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Minutes of the Monaco

Conference

On September 29 and September 30, 1997
political leaders, businessmen, jurists, economists, dip-
lomats and members of the press met at Monaco’s
Center for International Meefings. The event was orga-
nized by the Forum of the Americas and sponsored by
the Principality of Monaco. The theme of the event was
*Investments in Brazil: Cooperation with and Repercus-
sion throughout Mercosur”. The participants analyzed
and discussed issues related to the role being played
by Brozil and Mercosur within the global economy. Spe-
cific attenfion was drawn to this markset’s investment
opportunities, the interaction of the economic reality
and other experiences related fo regional infegration.

These records register the most important

aspects analyzed during the event, as follows:

1) The consolidation and expansion of
Mercosur through agreements of the "4 + 17 kind has
transformed it into a significant economic, political and

frade block within the global scenario. The importance

of Mercaosur is highlighted by the fact that this is a mar-
ket with 220 million consumers and o US$ 1.4 frillion of
GDP.

2) Brazil currently offers highly attractive
investment conditions generated by the political and
aconomic stability, by the implementation of a rigid
program fo cut public spending. and by privatization.
In addition, the government is conducting a far-reach-
ing reform of the state. So far, investment opporfunifies

have had repercussions only throughout Mercosur.

3) A stable democracy and fransparent
political practices will contribute to ensure the safety of

business ventures in the region,

4) Considerable investments in infra-struc-
ture are planned for the upcoming years, wich should
provide a favorable environment for the region’s sus-

tained growth.



5) Growing legal and juridical interaction
among Mercosur member countries must be viewed
as a fundamental element to ensure the region's suc-

cessful infegration.

Mercosur member countries offer the
physical and legal structure for the development of im-
portant scientfific and fechnological partnerships, with
emphasis on new product research and development

and innovations within the economy’s various sectors.

Drawn up In Monaco on September 30,

1997.



Program

“Investments in Brazil -

Cooperation and Repercussion in Mercosur”
09/29/97 - 09/30/97

09/29/97
8:30
Registration and Coffee
9:00
Welcoming Remarks

Mario Garnero, Chairman- Forum das Américas and Brasilinvest - Brazil

Opening Remarks

Michel Levegue, Minister of State, Principality of Monaco

Message

Luiz Felipe Lampreia, Minister of Foreign Affairs - Brazil

“Mercosur - A Step Towards the Integration of the Americas”

Marcos Castrioto de Azambuja., Braziian Ambassador fo France



“ European Union and Mercosur - Main Line of Cooperation”

Chancellor Helmut Schmidt - Germany

“Mercosur - A Political Reality”

Diego Ramiro Guelar, Ambassador of Argentina fo the USA
Coffee Break
Chairman - Rubens Barbosa

“Monaco, E.U. and Mercosur - The Private Sector's Role”

Michel Pasfor, President. Maison de L’'merique Latine-Monaco

“China and Brazil - Cooperation for the XXI Century”

Stanley Au, Chairman, Delta Asia Financial Group - China

“Brazilian Economy, Real Plan, Stabilization and Privatization”

Rubens Barbosa, Braziian Ambassador to the United Kingdom

Lunch

14:00
Chairman - Sidney Sanches

“The Current Stage of Scientific and Technological Development in Brazil”

FiGvio Fava de Moraes, President of the University of SGo Paulo - Brazil

and

Carlos Alberto de Azevedo Pimentel, Ambassador and Director - Department of Scientific

and Technological Cooperation,  Ministry of Foreign Relations, Brazil

. Technical



“Privatization in Sdo Paulo State”

Emerson Kapaz, Secretary of Science, Technology and Economic Development - Sdo Paulo State - Brazil

“Séo Paulo, Business Capital of Mercosur “

Celso Roberto Pltta do Nascimento, Mayor of Sdo Paulo City - Brazil

“The British Industry and the Opening of the Brazilian Market”
Sir Peter Heap, Advisor fo the HSBC - Hong Kong & Shanghai Bank, Member

of the International Committee - CBI Britsh Industry Confederation - United  Kingdom

Coffee Break

“The Future of the FTAA and its Relationship with Asia and the European Community”

C. Fred Bergsten, Director of Institute for Ihternational Economics - U.S.A.

“Brazilian Constitutional Reform”

inocénclo de Oliveira, Leader of the Majorlty Party - House of Representative Federal Stafe Representative - Brazll

.

09/30/97

9:00

Chairman - Nelson Jobim

“Economic and Political Ties Among Trade Blocks”

Jorio Dauster, Braziian Ambassador fo the European Community - Belgium

“Brazil : Towards Shared Growth - Challenges in Poverty Reduction and Improved Equity &

Gobind Nankani, Director - World Bank - USA

“Economic Law - Consumer Protection Law - Standards Against Unfair
Competition Anti-Dumping Law”

Nelson Jobim, Justice of the Federal Supreme Court - Brazil



Coffee Break

The Importance of Private Foreign Investments for the Growth of Latin America”

Mario L. Baeza, President - TCW Trust Company of the West - Latin America Partners, LL.C. - USA

“New Geopolitics of South America and Implications for Capital Markets™

L. Ronald Scheman, US. Executive Director at the Inter American Development Bank - USA

“Foreign Investments in the Brazilian Telecommunications industry - Brazil

Carlos de Paiva Lopes, Chairman - Ericsson Telecomunicagoes S.A. - Brazil

“Standards for Juridical and Insﬁtutionql Harmonization in Mercosur”

Julio Salvador Nazareno, Chief Justice of the Supreme Court - Argentfina

Lunch Break
14:00

Chairman: José Sarney Filho

“Spain and Mercosur -How to Strengthen our Ties”

Jorge Stecher Navarra, Member of the Board of Banco Popular Espanol - Spain

“Civil Construction and the Entertainment Industry in Brazil”

Marc Pietri, President - Constructa S.A. - France

Chairman - limar Galvéo

“The Improvement of Democratic Institutions in Brazil and Mercosur”

limar Galvéo, Justice of the Federal Supreme Court and Chief Justice of the Higher Electora Court - Brazil



“Agribusiness in Brazil”

Sergio Cragnotti, President - Bombril and CIRIO Sp.A. - lfaly

“The Automotive Industry and Globalization”

Cesare Romiti, President - Fiat S.p.A. - Italy

“The Brazilian Privatization Program for Railroads, Highways and Poris™

Aiseu Lemos Padilha, Minister of State for Transporfs - Brozil

Closing Remarks : Mario Garnero

20:30
Gala Dinner
“Integration of the Americas and its Effects on the World Economy™

President George Bush - US.A.

With Presences of:
H.S.H.Prince Rainier Il

H.S.H.Prince Albert of Monaco
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Mario Garnero

Chairman, Férum das Américas and Brasilinvest - Brazil

“Welcoming Remarks ”

Ladies and gentlemen, it would be diffi-
cult to mention all the authorities here present -, and |
apologize for not doing so because today we are short
of time - because of the interest the seminar has
aroused and the diversity of people, regions and coun-
tries represented here. Naturally we have diplomats,
business people, infellectuals, university presidents, men
and women holding a wide variety of public positions
in organizations such as the World Bank and the IDB and
personalities that have come from all parts of the world,
to all of whom | extend a warm welcome and thank
them for being with us.

Another event | would like fo emphasize
and to express my appreciation for is President George
Bush's visit o us, in response fo our invitation. He will be
with us this affernoon and will join us af our closing din-
ner fomorrow when he gives a speech. | would also
like 1o welcome all the Brazilians present here, through

the Transport Minister, Eliseu Padilha, and | particularly

wish to salute the Principality of Monaco, which is be-
coming a great international financial center and is
celebrating the 700™ anniversary of the Grimaldi fam-
ily. My special greetings also go fo former German
chancellor Helmut Schmidit.

We need fo be prepared for new pro-
cesses of integration, negofiation, fechnology trans-
fer, the formation of joint ventures, exports and imports.
Brazil, the natural leader of Mercosur on an axis that
today is formed with Buenos Aires, Is part of an enor-
mous block with a GDP of around US$1,400 trillion. We
have dll the potential conditions fo affract investment.
Brazil comes in second place among the emerging
countries, second only to China, as a pole of aftrac-
tion. We rank fifth in worldwide terms, thanks to the
significant progress made in regard to our economic
policies and fo the stabilization that we have achieved.
Many people make unfavorable comparisons be-

tween us, and Argentina, Paraguay and Uruguay, and
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they are undoubtedly mistaken about these four coun-
fries and about the future of South America. There are
a few who point to occasional crises, but | have confi-
dence that these will not happen again within the
framework of Mercosur and  Latin American infegra-
tion. There are significant differences, for example, be-
tween Brazil and Thailand. Thailand will undoubtedly find
its road to recovery, but the size ond diversity of the
economies do not permit hasty comparisons or com-
parisons made merely for the lecture hall

Brazil and Argentfina together lead
Mercosur, Brazil is part of a mutual consultation block in
Latin America, on a pivot that runs not just through Ar-
genting but one that will run through all the countries of
Latin America and certainly the Caribbean. We are no
longer a country with a knowledge gap, we have a
stable economy, we have democracy, we are all com-
mitted to new leaps forward in terms of quality. Brazil is
a natural candidate for a permanent seat on the UN
Security Council and certainly the Brazilian business
community is united in support of the Brazilian
governmeni’s claim in this respect and of the initiatives
taken by the Foreign Ministry, by President Fermando
Henrique Cardoso and by Foreign Minister Luiz Felipe
Lampreia. We have a respectable foreign policy. We
were here in the Second World War, fighting alongside
the allied countries. Brazilians fought and died in Eu-
rope for democracy and freedom. Because of its quali-
fies and potfential, Brazil is an essential party at negotia-
tions involving the relationship between present and
future economic blocks, and if is, as will be seen at this
conference in Monaco, in favor of the maintenance
and the strengthening of Mercosur.

You will cerfainly have the opportunity of

hearing people, in this crowded agenda, who are much

better qualified than | to give you fthis information. We
would like to say thank you very much fo all of you for
being here and extend a warm greefing to some Brazil-
ians who were willing fo raise, overseas as well, this flag
of business knowledge and the interchange of business
between all of the world’s blocks. We wish to greet those
who came from China, one of them, Mr. Stanley Au,
who fruly represents China’s business community, |
would also like to greet our esteemed Fred Bergsten,
who flew in from China without any luggage, and who
had been flying here and there, and will be shortly
speaking to us. We have too, representatives from the
Arab couniries, representatives of the government of
Bahrain, and of other parts of the world, and we are cer-

tain that this meeting will be fruitful,

Businessman Mario Garnero, 60, has a Law
Degree from the Catholic University of Séo Paulo where,

as a studeni, he presided over the University’s Law Stu-



dents’ Association. Part of Mr. Garnero’s academic

background includes courses in the United States and
Germany on Industrial Relations and Financial Adminis-
tration. He has been Chairman of INES (National Insti-
tute for Special Studies), a director of Volkswagen do
Brasil, Chairman of Anfavea - Natlonal Association of
Automotive Vehicle Manufacturers and of the CNI -
National Confederation of Industry. In 1965, he sef up
“Forum das Americas”, at which fime he invited Senator

Robert Kennedy as guest speaker.

Mario Garnero is Chairman of the Board of
the Brasilinvest Group, a business organization that was

established in 1975 as a merchant bank.

The establishment of Brasilinvest Group,
which has already attracted investments in the range of
USS 2 billion to Brazil, gathered partners from 16 different
countries who are still minority shareholders. The Group
is also active in the financial market through ifs large
real estate credit institution. In addition, Mario Garnero
is Chairman of Jurlsul - The Interamerican Institufe for

Juridical Studies on Mercosur.
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Michel Leveque

Minister of State, Principality of Monaco

“Opening Remarks ”

It is a great pleasure for us to take part in this
meeting. We have two days us during which | shall be very
happy to work with everyone. In the name of the Princi-
pality of Monaco, it is a great pleasure for us, and | hope
that you will retain the best possible memories of your stay
here. Let me extend my congratulations to you all, to my
friend Gamero, president of the Brasilinvest Group and
president of the Forum of the Americas, who has been
the brilliant organizer of this event. | must also give thanks
for the contribution of the Monegasgue authorities who
have worked so hard for the success of this meeting.

| am not indifferent to the fact that the
principal theme of the conference that | have the pleas-
ant duty of opening this mormning is Brazil and Mercosur.
I myself am someone with a great passion for South
America and a short time ago | had the opportunity
and the pleasure of living there as the Ambassador of
France to Brazil, ¢ country where | even have family

roofs. For me, this country was, and continues to be, a

fantastic example of political renewal and economic vi-
tality. | also believe that the evidence of the country’s
development potential is great. Action fo create aware-
ness in potential investors is, however, indispensable, as
is action fo develop the flow of financial and commer-
cial interchange with Europe and North America, as well
as with the other continents. These investors’ interest must
be encouraged with guarantees as to their legal rights,
investment rights in respect of the policies that are fol-
lowed, especially as regards privatization ., as well as in
relation fo the potential that the creatfion of Mercosur
already offers, and will continue to offer,

The objective of this seminar is precisely
to develop that encouragement, and with the various
confributions that will be given here, we will have the
ability to bolster that development. The economic, frad-
ing and social relationships that are being developed
by Brazil and by the countries of the Mercosur are great;

| have seen proof of this on the spot. Liberalizatfion, glo-



balization, and economic progress in these countries all
help in this context, and all this is necessary to underline
that lasting development of stability s an essenfial ele-
ment, This enfire social and economic movement - which
has been heightened through the creation of Mercosur -
has created new conditions for the development of in-
terchange, of Infrastructure and of investment without
closing up to overseas, At the same time, Mercosur has
negotiated association and co-
operation agreements with the ——
world's ofher great economic
zones, above all with the EU, but
also  with NAFTA,

A seminar of
this type, held in Monaco, is
proof of the will that this Princi-
pality has to play the role of a
crossroads for the interchange
of ideas, a meeting point for
exchange of opinions on the
world scenario in the eccnomic
and financial fields. And | want fo emphasize very pre-
cisely that the Principality will do everything In its power,
will play its own trump cards, to affract more and more
investors and financiers from all countries to Monaco, so
that it can really take part in the world's economy. This is
the reason why, in spite of a considerable difference In
size and d considerable distance too, the Principality looks
favorably to South America and specifically at Brazil, as
we fhink in terms of the mutually profitable relationships
that could be born and prosper, for example, in the tour-
ism, financial, felecommunications, and small companies
sectors, as well as in the real estate and pharmaceutical

sectors, Thus, there Is an entire range of fields in which

e AvarnirAC

Monaco, in spite of its small size, has the ability to cooper-
ate with all countries of the world. The program of events
planned for these two working days and the very name
of this seminar show the position that Mercosur holds to-
day when anyone refers to this great organization.

People no longer deny that reglonal
economic groupings represent an advantage, an eco-
nomic chance for the member states to prosper. Some-
fimes, it is the only chance in this
confext, and the Principality of
Monaco is somewhat special
because it is not one of the mem-
ber-countries of the EU. Yet all the
connections that unite the Prin-
cipality to France and its whole
customs sifuation, allow the Prin-
Cipality to benefit, for the ser-
vices and products that it sup-
plies, from the free circulation of
goods within the EU. This Is a very
important point. Monaco con-
finues to keep Its sovereignty and its particular character-
istics, but it Is absolutely not an isolated country. On the
confrary, Monaco enjoys the same freedoms and facili-
ties that exist in any other European country. It is logical
then, in that spirit, that Monaco should not have stayed
on the sidelines of the process to create a single cur-
rency.

Contacts  with the French authorities
gucrantee that Monaco will introduce the Euro in its
territory, and it will make the Euro its legal tender, in
accordance with the same schedule that will be applied
in France. | am convinced that the introduction of the

Euro will be a source of strength and additional opportu-



nities to the Monegasque economy, thanks to the im-
provement of the Interchange within Europe and  with
other confinents, As everybody knows, this year we cel-
ebrate the anniversary of Moncco, the 700 years of the
Grimaldi dynasty. It is a long period of historical continuity,
that is proof of, and witness o, the stability of the Principal-
ity and its institutions. It is also a guarantee of its current
and future success, and of the interest that the Principal-
ity can represent for investors and for economic and fi-
nancial agents that want to find a secure, safe, sound
and transparent place in the heart of Europe, offering
the best professional qualities of service. And this is with-
out mentioning Monaco's charm and its art of savoir vivrie
that, | think, even the toughest of financial agents can
appreciate.

| would lke to add that Monaco contin-
ues to foster such large-scale development projects as
the 7.000 square-metfer Cenfro Grimaldi which will hold
2,000 people and offer space for exhibitions, new ho-
tels, a new underground station, and a new port that
will double the capacity of the Hercules port, or all the
operations associated with the Opera - Garnler. So |
hope thaf you will have several good reasons to return
to Monaco before the year 2,000 and even dfter the
year 2,000. In expressing these aspirations, | wish you
two fruitful days of work and a very pleasant stay in

Monaco.

Michel Leveque, 64, was born in Algiers. He

has a Law Degree from the Faculté de Droit, Paris.

Mr. Leveque is a career diplomai who
served as French Ambassador fo several different coun-
tries: Brazil (1993-1994); Morocco (1991-1993); Lybia
(1985-1989) and Algeria (1995-1997).

Besides the above-menfioned posis, Mr.

Leveque also served as:

-First Secretary, Moscow Embassy (1965-
1967)

-Second Counselor, Tunisia (1974-1978)
-Culfural Attaché, Tunisia (1974-1978)
-Deputy Director of African Affairs, France's
Foreign Office (1982-1985)

-Political Advisor to NATO's International

Secretary (1978-1982)
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LLuiz Felipe Lampreia

Minister of Foreign Affairs - Brazil

“Statement

It is with great pleasure that | address these
words to the participants of this timely seminar on in-
vestment opportunities in Brazil that the Forum of the
Americas and the Principality of Monaco are holding in
this city. In fact, | believe that Brazil today can claim fo
be one of the most attractive places for the world’s
investors because, besides its own, infrinsic qualities,
among fhem its immense territfory, its huge population
representing a consumer market of more than 150 mil-
lion people, and its natural wealth, Brazil now also has
specific factors that, | believe, make it a particularly
attractive country for foreign investors,

Among these factors, | would single out
the privatization program that is being conducted by
President Fernando Henrigue Cardoso’s Government.
This privatization program involves a true restructuring
of the Brazilian state, which will no longer take part in
industry and production activities and will become a

state looking after justice, education, health, and the

well-being of its people. We have dlready achieved a lof
of success on this road fo privatization. This year in par-
ticular, our highest achievement was the successful sale
of CVRD, one of the world’s largest mining companies, @
model company within the Brazilian stote sector. CVRD
was sold in a way which is perfectly compatible with na-
tional interests; moreover, the company's ownership in-
terest will remain In Brazilian hands.

