational establishments have great
opportunities in the supply of educational services, including further
educational courses at British universities and other institutions, and in
English language teaching. The British Council's programmes, the network
of 'Culturas' (British cultural and language centres) and the BBC External
Services are great assets.

Regional Political Stability
The political context is fundamental. The way in which the border conflict
between Peru and Ecuador was handled is encouraging. The guarantor
powers of the 1941 border settlement speedily brokered a ceasefire,
monitored and set in train a process towards the negotiation of a permanent
settlement. The Europeans have made it clear that they are glad to share their
experience with the peaceful settlement of disputes.
Britain has a particular interest in the security and stability of the Falkland
Islands, Belize and Britain's dependent territories in the Caribbean. In the
South Atlantic, Argentina's assertion of its claim to the islands is a disturbing
element in the quest for stability. The UK rejects this claim and has no doubts
about UK sovereignty over the Falkland Islands, South Georgia and the South
Sandwich Islands and her right to administer them. But we are working hard
to develop a constructive and friendly bilateral relationship with Argentina.
Good progress has been made to repair the damage of the invasion and war
of 1982. We now have a working arrangement (known informally as the
'sovereignty umbrella') whereby both sides have agreed to put the issue of
sovereignty to one side while discussions take place on specific practical
matters. It is a real achievement by both countries that the Foreign Ministers
of Argentina and Britain signed, on 27 September 1995 in New York, a Joint
Declaration on offshore hydrocarbons exploration in the South West Atlantic.
The British Prime Minister and the President of Argentina subsequently met,
also in New York, on 23 October 1995, the first such meeting between the
heads of government of the two countries since the 1982 conflict. These
developments bode well for the future of British/Argentine relations.
It is widely recognised that drugs trafficking and drug-related crime,
including money laundering, now poses probably the biggest single threat to
stability in Latin America and the Caribbean. This is not a new phenomenon,
but it is one which has grown in recent years. As is well-known, drugs are
transported from the main producing countries of South America by a variety