At the same time, the privatfization pro-
cess of the telecommunications sector was initiated,
especially that of Band B cellular telephony. We wit-
nessed the extraordinary interest that was aroused and
which resulted in winning bids from the consorfium that
won the concessions in Sao Paulo, both in the capital
and in the inferior of the State, that were well above
the reference prices. This showed effective frust in the
future of Brozil and its market. And this is why USS 16
bilion was invested directly in Brazll this year. This is not

speculative investrnent, i t is not investment by capital



investment in people, in administration, wealth creation,
and job creation, This makes us certain that Brazil is on the
right track in the view of the international community.
Brazil has a banking system that is per-
fectly sound foday, after a difficult beginning when, as
a result of economic stabilization, Brazil's banking sec-
tor was no longer over-inflated. In fact, before the sta-
bilization plan, the banking sector represented more
than 16% of the country’'s entire wealth, of the whole of
its gross domestic product. Today It represents less than
10%. It has contracted, and some banking conglomer-
ates went under in the process. These were groups that
were not as solid and did not have the same manage-
ment ability of those that survived, The Brazilian bank-
ing industry, both in the public and the private sectors,
was extensively restructured. | believe that this is one of
the most important features that Brazil can offer to the
international investing community., Investors now in-
clude major financial groups that have made signifi-
cant investments both in Brazil and in Mercosur,
Speaking of Mercosur, this is the sec-
ond theme fo which | would like to refer. Mercosur is, in
fact, an expansion of our national circumstances, It is
an important reinforcement of our economic space and
of our international economic range. Mercosur repre-
sents a consumer market of more than 200 milion in-
habitants. It represents the territory of four countries
where free frade is developing, where there is a com-
mon position with regard to other countries through a
common exfternal tariff,. We are progressing every day
towards the establishment of a single market so that, in
the short term, people, goods, services and capital can
circulate freely

in that single economic space that is

the southern cone of South America, that is Mercosur,
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In addition, we have been successful,
after long, defalled and sometimes even difficult nego-
tiations, in establishing agreements with ofher South Ameri-
can countries with which we also have very strong ties, |
would cerfainly single out Chile, with which we already
have had an agreement in force for about a year now,
and Belivia, with which we signed an agreement in De-
cember last year, We are now in an advanced stage of
negotiations to enter info an important and significant free

frade agreement with other South American countries,

especially those that are part of the so-called Andean

Pact, This will allow us to take a huge step towards the
commercial unification of South America via the trade
agreements already entered between us. But the infe-
gration of South America that is very important for inves-
tors, does not just happen through frade. At present, inte-
grafion is also happening in our region through energy,

fransport and communications.



Brazil was practically isolated. but today
it is negotiating contracts to buy crude oil, gas, and elec-
tric power from several of its neighbors. We are building a
network of Interdependence, a network binding our
economies closely together; and this also translates info
a well advanced project for a road network, a network
of highways and of communications, that will link the Pa-
cific to the Atlantic and Brazil fo its neighbors, such as
Guyana, Peru, Colombia, Bolivia, Uruguay, Argentina and
Paraguay. There are new highways, new railroads, tun-
nels, bridges, in short, an entire system bringing us closer
to each other, which is justified and is demanded by this
expansion in trade. Brazil foday, | feel confident in saying
this to you, with all conviction and with all honesty, is cer-
tainly one of the most attractive places for investment in
the world, and | am sure that at this seminar, which is being
held here today in Monte Carlo, you will discover the di-
mensions of Brazil's attractiveness,

| hope that you will join all those who are
helping to build this new, modem and, above all, more
equitable country, that we all desire, through the efforts
of the Brazilian people and of the Fernando Henrique's

Government.

Born in Rio de Janeiro on October 19, 1941.
Studied Sociology af the Rio de Janeiro Catholic Univer-
sify (Pontificia Universidade Catdlica do Rio de Janeiro/
PUC) and Economics al Columbia University, NY.

Graduated from the Brazilian Foreign Ser-
vice Academy (Instituto Rio Branco) in 1963, Mr.

Lampreia has been a career diplomat since then. He

has served as Ambassador of Brazil fo Portugal, Secre-
tary of Internafional Issues in the Planning and Coordi-
nation Secreiariat of the Presidency of the Republic/
SEPLAN, Head of the Technical Cooperation Deparfment
of the Ministry of Foreign Affairs, Secretary General of
the Ministry of Foreign Affairs for Bilaferal Political Issues,
Permanent Represenfative of Brazil to the United Nafions
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Thank you very much, | believe that brev-
ity almost leads me to be rude fo the other members at
the table, in not greeting them individually, in not refer-
ring specifically to each one, although this has already
been done, But | believe that we all owe a word of
thanks to the minister of state of the Principality of Mo-
naco, Michel Levéque, who is here with us, and through
him, to the sovereign prince of this Principaiity, in grati-
tude for their hospitality. | think we are all aware of the
typical graciousness of Monaco, this charming place.
Also, in praising the Minister of State, | would like to
mentfion that he has been France’s Ambassador to Brazl
and, more than that, one of his sons is married to a
Brazilian, which means that the integration between him
and us has reached its most intimate, profound and
permanent form. So it is to him and this principality that
| express my gratitude as Brazil's Ambassador to France

and therefore intimately attached to this part of Medi-

terranean. | want to follow the advice of one of my old
political masters, who said that we should speak loudly
fo be heard, clearly to be understood, and briefly to be
applauded, so | hope | shall be audible, comprehen-
sible, and brief.

In his speech, Minister Lampreia re-
ferred to the fundamental points of what the presenta-
fions would be, and | ask that you see this neighborli-
ness between Diego Guelar and myself, as more than
the occasional circumstance of a table arrangement,
but rather as a metaphor of the closeness between Brazil
and Argentina. A few weeks age in Miami we were also
fogether saying prefty much the same thing: one speaks
- it depends on the advantage of who speaks first, one
anticipates the other, and the other complements the
first. Such a communion of inferests, such intimate fies
have been created between Brazil and Argentina, that

between the Ambassador, when he was Argentina’s
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Ambassador to Brasilla, and me as Brazil's Ambassador
in Buenos Aires, there was a true conspiracy of affini-
ties, of convergent interests, of an increasingly closer
relationship. Therefore, from this end of the table, | see
a real expression of the closeness and understanding
that exists between us, which was what minister Luiz
Felipe Lampreia referred to when emphasizing what the
Mercosur gives to Brazll | would quote the words he
used, which were: 'an extension of our circumstances,
a reinforcement of our credibility, an increase of our
power."

Therefore, Brazilian identity today has
an additional factor, which is the Mercosur idenfity. A
Brazilian identity is all the more Brazilign for being part
of the Mercosur, and the same can be said about of
the Argentine identity. As today | would like to speak g
little about Mercosur as a starting point on the way to
other associations, | think it is useful to say, straight away,
that Mercosur is a child of the 90's, just as the European
Union was a child of the 50°'s and the beginning of the
60's. Thus, Mercosur has the characteristics of our time:
it is fast, agile, has as little bureaucracy as pessible, and
it has been institutionalized just enough to be able to
operafe. It coresponds fo agility and speed that are
the characteristics of our time. It s the best example
that exists of the so-called open regionalism, of region-
alism that doesn’t close in on itself, but is essentially a
plafform peinfing in the direction of other processes of
association and of understanding. Therefore, Mercosur
has fo be seen, not as the end of the journey for the
four founding partners, but as the beginning of the high-
way that, together, they will travel on towards broader
understandings.

Thus, Mercosur, more than a thing in it-
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self, is already widely justified by the results. It is a cor-
ner stfone, a launch plaftform, through which four neigh-
bors found, in the nature of their geography, in the close-
ness of their culture, and in the links of thelr history, those
basic constituent elements that have dllowed them, in
a short period of time, to achieve what it took much
longer fo do in Europe. In the first place, because among
us the three basic elements were dlready an estab-
lished tacit fact. The cultural, linguistic and legal affini-
ties were clready there. | can compare a Mercosur
meetfing - with Ambassador Jério Dauster's permission -
with its great linguistic simplicity, with substantial legal
understanding, with the great similarity of models, to
the _difficulties that  Europeans still find when dialoguing
with each ofher, because of the plurality of languages,
and diversity of legal systems. Therefore, we are a sys-
tem that ran faster, because it was already much closer
In its core. And above all, because for more than a
hundred years, or much longer, there has been no mill-
tary confiict among the pariners of Mercosur, and there
has always been good understanding. South Armerica,
sometimes self-critical in terms of the turbulence of its
internal politics, should record with pride to what ex-
tent its diplomacy and its national wisdom, have for
centuries prevented any type of military confrontation
among us such as those that have divided and lacer-
afed the Eurcpe that welcomes us today.

Therefore, | believe that Mercosur is the
result of a great unrecognized similarity that flourished
at the beginning of the 90's with cumulative effects,
and began a virtuous circle comprised of three essen-
tial factors: the first, democracy as the indispensable
political base for understanding; second, the macro-

economic rationale that causes countries to seek forms



of economic action that are compatible with the broad
rules of economic ratfionality: and  third, the opening
that led us to abandon the autarchic or semi-autarchic
processes fhat were induced by the policy of import
substitution. Thus, Mercosur was bomn out of a virtuous
coincidence of fthree factors; democracy, economic
rationality, and opening up fo the world. And we were
able to find, initiclly through the Brazil-Argentina under-
standing, the necessary conditions for creating, with
speed, simplicity and at low cost, that source of action
that we hold in our hands today. Mercosur is, therefore,
an organization, an enfity, a reality that surprises every-
one, and | believe that above all it surprises us, its co-
authors, because of how speedy its implementation was
- nobody imagined that it could move so fast -, and
how effective its understanding is - there was never an
infernational understanding with such a low degree of
contentiousness. The problems that might endanger
good understanding are minimal and, so far, the very
mechanisms for solving disputes established through the
Brasilia protocols and other instruments, are very seldom
resorfed to. What surprises in Mercosur is the effective
interaction among economic agents, government
agents and, above all, among the govemments of the
bordering states and provinces that have created,
within Mercosur, a Mercosur of still greater intimacy.
More and more, Mercosur seeks to do things well. It
seeks to expand relationships among its partners within
a common space, and in this the results have been
extraordinary. Mercosur involves more than 200 million
people, 10% of the world's population. It has self-suffi-
ciency in all resources, and a vastly expanded com-
mercial interchange - not by diverting trade, but by cre-

ating frade, All this has led fo this success story that so

greatly moftivates us. On the other hand, the outward-
looking Mercosur, the extrovert Mercosur, has been more
modest up to now. So far, we have not been creating
those common export platforms from which to take full
advantage of the competitive and comparative ad-
vantages of the partners vis-a-vis other markets and that
is a magjor task.

Mercosur therefore is a process, It is not
the sum of its stages, it is an intensely dynamic process,
capable of adjusting to new dernands at any moment.
And we see Mercosur as a building block from which
we will negofiate with the European Union. In this con-
fext there are already important agreements in place.
And others will surely come successively, through the
negotiation process with the other countries of our hemi-
sphere in the project for the FTAA. We feel that the
FTAA project should be negotiated through a close dia-
logue with our own Mercosur, as one of the privileged
participants, and through a search for even greater un-
derstanding with the countries of the Pacific and of Asia.
Therefore, Mercosur is several things: it is an association
among the four and between the four member coun-
ties and fthe fwo counfries closest to it, namely Chile
and Bolivia, with the prospect that the Andean Pact
will soon join in; it is a reinforcement of our Latin Ameri-
can features, which is a concept gaining ground as a
geographical, political and economic expression that
is greater than the former concept of Latin-American
features, that sfill survives certainly, but which Is difficult
fo define. It is our springboard from which we shall build
the FTAA. it is our plafform for introduction into Europe,
and it is also the road that leads to the Pacific and to
Asia.

And so | speak to you today in the role
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of one who nowadays represents both Brazil and
Mercosur in France. | believe that Ambassador Diego
Guelar in Washington does much the some thing to-
day, not with the intention of treading on the space
that belongs to the Ambassador of Brazil, but as a rein-
forcement of our capacity for prestige. | return to minis-
fer Lampreia’s words: broadening of the circumstances,
reinforcement of credibility, increase of power. Among
us. appropriating the Mercosur flag does not detract in
any way from each one's flag. The critical mass of its
national representativeness merely adds to prestige,
credibllity, and influence. And therefore we are here in
Monaco, in Europe, bringing a part of this message, that
Mercosur is today a constituent part of our national iden-
tity. As a Brazilian, | am also a citizen of Mercosur - and
Europeans will understand this, In so far as a Frenchman
or ltalian is also European. Mercosur has given us this
additional identity, which is very important. | believe that
we should also transmit the message from the begin-
ning, Mercosur did not intend to be the old Brazil plus
the old Argentina, plus the old Uruguay, plus the old
Paraguay, in an enlarged space, adopting the same
closed policies as before. Mercosur is essentfially made
up of new actors in new circumstances, bringing new
things and seeking, above all, that harmonious, care-
ful, measured, negofiated opening that is the essence
of the type of action that we favor.

We are moving fast, and | believe that,
of all the criticisms that can be made of Mercosur, the
most unfounded criticism is fo accuse it of slowness.
Mercosur, in every respect, has moved at a pace that
surprises not only its partners but also the intermnational
community. But that opening has fo be measured be-

cause the counfries that form Mercosur have already
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made substantial opening gestures, which should be
seen not just as gestures in themselves, but particularly
as contrasts to thelr previous policies. What Argentina,
Brazil, Paraguay and Uruguay did in terms of the open-
ing up of fheir economies is absolutely extraordinary.
Things were done at exemplary speed, and above all,
there were no demands for any compensation in ex-
change. other than their perception that what these
countries did was appropriate, urgent, and necessary.

So | believe that my mission to France
is also that of bringing the image of Brazil as it was
presentfed by Felipe Lampreia: of an open, rational,
democratic Brazll, capable of attraction. In addition,
my, mission is to bring the idea that we are also part of
this larger community that fully reinforces us. So it is in
this spirit that | speak to you, with the conviction that
Mercosur will soon find, | believe, the gradual, natural
expansion of its hopes in Chile and in Bolivig, in the coun-
tries of the Andean Pact. But it is above all in the hard
core, in the heart of the four founders that it finds its
vitaly and its raison d‘étre.

Therefore, let us state this clearly.
Mercosur in itself is one of the most useful instruments
that Brazil has ever had throughout its history, | would
even say that the statement is not rhetorical, it is the
simple truth. Mercosur is the best idea that the four part-
ners have had since their independence; it is the first
idea that is no longer - as has so often happened in
Latin American life  part of the repertoire of a more or
less romantic concept. It is the first idea fo move into
the field of effective pragmatism. Second, Mercosur
represents the first expansion of influence and prestige
and power that we have had since our respective na-

tional independence, Therefore, it is something that



adds ifs effect to us. Thus it is, when making this decla-
ration, affter five years in Buenos Aires, in the consfruc-
fion of the system together with our most important
partner, that | come to Europe with that additional
mandate of seeking to create constant awareness from
our French and European counterparts, of that rendis-
sance In South America, of a new entity characterized
by modernity, rationality, democracy, effectiveness, low
operating costs, by lesser bureaucracy, and above all,
that Mercosur, more than just an Iinvention, is a recogni-
tion, It is the recognition among the four member coun-
fries of the affinities they have in common. As Luz Felipe
Lampreia said a short while ago. Brazll draws on the
vitality that comes from the energy, the petroleum, the
gas, the electricity of its neighbors.

Neighbors who used to live behind
walls, who were shut off from each other, have now
become part of an extensive system of communica-
tion by road, rail, and pipelines of all kinds. it is in this
way that we are redlly building a relationship between
us that wil allow goods, services, capital and, finally,
people (who are more complicated), to operate and
interact in an effective way. | believe that these are my
words of infroduction. | believe that others will come
and go, throughout these two days and this month, and
will help shape this map of Brozil in the world, And Brazil's
presence In the world today must also be seen through
its decisive, fundamental, and important participation

in Mercosur,
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Having fo speak on the topic of the EU and
Mercosur and having in mind the fact that this audi-
ence is going fo listen to a variety of specidlized speak-
ers, | would like to confine myself in a more global way
to look back onto the second half of this century and
look ahead intfo the first half of the 21st century. | my-
self, having leff the field of operation in intercontinental
affairs and also the field of domestic politics - and it
has been qguite some fime - | do flatter myself to be
benefited by keeping quite a personal distance from
day-to-day affairs. | must admit that | have not been to
Brazil and to Latin America since last year, Buf perhaps
one fact that helps me to understand and relafe to you
the basic lines of evolution and of medium and long
term trends is that Hamburg, my native city, concluded
trade freaties with Latin American states since long

before Bisrnarck united Germany the first time. We have

maintained our close ties with Brazil, Argentina, Chile
and others ever since.

Let me start out with a few observa-
tions on the subject of globalization. When fifty years
ago | started my career employed as a young econo-
mist in a governmental office, the world economy ap-
peared to consist mostly of economic exchangss be-
tween the industrialized countries. The OEEC, loter re-
named the OECD (Organization of Economic Coop-
eration and Development), seemed to be the major
body in the world economy  besides IME but then the
IMF was dominated by the United States and any half-
way important currency was pegged o the American
greenback, the U.S. dollar . Only in the course of the
50's did developing countries start o crganize them-
selves internationally. At that time new ferms such as

“non-aligned countries” and “under-developed coun-
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tries" later on correctly renamed as 'developing
. countries" were coined. Apart from them, the world
appeared to be cut info two major parfs, the West on
one the side and the Communists on the other side.
Now, since the beginning of the 90's, when the Soviet
Union and its block had disappeared, the North Atlan-
tic Alliance and NATO today are searching for a new
definition of their purpose or, fo be a bit malicious, one
could say, NATO is in search of an ‘animae’. But al
ready earlier on, we saw regional groupings that were
coming up; first the European Community, then the
not quite regional OPEC, although in the core it was a
regional grouping, then ASEAN and then NAFTA - North
American Free Trade Zone - and then Mercosur; and
maybe others are going to come up in the future.

But the most striking new phenomenon
of the present is what one today calls globalization.
What does that word globalization stand for? There are
at least three magjor answers to that question: first, it
stands for the fact that the number of parficipants in
the open markefs of the globe has at least doubled
since the sifuafion before Den Xicoping's opening of
China; at least doubled since the beginning of the 80°s,
and since the demise of Moscow's Comecon, at the
beginning of the 90°s. First, the four little figers in Asic in
the meantime became grown-up tigers and fthen very
quickly many countries undertook efforts to enter the
global markets. You would see Vietnam as a partici-
pant rather quickly; India, more than twelve or fiffteen
times as large as Vietnam, is very quickly becoming a
major participant in the global economy and of course
Brazil, Mexico and other Latin American countries who,
not so long ago were counfries from which you bought

coffee, cocoa and bananas and whatever., Now, a
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growing number of Asian and Lafin American countries
are ‘taking on global roads, roads fo the global mar-
kets. Only most of Africa is sfill being leff out and may
still be leff out in the first quarter at least of the next
century. In that context, one has fo keep In mind that
the world’'s population is growing at a fotally unprec-
edented pace.

At the time of Jesus Christ there were
two hundred milion human beings, and it took man-
kind 19 centuries to grow from 200 milion to 1.6 billien
people at the beginning of our present centfury. Buf then
within this present century, within our cenfury, mankind
has quadrupled from 1.6 billion, 6 bilion human be-
ings. And fthis frend will prevail at least over the first quar-
ter of the next century as well, and an ever growing
part of mankind will live in mega cities, like in Brazil, and
in Laftin America, In the Middle East, in Asla, maybe,
later In Africa, Mega cities, with all the enormous and
growing difficulties tfo manage them.

Secondly, today’'s globalization is char-
acterized by the unprecedented speed of scientific and
fechnological progress. The 19th cenfury was domi-
nated by the coal-based steam engine, by steam ships
and railways. It was also charocterized by large-scale
rmanufacturing on the basis of steam and coal whilst
agriculture sfill remained rather fraditional in ifs techno-
logical matters; in almost all the confinents, there were
no machines, no chemical fertilizers. But then the 20th
century started the dutomobile, the aircraft, oil became
extremely Important as did chemistry and pharmacol-
ogy. The most important progress in the 20th cenfury
happened in the field of military weapons and other
means of warfare, and deriving from that came the

fields of traffic, fransportation and later on computers,



satellites, telecommunications, biotechnology and all
that, What is new here Is the fact that, differing from the
first half of our cenfury, almost all of these new tech-
nologies are spreading very quickly all over the globe.
This is really new. They have spread to China, Indone-
sia, Brazil and Latin America.

And the third part of the answer to the
question of globalization, in my view, has to do with the
unbelievable liberalization of international trade and
international financing. It's a very new phenomenon,
Mankind today Is experiencing an enormous leap from
former compartmentalization towards global enfangle-
ment, If something happens in Mexico, it will, within @
matter of seconds, have an effect on the exchanges in
Tokyo or New York If masses of people kil each other in
the Korean Peninsula, or in Bosnia, or somewhere in Af-
rica, or elsewhere, the United Nations will intervene, Or
a trade policy speech by an impoertant political figure,
let’s say in Santiago de Chile, or in Beijing, will immedi-
ately draw an echo, an answer in Brussels or in Wash-
ington. All this is new. Before it would have taken six
months, nowadays it fakes 24 hours, Most people in our
world are much closer to each other than ever before
in history, and this frend will persist over the rest of our
century. In only another two years, it will persist over all
of the 21st century, with enormous political conse-
quences, financial, economic, and through television,
cultural consequences,

And the power structure of the oncom-
ing 2Tst century will, for cbvious reasons, differ consid-
erably from what we have been used to. Of course the
USA will remain a world power for obvious reasons that
do not need any explanations, but also China, within a

few years will be considered by any prudent human

being to be growing into a world power, even if some
American politicians like to ignore that future fact. Also
Russic, despite her present weakness, which might stay
for some 20, 25 years, may stay for even longer, also
Russia will stil have to be considered o world power.
Take for instance the fact that when the sun set today
on the Pacific coast of Siberia it was about to rise in St,
Petersburg and there are enormous mineral reserves,
great parts of which are still to be explored, in this vast
territory.  Well, then Japan will remain as a financial world
power because | do foresee that the propensity to save
in the Japanese nation will not be done away with; they
will probably be the greatest exporters also in the fu-
ture, of national savings: and then of course India,
quickly coming up. and then Indonesic and Brazil,

| do consider Brazil as one of the world
powers of the next century, Maybe also the European
Union will grow into a world power, it remains to be seen.
But neither the UK., ltaly, France, nor Germany will be
world powers; they are just too small in comparison with
those that | have mentioned earlier. They are just single
countries, they do not have enough economic weight,
therefore they do nof have enough political weight to
stand up as single powers, to defend their interests vis-
a-vis the world powers, whether in the habitual fields of
trade, or currency relations, monetary matters, or
whether in the very important future, over the question
of how fo preserve the cleanliness of the atmosphere
and the cleanliness of the waters of the oceans and to
preserve it at whose cost and at whose sacrifice. These
are the future struggles befween powers in the oncom-
ing century. It appears logical to me that, in facing the
future power structure, states will fry to defend their in-

terests by regionally grouping them altogether, They
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have started to do this already In the second half of this
century.

The European Union community was
the first example, and its success brought about  ofther
regional groupings which | have already mentioned ear-
lier on. Now it's obvious to me that Washington will tfry,
whoever is going to be president and whenever, to es-
tablish and maintain @ dominant role all over the globe.
One has to see its efforts, for instance to extend NATO
into the former communist Eastern Europe, as well as its
aftempts to form trading blocks with Asia, with the Eu-
ropean Union, the Free Trade Area of the Americas, and
also with Mercosur.  Washington will try to be a partner
in each of the regional blocks, maybe the only pariner
in each of the regional blocks. This would make the
United States and only the US., a component and, in
the Americans’ view, hopefuly a leader in each of the
regional groupings.

| consider such American efforts to be
legitimate as they obviously sponsor national American
interests, at least as far as the Americans themselves
interpret their interest, Buf the question that arises is if it
is really true that what seems to be good for America
must necessarlly also be good for the rest of the world.
In the meantime, we have learned that what is good
for General Maotors is nat necessarily good for the United
States.

Now let me insert here a few remarks
on the evolution of the EU, because it is the current his-
fory of five decades that may offer some insights and
also shed some light upon the future of Mercosur. It is
frue that at the end of the 40's, two considerafions
played a dominant role when six European countries

under the Schuman Plan of 1950 started to unify their
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coal and steel Industries - (which, at that tfime were
considered, and correctly considered, to be the key
industries) - In order to rebuild the devastated continent.
Two main issues were considered: one was fo build a
barrier against Stalin’s Soviet imperialism and the other
one was to bind Germany into a greater entity. The
former motive Is absolute, at least for the foreseeable
future of decades. The laffer motive Is not and sfill com-
mands great importance, particularly due to the fact
that Germany has been united in the meantime and
nowadays Its size is somewhat bigger than France or
Italy or Britain, But in the meantime, a second motive
has gained ground considerably, especially in coun-
tries like Ireland, Spain, Portugal, Denmark, Sweden, Fin-
land and Austria. They have joined the European Com-
mon Market because of ifs obvious economic success.
The Commen Market offers greatest chances, offers the
greafest potential for economic success, for economic
growth, for the masses of participating states, than a
national market does. And therefore, we have, in fthe
meantfime, grown frcm six member states fo fiffeen; and
a dozen staftes in the former eastern part of the conti-
nent hope to be admitted fo the club .

The economic advantages of partici-
pating in a market that is bigger than a national mar-
ket can be better lllustrated by the example of lfaly, as
in the enormous success of Ifaly’s manufacturing indus-
fry when compared, for instance, with the British manu-
facturing indusfry, The British joined the Common Mar-
ket only 20 years later, and they are still not really con-
vinced that they should use it

And a third strategic motivation plays
a growing role today, which is the insight that the rela-

fively specking small or medium-sized European nations



and their economies will only jointly be capable to stand
up agdinst the polifical, economic and financial weight
of the future world powers.

The present European Union, if you look
back on fo the last 850 years, has seen a very gradual,
piece-meal -evolution, and of course we have met sev-
eral crises on the way; five or six major crises, economic
crises as well as political crises between participating
governments, But we have been cble to master these
crises because of the national political leaders that, fime
and again, honored the aforementioned three major
strateglc considerations. In the end, they honored the
strategic Interests and overcame the tactical inferests
of today and vyesterday. Some of the political leaders
in Europe needed quife some time unfil they understood
and until they accepted the sfrategic goals were in the
best of ftheir national interests, Only the British political
class - until yesterday at least, but not necessarily unfil
tfomorrow - had some difficulfies fo understand that the
regional European group was in the best strategic in-
terest of Britain.

One of the major obstacles during the
growth of the European Union was, and sfill is, that stub-
born resistance by farmers from all points of Europe.
European farmers still believe they need to be protected
from competition and In this they are supported by
opportunistic  politicians who believe they depend on
the voting power of the farmers. And paraliels can be
fraced not only with the United States but also in the
Mercosur member countries. Another major obstacle
in the last fifty years was, and still is, the fact that the
European Union starfed out os a purely bureaucratic
entity formed by national governments and national

bureaucracies, and even today it still feels a lack of

democratic and parliamentary controls. And therefore
the voters still look at It with some suspicion, a certain
wariness, because the people have no rcle to play
within the European Union. And this is the impression of
how people look at this Eropean Union.

On the other hand, private enterprises,
privately-owned financial institutions, are more intermna-
tionally-minded  than the electorates in our states and
they are even more European-minded than most of the
politicians In our member states. And maybe you are
going to see some similar experiences in Latin America
as well. And govemmentfs and their bureaucrats every
fime find it very difficult to give up their prerogatives, to
_give up their little Principalities and their competencies
anad hand them over to the EU or hand them over to
Mercosur in the future. They need fo be pushed and
shoved every once and again.

| guess you will meet some similar phe-
nomena in Mercosur in the future. You wil almost cer-
tainly need a commen burecucracy for Mercosur.
Mercosur is o rather young entity as yet, It will have to
grow and, if you want it to grow, you will need the
people fo manage It, and they will be bureaucrats. And
they will be made up from national bureaucracies and
they will need time until they become Mercosur bureau-
crafs in their mind and soul, rather than remain
Argentinean or Braziian or Chilean or whatever - na-
tional bureaucrats. We have seen that happen in the
EU. If in the fufure you, as Mercosur, have to negotiate
with the US., or to negotiate with the EU, or the World
Bank or the WTO, or the IMF, you wil need scmebody
who does the negotiations for Mercosur and he will need
a Mercosur legitimization and not a Chilean, or Brozil-

ian, or Peruvian legitimization, and he will need a staff,
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So, please be aware of the probability that the future
common Mercosur bureaucracy can or could be as
cumbersome and as imperialistic as we see it in Brussels
or as cumbersome and imperialistic as anybody's na-
tional bureaucracies.

It is because of these agricultural fac-
tors and bureaucratic factors that the goal fo conclude
negofiafions about a free frade agreement between
Mercosur and the EU by 1999 does appear to me fo be
very ambitious. One should not be too ambitious and
foo optimistic because then the disappointments af-
terwards will hinder further progress. On the other hand,
one should certainly not give up and abandon the idea
even in the case that these negotiations may take some
longer time.

It seems to me much more likely, as
regards the year 1999, that by the beginning of that
year we will see the start of the common European cur-
rency called Euro. Despite all the published criticisms
by populist and by publicity-driven politicians and even
by some professors of economics - they are no better
than the polificians - it would need a demotion of the
French president or of the German chancellor between
now and May next year In order fo let the common
currency collapse before it has been launched. Other-
wise, you have to calculate with its coming to exist-
ence by fthe first of Jonuary 1992, Such demotions of
Jacques Chirac or Chancellor Kohl seem almost totally
unlikely. But let's even assume that they have a prob-
ability of up to ten percent or so, the likelihood of the
start of the euro, which will finally be decided in May
next year, then is more than 90 %. And to be complete,
in the most likely case, | am personally 100% convinced

that the euro wil become a well-functioning currency,
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more stable in its exchange and of the same stabllity of
domestic prices or so-called inflafion rates, as the hith-
erfo Deufsche Mark. | am 100% convinced that this will
happen once the common currency is Implemented,
And | do have two reasons for my twin stability progno-
sis, The first one, as regards the exchange rate stability,
the gross national product of the present fifteen mem-
ber states of the EU fogether, which the euro is repre-
senting. will be of the same order of magnitude on the
world’s  markets as the U.S. dollar,  The population of
the EU will be considerably larger, the currency reserves
behind the euro will be around six times as large as the
currency reserves behind the US. dollar, and within less
thn three or four years or so, the euro will have the
same order of weight in the world’s markets, or parts of
the world's financial markets, as the United States dol-
lar.  The European Central Bank will be strong enough
to out-balance the dollar, whose unhealthy exchange
rate volatility will become thereby a matter of history.
Hopefully, it will also decrease speculation in curren-
cies.

Secondly, as regards stability of prices,
domestic prices, or as regards inflafion rates, my confi-
dence is based on the total political independence of
the members of the European Central Bank. For In-
stance, they cannot have a second ferm. Which means
it does not make any sense for them fo play to the ears
of somebody who has the potential to re-appoint some-
body, there is no incentive to play to the ears of any
political authority.  But much more important of course
is the clause in the Maasfricht Treaiy which forbids the
European Cenfral Bank from making any credit avail-
able to any government of the member states or to

any regional or local authority within the member states



or to make available any credit to the commission em-
ployees. You will keep in mind, you will remember, that this
highly important clause sets a full stop fo hitherto habits of
quite a few European govermments, also Latin American
governments, who used to finance part of their fiscal
deficits by leftting their central banks print fresh money
and hand it over in the form of credit to the government.
This is the reason why | believe that the domestic prices
inside the European Union will be very stable once euro
has been put info ploce. Now the practice of printing
money in order to finance state deficits is still being main-
fained In quite a few countries around the world. In Rus-
sia, for instance, and also in Ching, although to a lesser
degree. It has been a habit in many countries of the world,
including quite a few Latin American countries. For the
future well-being of Mercosur, the monetary behavior of
Brazil, of Argentina and Mexico will, in my view, play a very
important role, And maybe this goes far beyond classi-
cal frade policies.

| believe that the monetary behavior will
become more important than any new frade negotia-
fion. If inflationary practices are maintained, then the
uncertainties about the future exchange rates of the re-
spective currencies will go on and so then will the sickness
of speculation of the money markets and the capital mar-
kets, both short and long-ferm. At present, speculation
and predatory capitalism are spreading alongside with
globalization. We have never seen such a degree of
speculafion. It will rather likely be somewhat dampened
inside the European Union in the future, not necessarily so
in other parts of the world, including Latin America.

As regards Europe, mass unemployment
is the overriding problem In Europe, and not inflation or

price stability. Unemployment is, by far, the greatest dan-

ger, by far the greatest challenge. And this will remain so
in the beginning of the next century as well. The Europe-
ans will have fo understand the twin necessities of regula-
fion in general and of cutfing extreme welfare state ben-
efits. They have great difficulty fo understand these two
necessities; and if they understand them, they will have
great difficulty to say this to their nations and then do it
Having said this, it seems very unlikely to me that the con-
tinental European nations, as regards deregulation and
cutbacks in extfreme social benefits will go as far as Ronald
Reagan or Margaret Thatcher in America and in Britain.
European nations will not permit the development or the
formation of a new underclass of the working poor. This
goes against the European economic traditions, culture,
civilization, whatever you call it, And this makes things so
difficult for the political leaders. It appears to me that the
Netherlands are farther ahead in renovation than the
great majority of the Eurcpean member states. But at
least the political leaders of most European Union coun-
fries are by now aware of the dangers. They lack con-
cepts so far about what to do. So far, some of them have
been fiddling and maneuvering around, sadly enough,
and this may have negative influences on the actual
Mercosur-EU negotiations because European govern-
ments will be told by Interest groups that if they agree with
Mercosur, on this or that, it will lead to additional unem-
ployment in my country or that country and so on. It may
have negative or at least dampening effects on the on-
going negotiations. It seems obvious that you on the side
of the Mercosur as member countries, you are going to
meet enormous social problems. You will have to rnee.’r
them all the time., As a European, | do not feel entitled to
judgments on Latin American ways and on the economic

and development policies inside the Mercosur countries.
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Suffice It to say that the confidence of
European political leaders vis-&-vis Latin America will,
fo a great exfent, depend on the degree to which the
political influence of the military will stand back and it
will cepend to a great extent on whether or not corrup-
fion can be stamped ouf. Some businessmen in Eu-
rope - so far | talked about the political leaders - not
feeling the same weight of political responsibility, may
be more tolerant but also in the future the businessmen
will not make the political decisions, neither in Paris nor
in Brussels nor in Bonn nor elsewhere in Europe. Political
decisions will be taken by the political leaders and by
Parliament. Having said all this, ladies and gentlemen,
I would lke to, In the end, stote my wellwelghed, well-
considered conviction.  Number one, that Mercosur has
a good chance, young as it is at present, to develop
gradually into an entity of major importance in the world
economy. Secondly, that Mercosur will not permit Latin
America to be tumed info a colony of American or Eu-
ropean or Japanese capitalism. And third, that eco-
nomic exchange and frade between Europe and South
America will grow and prosper on the basls of equality

and mutuality,

Born in Hamburg in 1918, Mr. Schmidt holds
an M.A degree in Economics from the Universify of Ham-
burg. In 1946, he became a member of the Social
Democratic Party (SDP). In 1949, Mr. Schmidt jointed
Hamburg State Adminisiration as Economic Counselor
and in 1953, became Head of the Transport Depariment

in the same Administration. From that year onwards, he

36

held several posts in Government as well as in the SDP.

Below, seme of them:

1961 - 1965: Senator for Internal Affairs in
Hamburg

1965 - 1987: Member of the Bundestag
1968 — 1984 : Deputy Chairman of the SDP
Parliament Party

1969 — 1972 : Federal Minister of Defense
1972 — 1974: Federal Minister of Economics
and Finance

1974 - 1982: Federal Chancellor

Since 1983, Mr. Schmidt has been the Pub-
lisher of the German weekly magazine DIE
ZEIT.



Diego Ramiro Guelar

Argentine Ambassador to the USA.

“Mercosur - A Political Reality ™

After this excellent lesson in international
politics that Chancellor Helmut Schmidf has given us, it
is up to me fo speak in Spanish and retun to the South
Atflantic dancing to the rhythm of the tango. | say tango
rhythm, because Marcos, who preceded me, spoke
in the rhythm of the samba. As you know, the tango
has some different characteristics, culturally speaking,
from Brazilian music. The Brazilians say 'please sadness,
please go away', and we on the other hand call upon
sadness, we sing to cry and we dance with sadness.

It is exactly because of this cultural con-
flict that exists between Brazilians and Argenfines that |
am less optfimistic than Marcos. Less optimistic in rela-
tion, first, to the past, because Marcos said that there
had been no confrontations. Well, there were wars a
long time ago, but confrontations now, | think yes, | think
we have had belligerent relationships so to speak. And
this Is even more serious because when, at the begin-

ning of the 50's, we began to invest a lof of money to

do research info atomic energy, and both Brazil and Ar-
gentina have the technology for such, we were noft,
I believe, thinking of creating an atomic bomb to dis-
pafch fo China, to the United States, fo Europe, etfc.
Therefore, in ferms of threats of war in conjunction with
programs for the construction of atomic bombs, it is
obvious fthat the destination of any Argentine bomb
would be Brazil and the destination of a Braziian bomb
would be Argentina,

That Is why | appreciate the diplomatic
and friendly value of Marcos's words, and | thank God
that common sense in the first place, and the presidents
of Brazll and Argentina, Samey and Alfonsin, in the sec-
ond plcce, decided fo sign a definitive peace agree-
ment between Brazil and Argenfing in 1985, therefore
putting aside the threat of war to move intfo the terri-
tory of cooperation and working together. The two Presi-
dents launched a process that was exemplary for the

whole of Latin American, because precisely in Novem-
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ber of 1985, eleven years and a few months ago. all the
countries of Lafin America lived under the threat of war
between them: Braozil with Argentfina, Brazil with Bolivia,
Bolivia with Chile, Chile with Peru, Ecuador with Peru, Co-
lombia with Venezuela, Venezuela with Brazil, in short, all
these countries were living under the threat of war, We
were, so to speak, a confinent with o history of
authoritarianism accustomed to living with the sword
pointed af others. Brazil and Argentina, are a good ex-
ample, We bullt no bridges to span the rivers that sepa-
rated us; we had legislation that banned, for example,
a Braziian from buying land on the border and vice-
versa. We jammed radio broadcasts to avoid and to
prevent cultural penetration, and that was yesterday,
just eleven or fiffeen years and yet now, since 1985, we
have made extraordinary progress. It is in view of this
that Marcos's fone is optimistic, and which | now choose
fo follow, because we have put an end to this story. We
have stabilized the countries polifically and economi-
cally and we have begun a wide-ranging and profound
process of integration, which is an extraordinary task.
But, of course as | look at the name of
the program, | see that it is up to me to discuss: 'The
Mercosur as o polifical project.” We have fo be pru-
dent. We know where the differences lie, and perhaps
sometimas even confronfations that may have to do
with the FTAA and with Mercosur. There is a whole series
of differences within Mercosur with regard to free trade.
Mercosur is an instfrument infended fo eliminate our in-
ternal borders. The integration project is one in which
the historic nationalist and liberal trends in each of our
countries converge in their opinions. It is not a free trade
project, it is an operating necessity. We have to remove

the barriers between us. That is why we must have free
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infernal frade, and in establishing this we also leamn how to
conduct free trade with the world outside, together or
separately. That is the question we are facing now for the
future and we have to do something b'eyond mere criti-
cism. When we created Mercosur we saw that we had
an aggregate GDP of around US$1 frillion, which cannot
compare with the USS 7 trillion of the United States or Eu-
rope, buf is an inferesting proportion compared with that
of Russia and even more so with that of China. The United
States exports mo-
re to Brazil than it
does to China for
example, and Im-
po\r‘rs more from
Argentina than
from Russia, which
proves not that we
are an imperial su-
per power, buf that

we have solid ba-

ses for acting signifi-
cantly at a regional or even international level. Yet it is
obvious that all this can only be achieved through a series
of actions. It Is not enough to dismantle our infernal bor-
ders, and at this point | am geoing to reply to Marcos’s
optimisfic version, not by being pessimistic but with a cau-
fious view In regard to what we hope for from the future.
We do not creafe integrafion just by adding things to-
gether, Integraftion also results from solutions to in’rernél
conflicts, Internal conflicts may exist within the region, and
it is possible that one region or ancther feels threatened
in regard to its historic privileges. Now, with Brazil and Ar-
gentfina this is a reality that creates new things. We there-

fore create cerfain problems, in that way, because in



showing our scabbard we have fo say that there is a sword
inside it, because otherwise, we could not act,

This integration, therefore, Is not just a volun-
tary project. It is not just a question of showing the com-
mon will fo be united and to leave behind political con-
frontation. On the contrary, we need to push ahead, op-
erationally, so as fo overcome the challenges. Crises, little
by little, show us how to get out of them, teach us lessons.
For example, now we have a crisls, there is some disagree-
ment as fo the consfitution of the UN's future security
council, there is a major sectoral crises too with regard to
sugar, there is a series of small crises, but what do these
small disagreements mean? That there is a crisis that can
be surmounted, or that there Is an essential crisis within
Mercosur? | am referring here to Marcos's optfimism; what
we are seeing now are growing pains. We are learning
and now that we have managed to make the political
coordination functions work, then the macroeconomic
coordination functions as well, All this is to say that we are
aware that we have to move forward. President
Fernande Henrique Cardoso and President Menem pre-
sented three new propositions to the respective Houses
of Congress. The three propositions to strengfthen
Mercosur are: @ single currency, a common defense
policy and shared citizenship. It is therefore, a highly politi-
cal project, for which reason the internal agenda of
Mercosur is highly political, eminently political, whose In-
strument is @ form of infegration that is not just commer-
cial but also cultural and political, with a unification of the
parties, with macroeconomic and political coordination,
and d whole series of instruments for institutionalizing the
Mercosur, And exactly as chancellor Schmidt said, there
ls a danger of creating toc much bureaucracy, yet bu-

reaucracy is necessary, we have fo build a feam, an or-

ganization with an establishment, and a staff,

These are the challenges we have to meet,
and we have to make progress from the legal stand-
point. Natfurally, in Argenfina’s 1994 Constitution, we
have already taken a step forward, because for the
first fime, after a good deal of suffering because of
certain delays, because of the tragedies we have suf-
fered. we now know fthat we form part of a common
pact, and this was inserfed inte our constitution, and
therefore, integration freaties henceforth take on a role
similar fo that of our constitution. It was a legisiative pro-
posal, it is a proposal for an Argentina that is building a
new political, social and cultural entity together with its
neighbors. It is o proposal for buiding a real natien of
nations. | believe that this is the real and true project
that we are building now. We have a few instruments in
this field, and | have not the slightest doubt that the
destiny that awaits us Is an exfraordinary one. All the
infernal growth rates, and rates of investment in the re-
gion are exfraordinary, and this is very representative,
today, for the Foreign Ministry and for the nafional gov-
ermment, taking into account the hegemony of Inter-
ests. Here, In front of all the Brazilian representatives, |
fruly believe that it is necessary to repeat that whoever
invests in Brazil, is investing well, because he is investing
in Mercosur, in this new project that, without a trace of
doubt, will lead to growth. And this is a guarantee of
the success of our program, both for Argentina and Bra-
zil.

For the first fime, we are seeing clearly
and we are saying out loud that the destiny of us Ar-
gentines is infimately linked to that of ofher nations. It is
not possible for a nation fo win, to be victorious, if other

nations fail. The victory has fo belong to all. We are con-
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vinced that this common destiny will have to be built by
working well and making everything work well within our
countries, and secondly, by building together these guar-
antees of g successful future, We shall have to do this and
that is why we are here, There may still be a list of debates,
of points tfo discuss, of issues that no doubt exist between
us. The newspapers often talk of crises, crisis in  Mercosur,
that Mercosur is finished. | worked as a representafive to
the European Union and | frequently realized that the press
was offen mistaken and presenfed a catastrophic view.
But | am certain that this will not happen. On the contrary,
we shall build an even stronger partnership. The govern-
ment, the people that have lived through the situations
we have lived through, as conflicts, know perfectly well
what needs fo be overceme. Today, we know what the
bilateral trade that exists befween our fwo couniries is.
We shall undoubtedly multiply if, increcse our relations
more than twofold or threefold. We know perfectly well
what it is to have common regional thinking and we will
move forward in creating the insfitutions for it. We shall
have a court of justice, we shall have institutional bodies
of this level, we shall have Mercosur parliamentary com-
missions precisely to ensure that we have that which Chan-
cellor Schmidt referred to a while ago. That is to say, we
will have democratic confrol of a process of integration
for the healthy maintenance of its insfifutions.

| would now like fo thank the
Chairman of the Forum of the Americas, Mr. Mario
Garnero and alse the Principality of Monaco for their

hospitality.
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Born in Argentina in 1950, Mr. Diego Guelar
is a lawyer and a career diplomat. Since the beginning
of 1997, he has been the Argentine Ambassador fo the
United States.The following cre some of the posts Mr.

Guelar held in the public secfor:

1996/1997: Ambassador of Argentina fo
Brazil
1989/1996: Ambassador of Argentina fo the
European Union

5 1984: Vice President of the Budgef and Fi
nance Committees of the House of Repre
sentatives; Member of the Committees on
Finance, Constitutional Affairs, Foreign Af

fairs, General Legislafion and Impeachment.

Mir. Guelar was Director of the Depariment
of European Siudies, University of Manage
ment and Social Sciences - Buenos Aires,
Argentina (1987) and Vice President of The
General Assembly of IRELA (institute on Eu

ropean/Lafin American Relations (1987).



Michel Pastor

President, Maison de L'Amérique Latine - Monaco

“Monaco, E.U. and Mercosur - The Private
Sectors Role ”

Your Excellencies, Mr. President, ladies and
gentlemen. Mr, Mério Garnere has asked me to speak
in my capacity as president of the Latin America-Mo-
nacc Chamber, on the private sector, the role of the
private sector in Monaco, in the European Union and in
Mercosur,

In fact, the image that public opinion
has of Monaco is based on certain clichés. Many think
of the Principality as somewhat distant from reality, but
any businessman knows differently; he knows that this is
not frue. The Principality offers stability, it has an excel-
lent economic environment, top-rate communications
networks, a significant banking sector and is develop-
ing various activities in several well-organized sectors.
The Principality of Monaco is a member of the United
Naticns Organization, and has diplomatic representa-
tion through its embassies and consular netwaorks in the

principal counfries of the western world. The Principal-

ity of Monacao enjoys a privileged position with regard
to the European Union. Thanks to agreements between
the French and the Monegasaue, Monaco Is under the
same customs regime as the one in France. The two
countries consfitute a customs union, and no restrictions
on circulation of capital have been in force since Janu-
ary 1% 1990, The Principality of Monaco is part of the
European Union's customs union, even though it is not
a member country of the European Economic Com-
munity. In 1996, the flow of frade between the Princi-
pality and the memizer countries of the Union came to
more than 2 billion francs.

As for the position of the Principality with
regard fo Mercosur: it does not have one; so far there
has been no agreement between cur counfries. In 1996,
the flow of trade between Monace and the countries
of Mercosur came to more than 25 million francs. | would

like to place the Principality within the framework of an
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international strategy: the Principality is a peint, a cross-
roads for an infernational strategy. and In spite of our
small size, we have advantages that many people are
often not aware of, Advantages such as the business
environment, the geographical location, and dynamism
are quite real. Let us set aside the tax benefits for the
moment and we shall return to speak of them later,

As regards the geographically
advantageous location, we are indeed a fantastic stra-
tegic point, facing south, fo Africa, to the Mediterra-
nean, yet Monaco is also a point of connection with
the north. Monaco is less than two hours away by air
from all the European capitals. It takes seven minutes
fo fly from Monaco to Nice airport by helicopter. The
Principality has organized telecommunicafions services:
Monaco Telecom broadcasts and receives images from
anywhere in the world. As regards the pelitical scenario,
the Principality of Monaco enjoys enviable political and
social stability, guaranteed by solid insfitutions and a
well-established legislative and regulatory system based
on consensus and on economic and social develop-
ment. This year we are celebrating the 700" anniver-
sary of the Grimaldi dynasty.

The economic dynamism of the Princi-
pality deserves a few words as well. For a long time, the
Principality of Monaco has been very aware of its par-
ficipation in the economy. The Principality’s domes-
tic economy is very sound. There is practically no un-
employment, there are 700 companies, and 32,000 jols,
there are many more jobs created annually than the
local population. As for the figures of the economy,
around 10% of GDP is accounted for by light non-pol-
luting industry with high added value. Some Mon-

egasque companies are now multinational, leaders in
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their sector, such as, for example, the cosmetics indus-
try and the pharmaceutical industry. The well-organized
public and private sectors provide the Principality with
a lot of dynamism.

The dynamism of the public
sector can be illustrated by the government’s priority in
1996 fo a new plan covering investment, processes and
improved information, the creation of specific support
for industry and trade, the preparafion of economic
surveys and the paricipation, applicafion and imple-
mentation of a permanent system fo this effect.

The Principality ‘s efforts focus on indus-
trial activity, individual and business tourism and the ter-
tigry sector; 71% of the subsidy programs are directed
at industry and 10% are aimed at organizing various
activities to develop the counfry’s tourism and culture.
The government also involves ifself in giving confinuity
to large-scale urbanization projects, with a budget of
more than a bilion francs a year. The current projects
include an underground railroad station, which will al-
low tourists to move around better and will release four
hectares of ground for local companies to improve the
ared and yield space for the construction of housing. A
new exhibifion and congress center is currently being
built with an auditorium for 2,000 people and sophisti-
cated technical equipment that, as from the year 2000,
will allow the presentatfion of operas and international
concers. The port is also being expanded fo be able
fo berth much larger boats and offer a more affractive
structure, including a marine station.

As for the private sector, the
Principality of Monaco enjoys a relatively diversified
economy, which can be grouped into six main sectors:

1 - Trade, both wholesale and retail. The sales of this



sector account for around 40% of the estimated total of
36 bilien francs, and are increasing continuously, thanks

chiefly fo the luxury goods trade and the installation in

recent years of various international travel agencies, such
as Carrefour, Cazino and other firms.

2 Banks and financial institutions  the bank-
ing sector represents 17% of the Principality’s sales, Bank-
ing in Monaco is guite original in that, although it does not
belong fo the European Economic Community, it is inte-
grated with the French customs and banking union, thus
adhering fo French guidelines established in harmony with
European regulations. This guarantees reliability and safety,
This specific situation has cpened a new route for invest-
ment and, in particular, for Private Banking as well as for
infernational trading companies. The world's leading banks
and international financial establishments are represented

in Monaco; there are more than forty such establishments.

The banking sector Is expanding and currently is the thir-
teenth largest employer in the Principality. The Mon-
egasgue banking system is characterized by its discretion
and reliability; it ensures confidentiality for transactions,
while at the same time it takes part in the battle against
money laundering; and this results from the 1993 legisla-
tion. The range of services runs from trading portfolio

management fo international frade credit operations.

INDUSTRY:

The indusfrial sector is the Principality’s
third largest economic activity accounting for 15% of
employment and 10% of sales. The Principality’s indus-
try is non-polluting; it is mostly made up of sophisticated
chemicals, pharmaceutical products, cosmetic produc-
fion, electronics, and the transformation industry, chiefly
plastics. Biotechnology and maritime businesses also find
an exceptional place for development in the Principal-
ity. The construction and real estate industries continue
fo be one of the solid sectors In Monace and offer real
opportunities. They occount for 8% of the Principality’s
sales. Innovation and dynamism are the features of the
Principality’s builders, Monaco adheres o the most
demanding international standards in construction,
particularly In the field of antl-seismic construction. We
also have many liberal professionals:  lawyers, accoun-
tants, and consultanfs. There are also various compa-
nies in the fields of information technology, transport

and shipping.

TOURISM SECTOR:
Tourism is a magjor activity because of
the numiber of visitors - more than 700,000 o year - and

involves many four-star hotels. As for international tour-
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ismn, Monaco is very sought fo fourist destination. Besides
normal tourism, there is clso business tourism. In terms of
life quality: the climate is very plecsant, the beauty of the
views Is a very well preserved heritfage and Monaco of-
fers excepftional life quality, with a wide choice of hous-
ing, both within the Principality and in the neighboring ar-
eas, In fact, everything is guaranteed for people tfo enjoy
a pleasant stay, for people to have a very efficient police
service and permanent security within the territory. The
Principality also offers top health care services through ifs
hospitals eguipped with the most advanced instruments
and through Its cardiology center staffed by renowned

infernational teams.

CULTURE:

The Principality offers opera and con-
certs, It has a high quality, infernational level educc-
flon system. It organizes events such as the sculpture
Biennale and the springtime of the arfs. There is a whole
series of activities and fop-notch sports facilities for golf
and nautical activities. We also hold the Monte Carlo
rally, tennis tournaments, and our soccer team, which
has been playing for years at the top European level,
has just won the French championship. There are also
the special characteristics of the taxafion sysfem, such
as the absence of income tax. The Principality’s tax sys-
tern is a mild system, that is to say, its moderation favors
the dynamism of the economy, and gives flexibility to
private enterprise. The only direct tax is on the profit of
industrial and cornmercial activity. The Principality thus
discards all the other types of taxes that exist in other
countries, such as, for example, a wealth tax, value

added tax, property tax, etc.
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CHARACTERISTICS OF THE MONE-
GASQUE TAX SYSTEM:

| would like to draw your affention to four
principal points: taxation of individuals, of companies, the
taxation of capital and its transfer, and the faxation of
consumption. The taxation of individuals in the first place:
all individuals resident in Monaco who are not of French
nationality are exempt from income tax, from any Mon-
egasque taxation on wealth, property tax, and land tax.
There is a special tax situation for French citizens resident
in Monaco; this is govermned by the 1993 tax treaty signed
between France and Monaco, the sole tax convention
of its type that exists. People of any nationality other than
Monegasgue or French are not subject to income fax or
wealth tax. Nonetheless they may be subject to income
tax and wealth tax on account of the tax legislation of
their countries of origin or on income arising fhere. Be-
sides this, income from Monegasgue sources paid to indi-
viduals who are not resident in Monaco is not taxed at

source.

CORPORATE TAXATION:

A profit tax is the only direct tax
charged by the Monegasque government. The SBE was
introduced Inftc Monegasque law at the beginning of
March 1964. In 1996 there was a change: the fax on
income has been 33 and 1/3 percent since January 17
1993; however, various deductions can be claimed on
the taxable profit, in parficular as regards the remunera-
tion of directors that exercise a function within the com-
pany compatible with these parameters. Besides this,
the specific rules applied to the amortization of capital
and fixed assets also constitute a major attraction both

for companies and their directors. We should say that



the tax only covers part of the state’s marginal income,
and it is also interesting to note that tax legislation in Mo-
naco makes no distinction between the legal operation
of listed companies and that of private companies, nor
any distinction with regard to the nationality of any com-
pany, whether it be a Monegasque company, a Mon-
egasque branch or a foreign company established in the
Principality. Companies located in Monaco are classified
within one of the following categories: companies, what-
ever their mode of operation that exercise an industrial
or commercial activity within Monegasque territory, and
the sales of which amount to 25% of the operations car-
ried out directly or indirectly outside Monegasque ferri-
fory will be taxed. Cn the other hand, a Monegasque
company that makes more than 25% of its sales inside
Monaco Is not subject fo this ISB tax. As to the granting of
pafents, frademarks, ond copyrights, companies receive
the following tax freatment: Monegasque tax legislation
lays down specific tax provisions applicable to adminis-
fration offices that are taxed In accordance with their
operating expenses at the rate of 2.66%.

The tfaxatfion of capital ond the transfer
of capital: once again we are talking of a moderate tax
regime. Taxes are manddatory on cerfain transfers, such
as, for example, certain registrations on which there are
fixed and proportional rights, An example of this is the tax
of 6.5% on the transfer or sale of property, land or build-
ings. Acts in respect of the formation of, or Increase in,
the capital of a company are taxed at 1% on the total
amount of the assefs. Shares and debentures issued or
subscribed by a limited company are taxed at 0.5%.

Inheritance and gifts: a special tax may
be payable. These are rights of registration that are in

proportion to the wealth transferred and are exempt from

all inherifance tax on assefs passing in the direct line or
befween spouses. Other gifts on death, of the enjoyment
of chattels or real estate are taxed on the basis of 8% in
the case of brothers and slsters  and in accordance with
another proportional tax if there is no family relationship.

Consumption tax: VAT is the Principality’s
only indirect tax. Article 15 of the 1963 French-Mon-
egasque taxation agreement provides that taxes on sales
and indirect contributions will be calculoted and applied
in Monaco in accordance with the same parameters and
rafes used in France. In practice, changes made in France
are applied immediately in Monegasque territory be-
cause fthe Principality of Monace’s customs union comes
under the European Union's custorns regulations, and thus,
it applies all the EEC’s regulations in terms of taxation. The
VAT on products and services s 5%.

In conclusion, if you head a group that
wishes to: 1) export to Europe, and to penefrate the
Mercosur market; 2) form an association with a com-
pany in the European Union or Mercosur; 3) centralize
the management of your group in one country; 4) im-
prove your asset monagement by finding a country
where faxation, both nationally and professionally is low:
and 5) combine business and pleasure, come to Mo-
naco and spend a few days here as a tourist or as a
businessman because Monaco could well be your ideal
location, your best strategic choice. Monaco will not
provide solutions for all your problems, but we can help
confribute fo your international management in the best
possible way. It is in this context that we wish to make
Monaco known as an acknowledged, international level
professional location for privieged interchange. The out-
look is excellent, the climate very agreeable, the cultural

and sporting events numerous and of high quality, and
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the geographical location is unbeatable. And, let us not
forget, above all, we offer a highly afiractive tax system
as | have just described. In Monaco, undoubtedly, com-
panies from Mercosur will have direct access to the Euro-
pean Union, without customs barriers and with the very

affractive tax advantages that | have mentioned.

Michel Pastor, 54, was born in Monaco. He
holds a degree from Geneva’s Ecole de Commerce.

His professional activities include the following:
Monaco:

President of the Association of the Mon
egasques: Pastor Real Estate Center (real
estate management and transactions).
La Résidence (real estate rentals)

Le Colisée (real estate rentals)

Rigel (real estate rentals)

Du Parc (Construction Company)
In France:

President, Financiére Hédiard S.A.

Vice President, John Taylor S.A. (Michel
Pastor Group)

Manager, Societé Nouvelle PEAU

Mr. Pastor is President of I’Association
Maison de I’Amerique Latine de Monaco,
Monaco’s Latin American Association, and

a member of the UNESCO Commission at
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Stanley Au

Chairman, Delta Asia Financial Group - China

“China and Brazil - A Cooperation
for the XXI Century ”

| feel like a sinner going To confession here,
because | have to admif that | am not an expert on
Brazil. Also, to be frank, although | often travel to other
countries around the world, | have never been to Brazil
or to any other country in South America. Perhaps, |
should explain why | have never been to these coun-
fries. First, because they are too far. Second, because
it's too expensive to go there,

Trade between Brazil and Hong Kong
accounts for a very small part of Hong Kong's trade.
What | know about investments and frade in the
Pecple’s Republic Of China dates back to the early 80's,
when China began cpening up after the reformsin 1979,
Eversince then, [ have been very active in terms of three-
way frade between China, Taiwan and Hong Kong.
When | was preparing this presentation, | resorted to
multimedia information and to libraries. | was originailly

asked to speak on China and Brazil, but | have added

some elements that refer to trade and investment op-
portunities in China. Therefore, | will now talk about
China and Brazil, and trade and investment frontiers that
still need 1o be explored.

Because Latin America is far away from
Asia, itis little understood and not much noticed by Asian
businessmen. To most Asian businessmen, Latin America
is the poor cousin of North America and is froubled with
high inflation. In fact, Latin America has re-emerged
from the 1980°s Crisis Year as a New Growth Frontier,
Inflation is now largely in the single digit levels; this yearly
average was offen the daily rate of inflation before 1990,
in countries like Brazil. Growth is moderate but steady,
also within single digit levels. International frade and
foreign direct investment is surging, often at double-
digit rates; spurred by economic liberalization and dra-
matic falls in fariff and non-tariff barriers.

Once again for the same reasons, that
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is because of the distance and the
lack of knowledge of Latin America,
Asia has falled to capitalize on this
boom. Lessthan 10% of Latin Ameri-
can imports come from Asia, mostly
Japan. By contrast, half of allimports
come from North America alone,
with an additional 20% from Europe,
Exportfs reflect importfs, in ferms of
regional desfinations.

China’s frade statis-
fics mirror the low volurme of Asia-
Latin America frade: only 2% of
China's exports and imports come
from Latin America, with Brazil accounting for the ma-
jor portion of each. Again, as evidence, one can note
Hong Kong's fotal frade with Central and South America
(including Chinese re-exports and imports) has only now
reached the USS 6 bilion mark; yet Hong Kong's total
trade volume exceeds USS 300 billion,

These days, more and more Asian busi-
nessmen are looking cutside of their fraditional markets
for opportunities. Many of them have now discovered
Latin America, Qut of all these countries, Brazil is the
largest Latin America market awaiting Asian penetfra-
fion.,

Brazil is now a major emerging market,
and the eight largest economy in the world, with Gross
Domestic Product reaching USS 800 billion, roughly equal
in size fo that of China. No other country in the region
exceeds the USS 100 billion mark in output; in fact, Brazil's
share of the world Gross Domestic Product, is approxi-
mately the same as that of the rest of Latin America.

Market fundamentals in Brazil are rela-
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fively sound, with annual output
growth averaging 4-5%, and inflation
hovering around the 6% mark; as re-
cently as 1994 inflation totaled almaost
100%; formerly, inflation rates of
2,000% were recorded;

Trade favors imports
over exports, so that the current ac-
count balance is negative, though
manageable, given the strong inflow
of foreign direct investment.

Trade growth is as-
sisted by a radical revamping of

Brazil's tariff policies, and that of ifs

N

immediate neighbors, now members of a Southern

Cone Common Market, Mercosur; along with relatively
high per capita national output levels (USS 3,500 for Bra-
zil: and US$ 5,000 for the Mercosur Common Market):
the most common applied tariff rate is now 14%, prod-
ucts of interest to Hong Kong SAR and China, generally,
are typically levied tariffs of 18-20%; as recently as 1990,
typical fariffs averaged 20-105%.

Overall, Brazilian trade now exceeds
USS 100 bilion per year; with considerable potential for
growth, given that this represents only about 15% of
Gross Domestic Products.

Though starting from a very low base,
trade between Asia (excluding Japan) and Brazil is
growing at a rapid rate; for example, Brazil's trade with
Hong Kong (which consists mainly of re-exports from
China) has grown from about US$ 200 million in 1990 fo
USS 1.6 billion tfoday; similar growth rates have been ex-
perienced in frade between Hong Kong and Mercosur.

Potential Hong Kong trade with Brazil is



still enormous, since it represents less than 2% of Brazil's
exports and imports; and Brazil is ranked as only 20th in
Hong Kong's frade partner stafistics,

With Brazil belng such an enormous
country with 150 million people and about 800 billicn
dollars in GDP, what are its investment opportunities?
Like Ching, it is a powerful magnet of foreign capital.
Aside from frade opportunities, there are direct foreign
investment ones as well; cumulative investrents exceed
US$ 50 billion in Brazil alone.

Asia, however, benefits little from this
market; among the top ten exporters and importers to
Brazil, enly Japan is a noticeable contributer, though
China is an emerging force - as the eighth largest ex-
porter to Brazil.

In terms of cumulative foreign direct
investments by country of origin, only Japan is repre-
sented among Asian countries, and ifts share is less than
10% of the fotal.

Now let us ask a question. What can
China do in Brazil, this unexplored frontier? For China
there is considerable scope for additional trade and
investment in Brazil. Brazil is @ major exporter of agricul-
fural products; though the bulk of exports - measured in
USS ferms - are in manufactured items. Brazil s also o
major producer and potfential exporter of mineral
wealth.

Using Hong Kong trade statistics, it is clear
that Brazil has a strong comparative advantage in ex-
porting food products and natural resources to Asia; in
furn, Brazil is @ manufacturer of telecommunications
equipment, foys, games, sporting goods, plastic articles,
footwear, watches and clocks, household appliances,

and, increasingly, machinery and parfs.

Given Brazil's relatively liberal foreign
investrnent environment, considerable opportunities
exist for countries such as China to directly invest in
Brazil’s agricultural, mining and infrastructure sectors and
fo export output to Asian markets; af present this op-
portunity is mostly unexplored.

Now let us ask another guestion. What
can Brazil do in China, another unexplored frontier?
China may also present new opportunities for the Latin
American market. China is the werld fastest growing
country, consistently growing at 9-10% a year; ifs de-
mand for imports is enormous. China is set to transform
its state-owned entferprise sector (SOEs), opening for-
eign investment possibilities across much of the non-
agricultural economy and excluding only strategic suk-
sectors such as those linked fo national defense.

China has the largest infrastructure in-
vestment program In the developing world, amounting
to up fo USS 1 trillion over the next decade. As an ex-
ample of the scope of this infrastructure program, one
can cite the Three Gorges Dam on the Yangtze River's
central area. The Dam will stretch 2 kilometers across,
soar 185 meters info the air, and create a 660-km-long
reservolr in central Hubel province; electric generating
capacity will total 18,200 megawatts. Total investment,
including financing costs, will exceed USS 30 billion.
Construction and engineering services will be required;
as well as large-scale procurement of eguipment, in-
cluding 26 water turbine generating sets, each with the
capacity of 700 megawatts,

While developed countries will reap the
pulk of related contracts, developing countries with
experience in hydroelectric power generation (includ-

ing Brozil) could benefit by teaming up with suppliers
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from other countries.

Having said allthis, itis very obvious that
there is a lof of synergy for China and Brazil to work
closely together. It is up to businessmen from these two
countries fo explore the pofentials. These mutual op-
portunities can only increase further over time, as both
China and Brazil grow faster than the rest of the world.
The World Bank projects that China’s Gross Domestic
Product will increase from 1.7% of world output to 4.3%
by the year 2020; Brazil's output will grow from 1.7% of
world product to 2.5% by 2020. As a result, thelr share of
world exports should double during that time span.

As we all know, Hong Kong is the gate-
way fo China. In handling China’s internafional trade
and foreign direct investment activities, Hong Kong has
a proven capacity to act as an infermediary:

There is an increasing frend for Brazil-
ian and Mercosur companies to directly place orders
from their foreign suppliers: this practice creates busi-
ness opportunities for Hong Kong through offering frad-
ing services to these buyers; Brazilian - and Mercosur -
impaorters lack business connection in Asian markets such
as China; they rely heavily on frading companies fo
monitor product sourcing, shipping darrangements and
product quality contfrol; these services Hong Kong can
provide.

The banking community, in both Brazil
and Hong Kong, and Latfin America and Asia, gener-
ally have alarge numibzer of financial intermediaries with
proven capacity fo finance internafional frade; yet, to
date, trade is financed largely by third-party countries;
Hong Kong banks are invisible in Brazil or Mercosur and
vice versa.

Basic links, such as direct airline service,

are lacking; travel fime between Hong Kong and Brazil
is still twice that to Europe or the U.S. Pacific Coast; this
could be cut in half.

Trade is also hamperad by severe con-
strains where a commeon trading language is con-
cerned; for example, in Hong Kong, few companies
have the capacity to deal with Latin American part-
ners in their native Spanish or Portuguese, whereas few
South American companies feel comfortable doing
business in English alone.

Before | drag on too long and get all of
you bored, | befter sum it up. Measured by potential
opportunities, frade and investrment activities at both
er]ds of the market leave much scope for improvement;
nevertheless, this China-Brazil connection is the world’s
next great business story; once it could be labeled as
merely promising but distant, now i1 is a reality that the

infernational community ignores only at its own peril.

Mr. Au, 56, is a banker with more than 35
vears of professional experience in the area. Af present,
he is Chairman of Delta Asia Financial Group, a bank-
ing and financial institution based in Hong Kong and
Macao. He was one of the pioneers of the merchant
banking concept and set up the infernational gold bul-

lion market in Hong Kong in the early seventies.

In 1993, Mr. Au was elected to the Board of
the Hong Kong Stock Exchange and in 1996 was re-

elected for another three-year term.



Mr. Au’s achievements in the finance in-
dustfry have earned him infernational recognition from
the British newspaper “Financial Times” (1976) and the
German magazine "Das Kapital” (1977) as one of Hong

Kong's most successful financiers.
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Rubens Barbosa

Brazilian Ambassador to the United Kingdom

“Brazilian Economy, Real Plan,
Stabilization and Privatization ”

The organizers of this confarence asked me
fo speak abouf the Brazilian economy, the Real Plan,
stabilization and privatization. | think it is about time. This
morning, we heard about investment opportunities in
Monaco, and se far we have heard little about Brazil, |
am going to make a presentation without geoing into
great detail because you are going to have at least
four presentations, from a director of the World Bank,
from Minister Eliseu Padilha, from Congressman
Inocéncic de Oliveira, from Secretary Emerson Kapaz,
who will go inte more detfail about what | shall present
as an overview,

First, | would like to emphasize that, in
these last seven years - and above dll from the Real
Plan onwards - Brazil has been gradually fransformed,
Today, Brazil Is a new country compared with what it
was at the end of the 80's. Internal reform measures

have gathered speed. We have implemented consti-

tutional reforms over these years fo allow for the open-
ing up of the economy, deregulation, legislation for the
granting of concessions for public services, the aboli-
tion of the distinction between foreign and Brazilian
companies - which are now on the same footing with
regard o investment in Brazil - the end of market re-
serves, the end of monopolies.

All this has represented a major frans-
formation in the Brazilian economy, in the way business
is done in Brazil and in the way to invest in Brazil. Now,
affer seven years, we can see significant results - such
as the performance of this economy - coming from
these significant, impcrtant and sfructural changes to
the Brazilian economy and society. | am not going to
fire you with numbers, buf the inflation figures have al-
ready been mentfioned. From almost 40% a month in
July 1993, inflafion has come down to less than 6% in

1997, and will be sfill lower in 1998. The economy has
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enjoyed sustained growth af higher rates than in earlier
years. These recent years of growth in the 3.5% - 4%
range may not have been at the same level as Ching,
but it has been sustained growth and is on a rising trend,

The level of foreign reserves, which for
us is essential as a defense of the economic palicy that
Brazil has been following, continues high. Foreign trade

is on the rise. In short, all this macroeconomic data

clearly shows the path that has been followed in these

last few years, And this path reveals growing opportuni-
ties for foreign investors, both in terms of business and
investments. And in the conversations | have had in Lon-
don, | always ask why Brazil? If China is growing at 9% to
10% a year, if Asia unfil very recently was a great attrac-
tion, why is Brazil still so little known? The picture painted
by our friend from China is the same one that we hear
in Europe. There is a substantial lack of awareness in
regard to what is happening in Brazil. So, why Brazil, and
within this general lack of awareness, why is Brazil now

the investment target and why s it attracting business?
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I think we can answer this by highlighting two aspects,

First, political stability and second eco-
nomic stability. Political stability has been a major fea-
ture of the situation in Brazil in these recent years . Fol-
lowing the refurn to civilian rule in 1985, Brazil has been
through a fough proving ground to demonstrate this
polifical stakility. It has been through the reaffirmation
of growing democratic principles, through several im-
portant elections, and next year we shall once again
demonstrate this consclidation of the democratic pro-
cess in the country. This political stability can also be
seen inthe great number of constitutional amendments
that have been approved, with the significant coop-
ergfion of the National Congress. This is vitally impor-
tfant. On the outside, it is oftfen thought that these re-
forms are taking place slowly, against the opposition of
many sectors. Yet in a democracy, these situations are
normal, and the Brazilian Congress has given essential
support tfo the measures proposed by the Executive
Power to modernize the country and bring it up to a
level of competitiveness where it can occupy an out-
standing place on the intfernational scenario.

Within this framework of political stabil-
ity, the reform of the state can also be underiined as a
factor leading to this stability. The reform of the State in
Brazil is a solid process. It is moving ahead gradually
and with the support of Congress. | am certain that the
most important reforms being debated in Brazil toacy
and in the coming months will be approved, further re-
inforcing the country’s political stability. The other as-
pect that | mentioned, which is highly important for far-
eign investors, Is the question of economic stability, And
here too we have shown that Brazil is seeking to imple-

ment it within the established goals, and this is an im-



portant aspect that must be emphasized. The guide-
lines and the direction of the economy have been very
clear since the Real Plan. Perhagps in earlier years, other
governments had also planned fo reform and modern-
ize the country, and fo recuce inflation. Yet for a series
of reasons, the way ahead was not defined. There will
be opposition, there will be groups or parties that want
tfo carry out these reforms in a different way, but no-
body questions the direction that is being followed. And
that direction will lead te Brazil's competifive infegra-
fion info the global economy; the path is the confirma-
fion of democratic values, and the reduction of the role
of the State to its modern functions of regulation and
guidance, rather than a State that interferes in produc-
tion, that inferferes in the private sector. So these two
aspects, that of polifical stability and that of economic
stability, give the investor - and this is important and
that is why | mentioned these two aspects - the meanrs
fo make projections, as stability is present in the eco-
nomic rules and in the rules governing Brazilian society.
The possibility of a second term of office, now allowed
for Brazilian presidents, in the same way as in the United
States, with four years plus four more, this too offers the
prospect of a longer period of stability and consistency
in terms of the policies that are being established.

In fact those that know Brazil also know
something about the instability we have lived through
in the past, the constant changes, not just of policies
and rules, but of the people in government. This has
disappeared. The rules are stable, people are stable
and policies are stable. In this context, | have already
mentioned the stability of the state as an important as-
pect of the reform process which the country is going

through. It Is important to menfion two more aspects

that are producing business cpportunifies and invest-
rment opportunities. First it is the privatization process
which Brazil has implemented since the beginning of
the decade. Since 1990, more precisely since 1991, Brazil
has been going through a major process of reform, giv-
ing priority fo the private sector and with a great num-
ber of formerly state-owned companies moving into pri-
vate ownership. This has been possible, as | have said,
through the joint work of the executive and the legisla-
tive branches in approving constitutional reforms dur-
ing the current Administration’s first ferm in office. These
reforms have opened up telecommunications, com-
munications, energy, railread, and coastal shipping sec-
tors to the private sector. In short, the private sector now
;;orﬂcipo‘res extensively in many sectors which had pre-
viously been under state monopoly.

The investment opportunities are there,
and you, genflemen, are following these major reforms,
these great processes of putting sfate-owned compa-
nies out to tender. In some sectors, 100% of the former
state ownership has been transferred fo the private sec-
tor. This was the case with the steel and pefrochemical
industries and is now beginning with the telecommuni-
cations sector. The railroads have been fotally priva-
tized with great success. This year alone, the Brazilian
government expects to obtain approximately USS 20
billion, and next year approximately US$ 30 bilion from
these privatizations. The other sector that | would men-
fion here is the infrastructure sector. We referred this
morning to the question of Mercosur, of the expanded
market, The next stage in the expansion of the market
in the frading area is the improvement of infrastructure
in general and above all of the highways, ports and

communications. Approximately 42 projects are being
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developed under a special program which is open o
private sector participation. According fo dafa pro-
vided by the Inferamerican Development Bank, there
is an estimate, within given condifions, that Latin
America will require around US$ 60 billion a year fo be
spent on infrastructure. In the case of Brazil alone, ac-
cording fo IDB data, some USS 23 to 24 billion will be
necessary, and a significant part of this amount will
come from the government - around 65% to 70% - but
the rest will come from mulfilateral financial organiza-
tfiens, such as the World Bank, The Interamerican Devel-
opment Bank, the InterEuropean Investiment Bank and
dlso the private sector, both from banks and compa-
nies. About 5 fo 10% of this fotal - in the case of Braazil
around 2 to 3 million dollars - should come from the
private sector overall. What is the response to this? That
is fo say, is o new Brazil emerging? Is there real eco-
nomic stability? What is the perception of the inferna-
tional business community?

After three and a half years as ambas-
sador in London | have become used to accepting that,
here in Europe, Brazil is stil on probation. Many things
we have done in the past are sfill alive and well in the
minds of investors and for a few years to come we are
still going to be called to account for things we did in
the past. The Europeans ask whether the government
will have a majerity for each bill submitted to Congress.
Each time a law is passed with a majority they ask
whether the next one being promised will be submit-
ted. They ask if we have a majority, whether the oppo-
sition parties will allow it, if the data we are prasenting is
reliable, whether it can be maintained, whether it will
be improved, whether inflation will return. This is the price

we are paying for a not too distant past, for certain

o

measures that were taken and which caused great re-
percussion dabroad, both with regard fo the external
debt and the opening up of the economy. So | accept
this state of permanent probation in which Brazil finds
itself as a part of the problem. We are going to have 1o
keep on showing the progress that is being made, we
are going to have to try to change this perception of
Brazil abroad. Yet, in my opinion, these changes fo
Brazil's image cannot be built upon government cam-
paigns to improve the image, but must be based on
changes in the real world. And this is what is happen-
ing. These real world changes are going to cause for-
eign investors and foreign governments to change with
regard to Brazil, and this state of permanent probation
will come fo an end. In these last three and a half years
in London, | have been able fo observe, at least in the
city, and ameng British companies, that a change in
attitude has begun. Just as there is a gradual change
within the country, over here there is a gradual change
in the perception with regard o Brazil. | should say that
foreign investors and foreign governments are viewing
Brazil with cautious optimism. It used to be an attitude
of reservafion, of wait and see; now, in my opinion, we
have already reached another stage. We are at the
stage of cautious opfimism. Let’s see - maybe it will
work — let's keep an eye on it, let's start placing our
bets on this emerging market. And the results are start-
ing to be seen. You may have seen, gentlemen, that
World Bank report which placed Brazil among the five
great countries, the five great economies of the next
ten to fiffeen years.

In Britain, the Chancellor of the Exche-
quer and the Secretary of the Treasury prepared a docu-

ment that was leaked to the press saying that Brazil,



over the next ten to fifteen years, would be among the
seven largest economies. The G-7 will have a new com-
pasition, and if it is the weight of their economies that
counts, Brazil will be in and Britain will be out, This report
caused great repercussion in the British press. Perhaps
you know that in terms of financial investment, invest-
ment in shares, in the stock markets of emerging mar-
kets, the global emerging markets, it you add all the
American and European funds, for the last three years
Brazil has been the country, according to studies that |
have had the cpportunity of seeing, in which they have
most invested in sfocks: 11% of all funds invested in
emerging markets, that is to say, Asia, Eastern Europe
and Lafin America, are channeled to Brazil. China and
Hong Kong receive 7%, and Mexico 6%.

This is @ significant indicator. In spite of
the criticism, the lack of confidence, investment is chan-
neled fo Brazil. We know that the rates are highly favor-
able, very positive, but this is still o vote of confidence
in Brazil. We recently saw data published on investment
in all the countries of the world, and Brazil is ranked in
second place among all emerging markets after China,
and in fifth place affer the United States, Britain, Japan
and China with regard to overall overseas investment. |
think if is Important to give a few figures. With regard to
sfock market capitalization, Sao Paulo, in June this year,
was dlready the second ranked stock market among
emerging countries, coming right after Taipei. From
January to June 1997, 3@o Paulo was in fourth place
among the emerging countries in tferms of frading vol-
ume. According fo data atf the end of 1996, the capi-
talization of the Brazilian stock market was more than
US$ 200 billion. These are meaningful figures, showing

Brazil's participation as a significant player, not just in

the financial area, but also in international frade. | think
that, with these figures, | will conclude at this point, |
submitted to you a few reasons to go to Brazil to discuss
and see some of the market potential. And also to con-
clude, | would like to refer to a noticn that exists in Eu-
rope, and | see also exists in Asia, that Brazil and Latin
America are the poor cousins of North America, and
that most of our frade is with North America. In fact, this
is not frue af all. Most of Brazil's and South America’s
frade is with Europe and not with the United States. The
United States is our biggest individual trading partner,
but our biggest regional partner is Europe, representing
around 28 fo 29% of frade, Europe is as strong a partner
qs the United States, if we take Europe as a whole from
the peint of view of investment. Therefore, | think this
type of meeting, this fype of seminar, is important so
that we can present up-to-date information on what is
happening in Brazil at present, given that our country is
among the emerging counfries that are competing not

Just for trade but for investrent from around the world.

Rubens Antonio Barbosa, 59, is the Brazil-
ian Ambassador to the United Kingdom. He has a Law
Degree from the University of SGo Paulo and an MA De-
gree In Special Studies on Latin America from the Lon-
don School of Economics. Ambassador Barbosa has
also faken other courses such as Government Planning,
at the University of Brasilia and Economy. Finance and
Poitics at the London School of Economics. In the course
of his diplomatic career, Ambassador Barbosa headed

the Brazilian Section at Mercosur and was Vice-chair-
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man of the Permanent Foreign Trade Committee of the
Foreign Affairs Ministry. He has also written a number of
magazine and newspaper articles, as well as a book on
A Perspective of Latin America: Infegration from Theory
fo Reality”.

At present, Ambassador Rubens Barbosa

presides the Association of Coffee Producing Counfries.
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Flavio Fava de Moraes

President, University of SGo Paulo - Brazil

“T'he Current Stage of Scientific and
Technological Development in Brazil ”

The theme | was asked to speak on is that
of Brazil's stage of scientific and technological devel-
opment and | would like first o explain the challenge
that Brazil faces with regard to technological develop-
menf. We can see that although the population of the
world is around 5 to 6 bilion people, only around 700
million live in countries regarded as developed. Then
we have a small segment considered to be develop-
ing countries, and finally o huge section of the world's
population living in territories deemed to be underde-
veloped. Lafin America is located here in this segment,
with 450 milien people and if we distribute Brazil within
this segment, it would be precisely the borderline coun-
try with 160 million inhatbitants between the yellow color
of underdevelopment and this greenish color of coun-
fries in a clear process of development. We are, there-
fore, exactly at a point of transition foward a good level

of development.

The challenge that we face in making
this leap in competitive quality is involved in the organi-
zation and marshalling of three principal agents. The
first is the government, which generally wants to see
fast results. The second is the business community, which
also wishes to see fast and profitable results, And the
third is the system of research and development, which,
in the case of Brazi, is basically in the universities, which
have a slower commitment to the acquisition of knowl-
edge. The University of SGo Paulo was born internation-
alized, was born globalized, because out of 40 thou-
sand students and 5 thousand professors it has 5 thous-
sand students and professors from abroad, coming from
75 different countries. This participation by the universi-
ties in the international system, and in particular the sys-
fem of the American continent, takes place within a
Mercosur economy of one and a half bilion in which

there are 200 milion people and 450 million people in

59



Latin America as a whole. But in the future FTAA we
shall have 750 milion people and an economy of USS
13 billien.

What can Brazil offer in terms of devel-
opment? It can offer something obvious, namely, that
the country’s development needs pecple and invest-
ment. And regardiess of this, it offers polifical stability
with quite a reasonable democratic system, an
economy enjoying infernal and external credibility, and
it offers youth because it is still a very young country.

The place where research fakes place
in Brazil is basically in the universities, both for basic re-
search and applied research, as well as development.
The universities have an enormous responsibility in Brazil
because we still have a culture in which business in-
vests very little money in research. Therefore, universi-
ties have four missions in Brazil: that of creating knowl-
edge through research, that of spreading knowledge
through teaching, that of preserving it through access
to information, and they have fo know how o use the
information, that is To say, they have fo feach the use
of the technologies. In the case of Brazil, the universities
are governed by the following parameters. If we fake
the February 1995 edifion of the magazine Science,
which was a special issue dedicated to science in Lafin
Americq, it shows that four countries undertake quite a
lot of science and technology just in Latin America. The
only one improving is Braazil,

We note the performance of Argen-
tina, Mexico, and Chile. This arficle in Science, that re-
views more than a decade, shows that scientific devel-
opment in Brazil is on the rise. If we were fo look at the
total investment in science and technology up to 1990,

we should see that as a percentage of GDP Brazil in-
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vested litfle more than 0.5%, in fact around 0.7% of its
GDP in science and tfechnology, thus being some way
behind the countries listed here, in particular Japan, the
United States, France, Germany, Britain and even Italy
and Taiwan, which are countries that invest quite a lot.
Our investmeant, therefore, is apparently a small invest-
ment as a proportion of our GDP. When we see of that
0.7% invested how much came from the privafte sector,
that is to say, from industry, Brazil, as | have already said,
has a low spending culture of around 0.1 or 0.2 or 0.3%
at most of private investment. We know that if we tfake
the United Stafes, which is the standard against which
fo judge development in science and technology and
if we examine some work done af the National Science
Foundation we can see who pays for science and fech-
nology and who carries ouf the sclence and technol-
ogy in the United States. These graphs are quite infor-
mative, showing that development is paid for firstly by
industry and secondly by the government with practi-
cally no development receiving investment from the
universities. When we examine applied research, the
share of industry falls to about the same as the govern-
ment and the share of the universities and other sources
rises. But when we look at basic research in the United
States, we see that it is the government that is the greaf
paymaster for this research. And when we lock at who
does the research in the United States we see that it is
the universities. And it is industry that does the develop-
ment. So we have a country in which development and
basic research are carried out in Two guite different
sectors, in terms of making progress in science and fech-
nolegy.

If we analyze Brazil and we look at

where science and technology are done, we shall see



that this takes place basically at ten universities. There-
fore, the instifutions carrying out research are basically
universities. As we can see, the only cone that is not a
University is a research instifute. And of all the universi-
fies dedicated to science and technology in Brazil, only
one is a fortunate exception in not being in the south or
southeast of the country, namely the University of
Pemambuce, which is ranked in eighth place and is in
the northeast of the country, Of the four leading univer-
sities, three  the University of $ao Paulo, the University of
Campinas, and the Jullio
Mesquita  University are in
the State of Sd&o Paule,
Therefore, the State of Sao
Paulo and the other southern
states are the only regions
that concentrate any de-
gree of competence in the
development of science and
technology. And of the ten
leading places, only one
which is In Rio de Janeiro is not @ University,. When we
look at the share of publications we can see the type of
curve it shows and it is exactly the same type of curve
that the University of Sdo Paulo shows, In other words,
what happens in the University of S&o Paulo is typical of
what happens in the country as a whole,

In Brazil, businessmen and companies
are much criticized for not spending more on research
and development in the universities. We can see that
this is a myth because in the United States, if we take all
these American universities and we examine what per-
centage of the universities’ budgets comes from pri-

vafe indusfry, we can see that the only American Univer-

sity that receives more than ten percent of its budget
from private industry is MIT, which moreover, is not strictly
a University, and which receives 15% of its investment di-
rectly from the private sector. All the other universities
recelve less than ten percent of the money coming into
the University from the private sector. This confirms a piece
of data that | have already referred fo, namely, that pri-
vate industry, generally speaking undertakes its own de-
velopment, in its own research and development labora-
tories and the litfle private sector money that finds its way
to the universities is for applied
research confracts, or even
for financing basic research,
But the University of Sdo Paulo,
in 1996, is an oasis in the Brazil-
ian University structure in that
it has a budget comparable
with that of the best big-sized
universities in the developed
world. The University of Sao
Paulo had a budget of US$
1,125 billion, of which US$ 773 milion came directly from
the State of 8Go Paule because the State of S&o Paulo
maintains the University. And within this budget, it is impor-
fant to emphasize that USS 130 milion come from the
private sector, thus amounting, in the case of the Univer-
sity, fo 11.3% of the tfotal funding. | dare say, therefore,
that the University of Sao Paulo is the MIT of the Latin Ameri-
can University system, since this private funding exceeds
ten percent.

You may wish to call my attention to
the fact that this covers both public and private fund-
ing. This Is an exclusively Brazillan problem. For Europeans

and Americans this division does not apply, but there are
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lots of people in Brozil that consider that money from state-
owned companies is from a public source. But, even with
us, many deem them to be private because although
they have public money, they have shareholders, they
have shares fraded on the stock exchange, and there-
fore, they are public corporations and this is o be under-
stood, as we see it, as a private source, although not
everyone agrees that companies are strictly private
where the government holds the confrolling interest. Buf,
in any event, it is important to know that there is a lot of
private investment In the University of SGo Paulo, compd-
rable to that in First World universities.

Having made this numerical presenta-
tion of the University, | would like now just fo emphasize
three points. The first is that research at the University is
strongly concentrated on basic research, but as | have
already sald, we have strong links with companies. And
together with the foundation that supports research in
the State of Sdo Paulo what we are engaged in is the-
matic projects in which we are associating basic and
applied research with the companies and the govern-
ment, to resolve in the medium ferm, programs or prob-
lems that have a great effect on the country as a whole.
In this University the first Brazllian computer was made,
the first organ transplants in the country were made,
the first atomic clock in South America was consfructed,
the first blotechnology experiment in space on the Co-
lombia mission was carried out. It was the University that
took Brazil 1o the Antarctic and the South Pole. And
thanks fo the University and to another important Brazil-
ian company, Petrobrds, Brazil Is managing fo demon-
strate the possibility of exercising sovereignty over d two
hundred mile limit at sea. The responsibility for the defense

of this lles with the armed forces, the University of Sdo
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Paulo and Petfrobrds the first responsible for the biology
and the second the geophysics are demonstrating the
capacity of Brazil to increase by more than 4 milion square
kilometers the 8 million that it already possesses.

The ofher example of where universities
in Brozil are in respect of the solution of other problems
suffered by companies. A good example would be that
of pulp and paper . But | have chosen another example.
Twenty years ago, Brazil received, in the State of Sdo Paulo,
a report from the FAO saying that all orange plants should
be destroyed, because of infection with cifric cancer, an
orange plant disease. The University and the foundation
invested USS 5 milion in a five-year project at a million
dollars a year. Twenfy yeacrs later, the State of Sdo Paulo is
the biggest crange producer in relation to area in the
world; Brazil is second, but the State of SGo Paulo, per unit
areqa, is the world’s largest orange producer. It has 200
million orange plants and exports in the form of juice an
average of one and a half billion dollars a year, This shows
that a joint effort between the established competency,
the quality of the sclence developed, the investment
raised and organization in solving a problem, doesn't just
solve problems, but also forms a great nucleus of special-
ists and, In particular, produces highly profitable results.

The University of Sdo Paulo alone, con-
ducts 30% of Brazilian research, the State of S@o Paulo
conducts 60% of Brazilan research. And why is it that
Brozil, which is highly heterogeneous, manages to be a
place where science and technology can be done ?
Because we have a budgetary system that has no equal
in Brazil. The state government allows us to index the bud-
get of the University and the foundation that supporfs re-
search to fax revenues, in such a way that the State of

Séo Paulo, which is the richest state in Brazil, allows 10.5%



of its budgeted fax revenues to be given solely to state
universities and the foundations that support research,
This s equivalent to saying that, overall, the state invests
around two billlion dollars in the public system of sclence
and technology, not including money raised from other
sources.

What is the result of this policy, In Brozil,
of support for the development of science and tech-
nology? | belileve that Secretary Kapaz will develop this
question, but | can guarantee that, of all the invest-
ment, whether from Brozil itself or in particular from for-
eign companies that invest in the Stafe of Sdo Paulo, of
the last 16 projects involving foreign funding, 95% say
that the state’s infrastructure is the great motivation. Of
these 16 projects, four place infrastructure at the head
of the list, the existence of a first world University, justify-
ing that investment is being made not just where mate-
rial and physical conditions are available, but in par-
ficular, where there are human resources and high qual-
ity trained professionals and, therefore, there is a highly
trained labor force available. Therefore, this is the great
differential compared with other regions. The infrastruc-
ture in the fraining of people is the great differential, is
the greaf advantage that the University of Sdo Paulo
has made available to company investars. It is no coln-
cidence fthat S&o Paulo become Brazil's great indus-
frial center precisely after the University of Sdo Paulo
was founded In the 30's.

Regardless of the quality of the Univer-
sity and of the people that it frains, other sectors too are
important. Brazil has been through a period when we had
no democracy, when there was no competence we
were mediocre, Then we went through a period when

we had democracy but no compefence it was an im-

posture. Later, we stil had no democracy but we had

competence, but it was tyranny and today we have
competence and we also have democracy. So we are

building a nation.

Flavio Fava de Moraes, 59, is the President
of the University of SGo Paulo. He has a degree in Odon-
tology from this University. His academic career was as
follows: 1961 — Educational Assistant, 1964 - Docforate;
1969 - Lecturer, 1970 — 1971 - Visiting Professor/Michi-
.gan University, Unifed States; 1973 - Assistant Professor:
1980 - University Professor of Histology and Embryology
af the University of SaGo Paulo Institute for Biomedical
Sciences. Mr. Moraes is a member of the Brazilian Soci-
efy for the Progress of Science and the Séo Paulo Sci-
ence Academy. He was Scientific Director of FAPESP
(The State of SGo Paulo Foundation for the Support of
Research) from 1985 until 1993. He has published 96 sci-
entific arficles in Brazilian and foreign publications. Mr.
Moraes was the first Lafin American citizen to be awarded
the U.S. W.Gires Foundation Award. He has been granted
various honorary titles such as Professor Emeritus of the
University of Valencia (Venezuelq); Professor Honoris
Causa of the University of Soka (Japan). He attended
and lectured at many scientific events in 21 different
countries and has recently participated as a delegate
on several fechnological and scientific policy missions.
He is also vice president and representative of the Inter-
national Associafion of Universities at the United Nations’

Office in Vienna, Austria.
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on several technological and scientific policy missions.
He is also vice president and representative of the Inter-
national Association of Universities at the Unifed Nafions®

Office in Vienna, Austria.

64



Carlos lberto de

Azevedo Pimentel

Ambassador and Director - Department of Scientific, Technical
and Technological Cooperation - Ministry of Foreign Relations - Brazil

“The Current Stage of Scientific and
Technological Development in Brazil ”

Itis with great pleasure that | address these
words to the parficipants in the seminar “Investment
Opportunities in Brazil - Cooperation and Repercussion
in Mercosur,” This theme has top priority on the Brazilian
economic agenda, and | believe that it is a subject of
nofteworthy interest fo governments and economic
agents from various parts of the world, The debates that
will fake place over these two days will undoubtedly
have positive repercussions in strengthening Brozil's fra-
ditional relafionships and in forming new partnerships
that events such as this one help to build, These new
partnerships will have a great deal to do with the af-
mosphere and cpportunities that you will find in Brazil in

the field of research and development. The physical

and legal structures are in place so that, by making use
of innovative and efficient knowledge, new industrial
processes and state-of-the-art products are imple-
mented.

I hope that, in the course of my lec-
ture, | will be able to offer a picture - although still a
fairly general one - of the many comparative advan-
tages that Brazil enjoys as a scientific and technologi-
cal partner. Conversation on this subject updates un-
derstanding and comprehension of our real ability, and
shows that Brazil is not only a reference for the future,
but is also an area in which a strategic position must be
ensured. Indeed, the country stands for a bet on the

present, on its indusfry and technology, on its universi-
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fies, on ifs research cenfers. Qur specific legislation en-
courages research and development that, consider-
ing the imperatives of the world and a globalized
economy. do not resfrict cempetition between com-
panies from all parts of the world in activities related to
knowledge and technological development being un-
dertaken in Brazil. This is an extremely important point.
At a meetfing in Bonn abeout four months ago, one of
the guestions raised was the absence of small and
medium-sized German companigs in Brazil, whether
through direct investment or in the form of joint ven-
fures. And one of the reasons cited by the Germans
was that the German business community was unaware
of the scientific and technological structure available
in Brazil, and were afraid that, in moving to Brazil, they
would have fo depend on specidlized expatriate Ger-
man labor which as everyone knows is very expensive,
and on the technical support of German technologi-
cal centers, since they were concerned about not be-
ing able to find this kind of support.

We have just heard professor Fava says
exactly the opposite, and heard him show how the State
of SGo Paulo atfracts investment precisely because it
has a first-class scientific and technological structure
available. At the end of this millennium, Brezil and the
Southern Cone have been changing rapidly and in-
creasingly into one of the most affractive centers of in-
vestment in the world, In fact, in the case of Brazil, eco-
nomic stability has confributed to this scenario. The end
of sky-high inflation rates, coupled with the prevalence
of demccratic standards, ensure and support the eco-
nomic activity that is taking place in our country foday.
As a result, on one hand, the federation has been

strengthened. Today, Brazil is a federate state; the states
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have increasingly more political weight in our country.
On the cther hand, the private business sector has been
greatly strengthened through competition and pri-
vatization.

For many decades Brazil thought it could
develop economically within an autarchic scheme. This
view has been overcome by events, not because it was
a mistaken view, in Brazil's case, buf simply because
the reality of the world is different today and competi-
tlon has become absolutely essential to arrive at any
significant economic aftainment. In these recent years,
therefore, President Fernando Henrigque Cardoso’s eco-
nomic policy has managed to eliminate the corrosive
ef\fec’rs of high inflation rates and fo esfablish the con-
difions for this development fo take place. And this was
done without any fraumafic shocks or any exatic thera-
pies that penalize our economy and our society. In fact,
the economic policy combined modern instrurents of
fiscal, menetary and exchange policies with broader
processes of the reform of the state and fine-tuned them
with a wide range of economic and political agents. It
is quite frue that the process is notf over, it is quite frue
that there are still many obstacles o be overcome, but
the path has been clearly set and there is not the slight-
est question about this. Thus, within the scenario of single
digif inflation that is expected to settle down to 5 to 7%
a year, Brazil finds itself enjoying growth rates that we
can reasonably describe as sustainable, and is attract-
ing investment from all around the world,

Qur privatization program is a good in-
dication of how the whole world is inferested in invest-
ing in Brazil. When an invesfor arrives in Brazil, he will
come in confact with an economic and social reaility

that, most of the time, diverges from the fraditional ste-



reotype of developing countries. The investor will find,
in fact, not just the biggest industrial establishment in
South America, indeed in the Southern Hemisphere, not
just a vigerous capital market, but also physical and
legal structures for the development of significant tach-
nological partnerships. Lttle by litte, Brazil has estab-
lished legislation providing incentives for research and
créoﬂng benefits for companies that wish to invest in
research, And, af the same fime, it has created a body
of basically bilateral international agreements, allow-
ing and encouraging the participation of the private
sector in science and fechnology cooperation pro-
grams. Today, we have some extremely well-prepared
programs with important partners such as Germany and
France, in which the private sector is essential for good
performance. | refer, in the case of France, to the Re-
cherche Industrie program that puts Brazilian compa-
nies and research cenfers together with French com-
panies and research centers to solve specific techno-
logical problems. And in the case of Germany, there
are programs fo fight environmental pollution caused
by industry, which allow Brozil fo become eligible for
the I1SO 14000 cerfificate, programs that began around
two years age, and which now are expanding from the
fextile industry to the leather industry with extremely
good results. These incaentfives are open not just to Bra-
ziian companies, which, incidentally, are no longer dis-
finguished from any others, but also to foreign-owned
companies, apove dll to small and medium-sized com-
panies. In the field of knowledge and its repearcussions
on industry and companies, Brazil is enjoying renewed
authority, which, added to economic stability, is even
more conducive fo innovative projects for international

cooperation. An example of this, strictly in accordance

with President Fernando Henrique Cardoso’s and Chan-
cellor Luiz Felipe Lampreia’s broad guidelines for public
and federal diplomacy, are to be found in the renewed
forms of our infernational agreements on science and
technology. which, as | have already said, bring under
their aegis the parficipation of the private sector. The
productive sector - public and private - as well as the
states and towns, will now participate more extensively
in such international cooperation.

Our credentials are also enriched by
the fact that we have the largest population of scien-
tists in the Southern Hemisphera. Within our universities,

such as the University of S&o Paulo, Unicamp and the

[Federal University of Pernambuco, which, it is a plea-

sure to learn, is among the fen best in terms of research
- there are internationally recognized centers of excel-
lence, in physics, in the preparation of non-destructive
fests, in experimental chemisfry, and in fine chemistry,
basic activities for the more advanced sectors of
foday’s industry. Research on health and agriculture is
carried ouf at biotechnology labeoratories and at insti-
tutions such as Embrapa and Ficcruz, that respectively
carry out state of the arf research on the genetic im-
provement of seeds and on the development of vac-
cines and ofher medications against new viruses, as well
as against fraditional diseases, And, we must empha-
size that these instifutions have developed a large part
of these activifies in partnership with overseas institu-
tions and universities.

Our metrological measurement institu-
fion furnishes the necessary foundation for Brazil to con-
fidently face the challenges of new fechniques and the
standardization of infernational frade that is now ex-

tended noft just fo the product and the goods as such,
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but fo the entire production process and ifts implica-
fions for the environment, In this context, it is worth men-
fioning the Inmetro, an institution that certainly plays o
central role in ensuring that Brazil, today, has more than
1,800 companies that have been awarded the ISO 9000
Certification and is efficiently preparing for the ISO 14000
and other standards for industrial production and the
envircnment. Also fundamental in this field is the work
of the SENAI - National Service for Industrial Training -
that extends technological opportunities to small and
medium-sized companies. The structure of state fed-
erations of industries include state-of-the-art activities
in this areq, such as the Centro Nacional de Tecnologias
Limpas (the National Cenfer for Clean Technology), lo-
cated in Porto Alegre, which is open to Brazlian com-
panies, and in the very near future, will serve as a model
for centers of the same kind to be set up in Mercosur
with the support of the Brazilian government.

These activities are consclidated not
Just through the participation of local businessmen, but
equally through the United Nations Industrial Develop-
ment Organization with the seal of approval of the
United Nations Environment Program, thus subsecribing
to Agenda 21 - the schedule of implementations pre-
pared at the Rio 92 Conference -, to which Brazil,
through initiatives of this sort, is making its contribution
to the environment Issue - without disregarding eco-
nomic development. To invest in Brazil is to invest, more-
over, in establishing a presence within an economic re-
gion that is consolidating and expanding, namely
Mercosur. This form of regional integration made up ini-
tially of Brazil, Argentina, Uruguay and Paraguay, has
extended ifs free frade nafure through the so-called 4

+ 1 type agreements. Through this mechanism, Chile
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and Bolivia have already joined the process of South-
ern Cone integration and this mechanism will be ex-
tended to other countries and regions, as our Chancel-
lor Felipe Lampreia made clear in his words of intfroduc-
tion to this seminar.

At no time has Mercosur, in its initial
concept, or inifs present form, been marked by self-
absorption, by profectionist or discriminatory barriers,
which ifs member states repudiate for the region and
for all foreign trade, as our performance at the World
Trade Organization has demonstrated. On the contrary,
the Mercosur must be seen as a platform - and it was in
these terms that our ambassador Marcos Azambuja -
who was in Buenos Alres for five years - referred to it
with regard to the inclusion of our economies in a glo-
balized world.

Likewise, in the field of scientific and
fechnological cooperation wa are drawing up mecha-
nisms, together with our Mercosur partners, to encour-
age interaction between universities and business,
which must not exclude European companies and uni-
versities. The objective of these programs is to create
conditions for Brazilian and Argentine companies or Bra-
zllian and Uruguayan companies, to be able, through
joint ventures and fechnological incentives, to sell to
other markets. This common focus, therefore, and other
experiences of regional economic infegration, give you
the measure of Mercosur's non-excluding vocation. It is

in this context that Mercosur and the European Union

have already signed an advanced agreement, a so-

called 4" generation agreement, which, among other
items that are important fo the integration of the two
regions, also deals with the question of investrment and

high-level dialogue in the field of economics and trade.,



The success of Mercosur, which today
covers a market of 200 million consumers and whose
GDP amounts to mare than USST trillion, also supplies
the inspiration for our philosophy in regard to the inte-
gration of the hemisphere. This, in our view, must be
sought in @ responsible manner in accordance with pre-
viously established schedules, so as to contribute to the
progressive strengthening of each economy on the
continent. Our position with regard to the integration of
the hemisphere has been sometimes illustrated by the
image of building blocks that become stronger as they
aim at the objective of a Free Trade Area of the Ameri-
cas, whichthe advent of hemispherical integration must
not be allowed to dilute,

For Brazil, the entry of European invest-
mentin the countfry and the extensive and sophisticated
frade, scientific and technological cooperation terms
are one of the top priorities of our economic diplomacy.
We are very pleased that the European Union is our prin-
cipal trading partner. The member countries of the Eu-
ropean Union. when viewed under the bilateral dimen-
sion of their relationship with Brazil, are also our tradi-
tional partners in the field of scientific and technologi-
cal cooperation. We, therefare, want this partnership
with Europe to intensify both at the community level
and bilaterally, and to include a higher flow of frade of
agricultural products and scientific and technological
cooperation in key industries.

In this context, this seminar is an impor-
tant moment in the debate on the economy of our re-
gions and the many types of joint investment. It also
represents a moment for updating the understanding
that you should have of Brazil and its potential as an

economic and tfrading partner, and, let it be said, sci-

entific and fechnological pariner. | would now like to
place my department, the Department of Scientific,
Technical and Technological Cocperation of Brazil's
Foreign Ministry, at the service of establishing and in-
creasing these partnerships. | would like this department
of the ltamaraty, that | have the honor to head, to be a
reference for the activifies that | hope you will constantly

be undertaking with Brazil.

Ambassador Carlos Alberto de Azevedo
Pimentelis General Director of the Department of Scien-
fific and Technological Cooperation of Brazil’s Foreign
Affairs Ministry. As a diplomat, he worked at the OAS
(Organization of American States) in Georgetown, Wash-
ington, D.C. and in Moscow. Mr. Pimentel was the Bra-
Zilian Consul General in Hong Kong. He was the head
of the SGo Paulo State Government Department of Inter-
national Cooperation and Ceremonial Procedures at the
time of former State Governor Franco Montoro’s term in

office.

Mr. Pimentel is Head of the Work Group on
International Relations of Internet Management
Commitee in Brazil and a member of the Board of Di-
rectors of the Latin American Technological information
Network
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Emerson Kapaz

Secretary of Science, Technology and Economic Development -
Séo Paulo State - Brazil

“Privatization in Sdao Paulo State ”

| am very pleased to be able to address a
few words on the State of SGo Paulo’s development
project, emphasizing the pelicy of aftracting investment
fo our state and giving some important information on
the privatization program in course in our state. But first,
it Is important fo emphasize where Brazil stands at this
moment, where the Stafe of Sdo Paulo stands and what
the intfernational context of our economy is.

If we were to evaluate Brazil and the
Stafte of SGo Paulo in the context of Latin America, we
would see that Brazil's population of 156 million inhabit-
anfs accounts for 33% of Latin America’s population and
our Gross Domestic Product accounts for 42% of all of
Lafin America’s GDP. and 70% of Mercosur’s. The State
of 8&o Paulo, within the Mercosur context, clso plays o
leading role. 5o Paulo can almost be considered a
country, not only because of its size - it has a popula-
tfion of 35 million people - but also because of its Gross

Domestic Product of almost USS 250 billien , which to-

day is very close fo that of Argenting. Its population is
also significant in relation to Mercosur and to Brazil,
Mercosur is an economic block rep-
resenting a GDP of moere than 1 frillion dollars and a
population of more than 250 milion people. | think we
have three points to consider specifically in the case of
Brazil, and it is worth thinking about what low inflation
and economic stability have in fact meant to our coun-
fry. Unfortunately, Brazil, because of ifs infrastructure, and
in spite of being a country with considerable scientific
and fechnological development and with the highest
industrialization index of any developing country, is still
the country with the poorest income distribution in the
world, Unfortunately it is seen as a country with huge
social ineqgualities. It is difficult to understand, locking
at Brazil, why this should be so. Why a country that has
an industrial infrastructure, that has all the conditions
for economic development, that has been through a

process of strengthening this development has at the
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same time, such fragic social indices.

The obvious explanation for this, after
varicus studies carried out by economists, lies in the
question of inflation. Inflation came to 5,000% a year
just before the implementation of the Real Plan. This fig-
ure is so absurdly high that it is impossible to explain it o
people in Europe, to foreigners in general, to Americans.
It seems that only we Brazilians can understand what
5,000% a year means. There is a joke thaf Brazilians tell
about inflation in Brazil: whether it is betfter to take a bus
or a taxi during a period of high inflation. And the an-
swer is always that it is cheaper to take a taxi than a
bus, and nobody understands why. It is because you
pay for a taxi af the end of the ride, but a bus ride you
pay for up front. With inflation running so high, you lose
less money by paying at the end of the ride because of
the currency depreciation stemming from the almost
“hourly” inflation. So, by the time inflation was held at
bay, it had represented an accumulated tax burden
that hurt the poorest segment of Brazil's population more
than any other segment,

Qver the last twenty years, we have
had inflation of 1.1 gquadrillion percent, that is fo say, a
number with sixteen zeros after the first comma. And
half the population defended itself against this inflation
through indexation and monetary correction, which
were created for us to be able to live with the inflation-
ary process. But the other half of the populafion - ap-
proximately 70 million people - had no bank account,
had no means of protecting themselves from this infla-
fionary process, and spent their money in roften cur-
rency, that is in cash, which did not receive the benefit
of monetary correction. As soon as we had economic

stability, and this inflationary process was checked, the
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lower income segment of the population began to tfake
part in the market economy. This was not because it
had had any nominal wage increases, but because it
had ceased to lose everything it had been losing over
the last 20 or 25 years. And gradually as the inflationary
burden grew lighter, and people saw their purchasing
power recover, they began fo take part in the market
as consumers,

These new consumers that appeared
in Brazil because inflation was held back are, in fact,
revolutionizing Brazilian production. They have created
a new Brazil. A new country is emerging from this pro-
cess and has realized that it is possible to produce for
70; 80 or 90 million consumers, and net just for 20 or 30
million, as used to be the case in the country of infla-
tion, in which all production was infended mainly for
those that managed to protect themselves against in-
flation.

| must point out that it is not just general
Brazilian inflation that has refurned to First World levels
of & or 6% a year, in the period of the Real Plan. The
inflation of the basic basket of goods that feeds this
segment of the population has amounted only fo an
accumulated 4% over the three years of the Plan’s ex-
istence. This is the lowest inflation rate in the world in
this period. Therefore Brazil, besides curbing high infla-
tien, has managed fo make inflation for those who live
on the basic basket of goeds lower than the inflation
for the middle classes and for the higher income people
who spend on a range of other products. We have
noted that, in the last four years, the chocolate, biscuit,
isotonic beverage, shampoo and fabric soffener seg-
ments have enjoyed sales volume growths of 124%, 75%.

1.700%, 70% and 180% respectively. In terms of real



growth in sales value they fripled and rose by 75%,
1,500%, and 240% respectively over 1995, These figures
are mostly related to industries that sell to these new
consumers that have come into the market and caused
a re-allocation of production for companies investing
in, or already producing for the Braziian market.

Another example Is the automotive
inclustry. Fourteen new enfrants are currently setting up
facilities here In Brazil. Brazil will have more car maonu-
facturers that any other country in the world, who will
produce vehicles not only for the Brazilian market, but
also for Mercosur and Latin America. About 60% of the
vehicles will be less expensive popular models, vehicles
aimed at the lower income segment of the popula-
fion. In this sequence it is important for us to note a few
figures. Brazil Is the counfry with the highest number of
mulfinational companies -, 352 of the world’s 500 larg-
est companies are operating in Brazil. Brazil receives
more industrial investment from fthe United States.
France, the Netherlands., Germany, Switzerland and Italy
than any other country In the world., It is the second
biggest investment destination for the German car in-
dustry and the second biggest market for sales of the
Xerox Company. This means an important change to-
day, as the service sector Is beginning to take an im-
portant role in the creation of job positions. Brazil ranks
third in the world in terms of the number of television
sefs, and of franchising nefworks. It ranks third in Coca
Cola sales, fourth In video tape rentals and the deodor-
ant and hair products market and fifth in advertising
revenues and CD sales. This gives you some idea of the
size of the country and of Brazil's growth potential.

As for the State of Sdo Paulo specifi-

cally, and looking at Sac Paulo in relation to Brazil as a

whole, we can see that it accounts for 40% of the country’s
industrial production. If it were o country, the State of Sdo
Paulo would be the world’s tenth biggest producer of
vehicles. Today, it accounts for 95% of Brazil's orange Juice
exports and 60% of sugar exports. It is home to South
America’'s biggest financial and commercial system and
30% of Brazil's exports leave from this state. The State of
SGo Paulo represents 22% of Brazil's population. Consid-
ering the State
of Sdo Paulo,
we have poli-
cies to attract
investment, re-
cover produc-
tion capacity,
and frain d
qualified labor
force. We pro-
vide good frans-
port logistics

and infrasfruc-

ture. These thre-
e points together form the three fundamental bases, which
any company in the world needs when it invests, consid-
ering the globalized economy. With regard to the ques-
tion of transport logistics, no company invests in any state
or any town, or anywhere, if it cannot trade with the rest
of the world at low distribution and transport costs, This is
one of the State of Sdo Paulo’s strong points, as we will
see in a moment, The fransparency of the quality of the
work is anofher strong point. In terms of the level of edu-
cation  university level education, a level that has been
we have 540,000 stu-

talked about by Professor Fava

dents af universities and colleges, in the state’s three lead-

73



ing universities, which are USP, UNICAMP and UNESP. These
are the universities with the highest quality teaching in Brazil
today. As has already been shown, the University of S&o
Paulo alone acceunts for 30% of the Investment in sci-
ence and technology in Brazil and half of the Investment
made in the State of 3o Paulo. These three universifies
recelve funding from the state amounting USS1.5 bilion a
vear to be able to invest, expand and centinue supplying
qualified people in the field of technolegy. In addifion fo
this we have nine public sector technical colleges - which
in Brazll are known as technical schools - that train quali-
fied people in the field of technology.

At the high school level, we have 690
technical schools, which are in fact schools that train
workers in many fields related to industry. We are re-
structuring the state’s 99 technical schools, reorganiz-
ing and mapping the vocational courses that exist in
various fowns and adapting the vocatfional courses in-
troduced to these 99 schools to regional reguirements.
Thus, a company investing in any region in the state will
have a qualified labor force, that is frained and
adapted in the skills of the field where it is investing.
about 226,000 students study at 338 such schools.

In regard tfo infrastructure and distri-
bution logistics, four agenfs inferact so that we have
the best logistics at the lowest cost. | am refering to
technology, multiple types of fransport, communica-
tion and power supply. | shall say a few words on each
so as fo give you an idea of what is happening specifi-
cally in the State of Sdo Paulo. In ferms of fechnology,
for example, besides the universities, we have 31 re-
search centers of which 17 are fechnological research
institutes. The largest of them is the IPT, the State of Sdo

Paulo Technological Research Institute, the biggest in
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South America, with 1,300 researchers and a budget of
almost US$ 200 milion o year. Partnerships with the uni-
versities take place through courses that are adapted
to the demands of a new market for research and de-
velopment, as we have seen, and the preparation of
labor frained to university level. In the case of the mul-
tiple types of transport, | would like to emphasize at this
point the combination of highways, railroads, water-
ways, ports and airports, which In fact form the multi-
type system and reduce the integrated distribution cost
of production for a company Installed here.
According to the map of the State of
Sdo Paule's major highways, roads connecting the State
of SGo Paulo with other states, with the Port of Santos,
the metropolitan area of the city of S&o Paulo, and all
the roads leaving the state are covered by two-lane
highways.
| shall make special mention of the
problem of privatizing the highways in the State of Sdo
Paulo. We have initiafed a privatization program involv-
ing the major two-lane highways in Sdo Paulo. Con-
cessions are abouf to be granted fo private operators
to operate 5,000 km of roads. These roads were divided
into 22 lots that wil be run under 20-year concession
grants.  Return will be obtained from the introduction of
tollbooths on these roads and on the principal exit points
from the State of S&o Paulo. By the end of November or
the beginning of December, bids wil be made for 12
lots to start off the concession program. These 12 lofs
will involve approximately 2,400 km of highway. The bid
for the main highway leading from the city of Sdo Paulo
toward fthe interior of the state the Anhanguera-
Bandeirantes system is expected to be made at the

end of November, According to a recent proposal. the



concession for this highway that runs from Sa@o Paulo, via
Campinas, to Limeira, involves US$1,8 billion.

We are also going to start the con-
sfruction of more lanes for the Anhanguera and the
Anchieta-Imigrantes highways. The second highway
connects S@o Paulo with the Santos area. By the end
of July 1998 all these programs should transfer all the
5,000 km under the concession program to companies
interested in investing In highways in the State of Sdo
Paulo,

With regard to the state’s railroad pro-
gram, Fepasa, the State of Sao Paulo’s railroad com-
pany, is connected fto all the principal railway systems
formerly owned by the federal government, and which
have all been privatized. The privatization process for
Fepasa- Ferrovia Paulista Sociedade Andnima is the last
one pending for the state’s railroads. It is only waiting
for Senate approval of S&o Paulo’s debf re-negotiation
program in which Fepasa was pledged to the federal
government as an asset in the debt re-negotiation pro-
cess. It will be sold and privatized by the Bank for Eco-
nomic and Soclal Development, the BNDES. As soon as
the re-negotiation of the Stafe of Sdo Paulo’s debt is ap-
proved by the Senate, we shall be free to privatize Fepasa
and thus conclude the cycle of rallroad privatization in
the southeast of the State of Sdo Paulo.

The specific case of waterways is very
interesting from the viewpoint of Mercosur. Waterways
will be the only means of communication connecting
the whole of the intericr of the State of Sdo Paulo. The
Parand River flows down to Itaipu, the bi-national ltaipu
hydroelectric power plant: part of the Tieté River is navi-
gable today, thanks to the existing locks on the Tieté River

and the existing locks on the Parana River. We still have to

finish the construction of the last lock at Jupid, which is
planned for December 1997, Then the Tieté river will be
enfirely navigable, together with the Parand river, from
Conchas, 100km from S&o Paulo, down fo ltaipu,  This
waterway will connect all of Mercosur. S&c Paulo has a
total of 2,000 km of navigable waterways at a freight cost
60% lower than road freight. When this flow comes on
stfream with the completion of this lock, we can expect to
see a significant degree of economic development in
the 81 fowns bordering the state and the Tieté river, and
of the development of the whole region, whose major
problem today is how fo ship goods out. The waterway
will become for the State of Sdo Paulo what the Mississippi
ri\{er has been for the development of the United States.
This is particularly true of the interior of the state, which has
enormous potential for soya, oranges and agribusiness in
general, which will use barges and river transport to con-
nect with Mercosur and leave Brazilian ports for overseas
fransportation. Therefore, the waterway is already a real-
ity, and will speed up the integration of Mercosur through
this river connection that will be available as of January
1998.

As regards the ports, the port of Santos
is locafed in our state. The port, part of which was priva-
fized on September 17, is the largest port in South
America, with 50,000 square meters of container termi-
nals. This container terminal, the largest in South
America, has also been privatized. It was sold for a
premium of 170% over the reserve price. There are some
other areas of the Port of Santos to be privatized. None-
theless, with the privatization of this terminal and 40% of
this port ifself, through a twenty-year concession, will be
practically operating under private enterprise. This will sub-

stantially reduce the costs of those companies that used
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the Port of Santos when it was state-owned at a very
high operating cost for thelr containers. Accorging fo
estimates, following the privatization of this container ter-
minal, within two years the cost of importing and export-
ing containers will fall by a factor of three, from US$ 600 to
US$ 150. Tnherefore, the port of Santos also provides an
enormous competitive advantage. The port of S&o
Sebastido belongs to the State of Sdo Paule and is fo be
privatized as well. It occupies a 65,000 square meter area,
and plans are to expand it by another 283,000 sguare
meters. It has a natural draft of 20_meters that starts as
soon as a ship leaves its berth, It handled 410 fons in 1995.

Just to have an idea of what these lo-
gistics mean in operational ferms, have the City of S&o
Paulo, and Campinas, which is the state’s second mdgjor
economic development region today. The Campinas
region has a gross regional product equal to the whole of
Chile’s GDP. The whole of Chile would fit info the Campinas
region. We have the city of Sao Paulo, Sdo José dos Cam-
pos, and the two ports, the Port of S@o Sebastido and fhe
Port of Santos. We can see that, in logistical operating
terms, for this region as a whole, the S&o Pauloe Rio de
Janeiro axis will be greatly benefited by the introduction
of an improved distribution system, to bring goods in and
out. We dalready have o gas pipeline running from the
Campos Basin fo Sdo José dos Campos then continuing
on to Sanfos,

Let us lock now at the 32 domestic air-
ports in the state, of which two are infemational. The fwo
largest freight airports in Brazil are also in the State of Sao
Paulo. In terms of communication  communication infra-
structure is today essential for any company  we have
the digital map of the State of Sdo Paulo to have an idea

of what this means in the urban areas of the main fowns in
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Sado Paulo. All are connected by 4,000 km of opfical fiber
and cable covering all the principal urban regions of the
state, allowing companies to cennect, as soon as they
set up, with affiliates located anywhere in the world
fhrough optical flber and cadbles.

And now the question of power,
which is the last but not the least point in terms of raw
materials and in terms of atfracting investment for the
privatization program. The electric energy sector in the
State of Sdo Paulo is made up of 12 distribution compa-
nies. Of these 12 companies, three of them, CESP,
ELETROPAULO and CPFL  which are stafe-owned  ac-
count for 92.5% of the consumption in the whole of the
state of Sdo Paulo. Eletropaulo has enough potential to
supply power to all of Argentina. That Is to say, just one
of the state’s energy companies could supply all of
Argentina’s electric energy needs. We have an instailed
capacity of 11.8 GW representing 20% of all Brazil's elec-
fric energy. These utilities will be privatized over the next
tfen months. | would like fo give you some basic infor-
mation on the energy privatization program. CPFL will
be the first utility fo come up for bidding on November
5. Practically the same privatization process has been
set up for the three companies. CPFL operates basi-
cally in the Campinas region. Of the three, it is the easi-
est one to privatize. We are beginning the privatization
with the best company so that its success can help the
privatization of the other two. CESP holds 90% of the
shares in CPFL, which means that in privatizihng CPFL,
we shall also Improve the prospects of CESP. Two years
ago these three companies were running up losses of
Uss 18 billon. Today all three are profitable, and CPFL is
expected to raise at least the reserve price of US$ 4.3

billion on November 5  just for CPFL alone. If we add



together the three companies plus the cooking gas utility,
COMGAS, which Is also to be privatized and will be the
largest privatized gas ufility in the world today  the pro-
ceeds for the Stafe of Sao Paulo will be more than USS 10
billion. This will give us the ability to finance the restoration
of public infrastructure, and allot funds for social invest-
ment in the Stafe, which will certainly transform the State
of 5Go Paulo into a competitive state for the next millen-
nium from the point of view of the relationship between
civil society, companies and states in terms of investment,

In the case of gas, we have three dif-
ferent sources of energy: Santos. Bolivian gas  through
the Brazil-Bolivia gas pipeline and the Campos basin
in Rio de Janeiro. The Brazil-Bolivia gas pipeline project
dlone involves 3,000 km of pipeline and investment of
USs 1.8 blllion, today, within the state. And here we have
a strategic view of the gas coming from Santa Cruz de
la Sierra, Bolivia, from where it goes through some Bra-
zilian states, and enters the State of Sdo Paulo near Trés
Lagoas. You can see the Tieté-Parand waterway that
runs almost parallel to the gas pipeline. We shall there-
fore, have operational river fransport and, at the same
time, an alfernative source of power that we did not
have before in this region, namely gas at a competi-
five price compared fo electric power. And this will frans-
form the interior of the State of SGdo Paulo. | have no
doubt about this,

Together with the BNDES, we are plan-
ning investments in Infrastructure for companies setting
up in this part of the state, which need to turn their plants
infto ones capable of connecting with gas, These in-
vestments will be made as soon as the pipeline runs as
far as Campinas. The gas pipeline is expected to reach

Campinas by December 1998, and this schedule is be-

ing adhered fo without problems or changes. Therefore,
we should have gas avdilable in Campinas by the end of
1998. It was in Campinas that, a short while ago, we an-
nounced an investment  on account of the Brazil-Bolivia
gas pipeline  in a new US$ 4.5 billion petrochemical com-
plex within the city limits of Campinas, jointly with Petrobras
and three private companies, it will supply electric power
and petrochemicals to companies producing within the
state. The gas pipeline will continue on from Campinas
and run down tfo Porfo Alegre in Rio Grande do Sul, when
the investment phase will have been concluded,

In short, the State of SGo Paulo has pre-
pared a development program designed according to
o\stroregy of competitiveness, which will help those com-
panies wishing to invest, We are decenfralizing the devel-
opment of 625 towns in the state by setfting up local de-
velopment agencies in each town that wil be respon-
sible, on their own, for attracting new investment. They will
be incubators of companies and emerging companies,
emerging company funds, joint ventures with international
companies and Information agencies that will provide the
international investor with all the know-how and informa-
fion on the infrastructure existing in each town.

Just @ few imporftant figures on the city
of SGo Paulo the Mayor of SGdo Paulo will make a more
detailed presentafion on this. The greater Sa@o Paulo
region is an iImportant focus of investment in services. The
region covers 30 towns, 8,000 square km of ferritory, 16.5
million inhabitants and has o vocation for retailing. ser-
vices and the tourist business. The region’s GDP is almost
USS 64.5 billion and per capita income is USS 4,200, We
are considering the possibility of building a new center to
hold events, frade fairs and conventions in the city of Séo

Paulo. It will be built near Guarulhes, on a 105 milion square
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meter site. The center will have 8 exhibition halls and a
98,000 sguare meter open area. The convention cenfer
will seat 6,300 people and the parking lot will have space
for 17,500 vehicles. The project will cost approximately
Uss 160 million. The center will be financed by the private
sector and not by the state government, which will merely
grant the concession of the area, on which private entfer-
prise will construct and manage the convention center.

This is the initial project. At the moment,
we are waiting for the legal release of the land fo begin
construction. Through this, therefore, we shall encourage
employment in the S&o Paule metropelitan region through
business tourism, which is in great demand in the city. What
support will we give to those wishing to Invest? We have a
services sector associated with all the state secretariafs,
we manage the problems jointly within the government
in the envircnmental, energy and infrastructure areas. We
offer all logistical support in the town of choice, If any
infrastructure improvement is  necessary, we also have
the means to solve that problem. This is a list of leading
investors in the State of Sdo Paulo, cll confimed, whose
investments have amounted to USS 22.6 bilion since Janu-
ary 1995, and which by the end of December 1998 will be
in production. There are more than 280 company invest-
ing In S&o Paulo in a wide range of sectors: Petrobrds,
GM, Ford, LG Electronics, Volkswagen, Philips, Mercedes
Benz, Dupont, Toyota, Shiffer do Brasil, Compac, Honda,
HP and many others.

This chart gives you an idea of how
investment is being distributed In Brazil toeday. The chart
was prepared by an independent source, Simonsen
Associados. About 30% of companies in the process of
investing are coming fo the State of Sdo Paulo, 20% are

going to the State of Parand, 15% to fthe State of Minas
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Gerais, 10% to Rio de Janeiro and 25% to the counfry’s
other states. There Is decentralization In progress. This
happens in some cases, unfortunately, in my opinion,
because of a tax-break batfle being waged befween
the states to atfract new Investment.

Sao Paulo does nof take part In the
tax breaks war, it does not grant tax exemption fo in-
vestors, and fries fo encourage investment on the basis
of competitiveness. At a fime when we are giving in-
vesfors the best infrastructure, the best logistics for dis-
tricuting their products, high gquality lobor, and a con-
sumer market distributed throughout the stafe’s fowns,
| am certain that we shall be competitive, not just for

the next three years but for the next millennium.

Emerson Kapaz, 43, is Secretary of Science,
Technology and Economic Development of the State of
Sdo Paulo. He fook posi-graduate courses in Business
Administration (with focus on Financial Administration)
at the Getdlio Vargas Foundation, Séo Paulo. He is asso-
ciate pariner of Elka Plésticos Ltd., a family concern in
the manufacture of foys, with about 500 employees and
revenues in the range of US$ 14 million. From 1992 unfil
1994, Kapaz was Chairman of ABRINQ (Brazilian Asso-
ciation of Toys Manufactures) and Head of PNBE (Na-
tional Association of Enfrepreneurs). Kapaz is a member
of “G-50", Group of 50, an organization that brings fo-
gether Latin American businessmen every year in Wash-
ington D.C., fo discuss and try to make feasible the
“Competitive Integration of Latin American Countries into

Worldwide Globalization”. In 1993 and 1994, he was



granted the title “Businessman of the Year” in a national
poll conducted with 26,000 executives and entrepreneurs
by Balango Anual magazine published by Gazeta
Mercantil, the Brazilian business newspaper. Emerson
Kapaz is also Chairman of the National Forum of Sci-

ence and Technology State Secretaries.
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Celso Roberto Pitta
do Nascimento

Mayor of Sdo Paulo City - Brazil

“Sao Paulo, Business Capital for Mercosur ”

Nearly 2000 years ago. Paul, the Roman
general who dedicated himself to working for peace
and love, wenf fe the four corners of the world fo preach
his message of faith and determination. It was also
thanks fo the abnegated soldiers of God that the mes-
sage spread by Paul shaped a city 1,500 years later,
when the Jesuits established a school of arts, crafts and
sciences in a safe location. This site was destined to
become a wide-open deorway to the exchange of
wealth between the old and the new waorlds.

The city of Sao Paulo has a special talent
for greatness. A Brazilion poet once said that Séio Paulo
is the perfect franslation of the civilizing message that
Paul the Apostle brought humanity. Presenting our city,
which is the second biggest city in the world and the

biggest city in the Southern Hemisphere, is both an easy

and difficult missicn. On one hand., | believe it might
be difficult for a European to imagine, for instance, some
of the characteristics of the biggest Italian city out of
Italy, or to imagine the uninferrupted throbbing of the
biggest Japanese city out of Japan, or of the biggest
Korean city aut of the Southeast Asicin peninsula. As re-
gards the Middle Easf, SGo Paulo is home to the big-
gest Lebanese community cut of Lebanon. This com-
munity lives side by side in perfect harmony and spirit
of cooperation with the equally numerous and industri-
ous Jewish community, The city of Sdo Paulo is all of
this and much more. On the other hand, the same eth-
nic and cultural diversity that has made us so strong
and able has shaped our character, makes infroduc-
ing ourselves in a few words a very complex task. But,

given that we are motivated by challenges, allow me
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tfo fry and overcome one of these challenges. During
the 20th century, the city of SGo Paulo has become one
of the urban agglomerations that has undergone the
highest number of changes in its 1,800 square kilometer
territory. At the beginning of this century, SGo Paulo had
a population of 230 thousand people. During the Sec-
ond World War, this figure jumped o 1.5 million people.
Nowadays, 10 milllon people live in our city. Buf please
don’t think that we have set off scme kind of demo-
graphic time bomb. Since the last decade, the popu-
lation of our city has grown at a healthy 1.2% rafe. Thus,
we have been parfially following what is written in Gen-
esis, the first Book of the Bible: we have grown but we
have not multiplied. And in this decade, the city of Sdo
Paulo’s population grew at a sound 0.3% rate. From a
human point of view, the demographic profile of Sdo
Paulo’s population presents productivity presuppositions
that are a characteristic of our city. The economically
active population of Sdo Paulo comes to 5 million, 200
thousand people. The number of inhabitants falling into
the economically active age group comes te approxi-
mately 8 million, 200 thousand people. Nearly half of
Sac Paulo’s inhabitants are in the 20 to 50 age group,
comprising 4 million, 500 thousand people.

The average family, as calculated per
domicile, is compatible with the highest global stan-
dards - three to four family members per home. Our
city has 2 millicn, 800 thousand reasonably comfort-
able homes with at least three rooms each, which
comes down o nearly one room per parson. Drinking
water is supplied to 95% of the city’s population and
80% of the city is linked to sewage freatment systems.
In regard to slums, where 1 out of every 10 Séo Paulo

inhabitants live in precarious housing condifions, the city
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government has been involved in a vigorous project
whose objective is fo eradicate slums without relocat-
ing slum dwellers and substitute shanty houses with
modern apartment complexes. This housing renova-
fion program was named “Projeto Cingapura”, because
it was inspired on the success of a similar housing pro-
gram implemented in Singapore. The project is sup-
ported by the Inferamerican Development Bank, which
has parficipated in each stage. The project is also par-
fidlly supported by the federal government and was
inifiated by the previous city government through the
Caixa Econdmica Federal (the Federal Savings Bank),
the official agency for the fostering of socially-criented
programs.

By the year 2000, 60 thousand housing units
will have been built through the Projeto Cingapura. Al-
though this number still does not encompass the entire
slum population, it will have been a major step towards
the definifive solution of the problem. Precarious, risky
dwellings will have been substituted by dignified hous-
ing complexes, which means thaf those who have been
living on the edge of society will regain their sense of

citizenship and become part of the mainstream. Thus,

former slum dwellers will have residential addresses,




access to public services, including postal services, and
better chances of finding jobs. In short, they will be-
come productive members of society. The audience
here foday may not realize what such rights mean to
slum dwellers. Rights which are taken for granted by
some make all the difference to those who see new
horizons opening up in places where only a sub-human
existence had been possible. It is precisely this redemp-
fion of civil rights that has been the key element of the
project’s success, and has distinguished it from so many
other lower-income housing projects that had failed to
reach ftheir objectives. The Sdo Paulo city government
is involved in other housing projects besides the Projeto
Cingapura. These projects are overseen by a munici-
pal agency which focuses on the construction of
middle-income housing developments for the middie
class, which represents over 80% of S@o Paulo's popu-
lation. The city of S&o Paulo Is the hub of a metropolitan
region formed by 38 other municipalities, Sixteen mil-
lion people, 10% of Brazil's entire population, are con-
centrated in this region, which takes up only one thou-
sandth of our country’s territory. SGo Paulo’s metropoli-
tan region accounts for 1 cut of every 4 dollars pro-
duced by our country, which means that the region’s
directly leveraged GDP is equal to the entire GDP of
several Latin American countries,

Just this month, at the global economic
forum held in S&o Paulo, which addressed the Mercosur,
the free tfrade agreement among South America’s
Southern Cone countries, | had the opportunity to ap-
proach His Excellency Mr. Carlos Menem, the President
of the Republic of Argentfina, and emphasize our city’s
natural vocation to be the capital of Mercosur. In less

than ten years, this flourishing common market has al-

ready become the third largest free frade zone in the
world., Besides the formidable social and economic
indicators presented by S&o Paulo, it must not be for-
goften that our city is not only the core of one of the
biggest industrial complexes in the world, but is also the
capital city of the State of S&o Paulo, Brazil's most de-
veloped state. The State of Sao Paulo accounts for three
out of every ten dollars produced by Brazil, as well as
for nearly half of Brazil’s GDP, if aggregated production
values alone are taken into consideration. The city of
Sdo Paule is the major highway-railway junction in Cen-
fral and South America. This network is comprised of
ten major highways, an enviable railway system con-
cenfrated in Brazil's southeast region and the neighbor-
ing port of Santos, the biggest port in the Southern Hemi-
sphere. Our logistic infrastructure includes three airports
- an international dirport, one for domestic flights and
the third for private qirplanes. In the last twenty years,
the economy’s tertiary sector surpassed the tfransforma-
fion industry, which in the first fifty years of our century
propelled Séo Paule’s development. The city became
the decision-making center for businesses, the head-
quarters for the financial system and the site for the ren-
dering of specialized services, Sdo Paulo City is home
to 120 banking institutions with 1620 branches, where
half of the country’s demand deposits are placed. SGo
Paulo is a major consumer center because of its vast
population, whose average per capita income is close
to four thousand dollars, double that of the country’s
average per capita income. This generates a signifi-
cant number of business-related trips, events, conven-
tions and trade shows supported by a reliable infrastruc-
ture comprised of felecommunications systems, hotels,

cultural events and first-class restaurants. Indeed, our

83



city has just been named one of the world’s eight gour-
met capital cities.

As regards cultural events, this month we
sponsored 2,300 related events, which stands for over
70 cultural events a day - and | am referring only to
cultural events sponsored by the city government. Con-
ventions, frade shows and meetings on state-of-the-art
technology display one of our city’s new features. To
exemplify, FENASOFT, the national software trade fair, is
open for public viewing. One million people visited the
one-week long frade show this year, and related busi-
ness deals closed during the event amounted to 1 bil-
lion dollars. The financial and service industries have
been added to the city’s original vocation as an indus-
frial and commercial center. This is evidenced by the
fact that one out of every two workers in our city is em-
ployed by the service industry. Traditional industry em-
ploys 22% of our labor force, and the retail industry em-
ploys 18%. Commercial activities have played an im-
portant role in the opening up of new job positions in
8Go Paulo. Suffice it te say that no less than 30 shop-
ping centfers opened up in the last few years. As we are
very much aware of how important commercial activi-
ties are to the city, we have taken measures to encour-
age this sector to the highest degree. Two examples of
our effort is the progressive elimination of restrictions to
retail activities on Sundays and incentives for weekend
fourism, similar to the program implemented in Rio de
Janeiro. To this effect, my administration has taken steps
to convince airine companies and hotel chains to grant
up to 80% discounts on weekend rates. Such discounts
are dlready in force., S@o Paulo offers 4250 de-luxe ho-
fel rooms in 160 infernational level hotels, Itis very clear

fo us that the hotel industry, which has been develop-
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ing at full speed, given our city’s condition as a major
business center, is one of the sectors on which the city
administration must concentrate its efforts. | justify this
condition by saying that the city of Sdo Paulo probably
generates more jobs per dollar invested in the tourism
industry than any ofher city. Besides, such investments
are being made in a clean and environmentally cor-
rect industry.

The continuity of administrative policies,
ensured by the people who voted in the municipal elec-
fions less than a year ago, has allowed my city admin-
istration to prepare strategic policies allowing us to deal
with one of Sé@o Paulo’s most crucial problems:  traffic
and public fransportation.

About 4.5 million vehicles, 25% of Brazil's
entire fleet, circulate through our 16-thousand kilome-
ter roadway network. This represents nearly 1 automo-
bile per 2 inhabitants, the same as in France. 60% of the
city’s labor force commutes to work by car, and one
thousand new cars a day are added to the city’s flest,
This has obliged us to take a number of measures to
revert the situation. Both my administration and the pre-
vious administration have invested heavily in improving
and modernizing the city’s roadway system. Invest-
ments are being allocated for works, especially in the
city’s south and east regions, which have been atfract-
ing numerous real estate developments. It is the re-
sponsibility of the city administration to optimize the use
of the existing roadway system as well as invest in pub-
lic fransportation, especidlly in the 250-kilometer railway
systemn and the 45-kilometer subway system. Both sys-
tems are managed by the state government and are
dlso being modernized and extended. Although our

subway system is certainly not extensive enough for a



city the size of Sdo Paulo, it nonetheless consistently
obtains one of the best global efficiency rates. The sub-
way system accounts for 25% of the daily trips made in
the city. The city administration is also responsible for
the management of the bus transportation system,
which transports nearly 6 million pecple a day. Invest-
ments in this sector are focused on subsidized bus rates
and on the construction of a medium-sized transporta-
fion system to transport up to 20 thousand people per
hour. This medium-sized transportation system will fill the
gap between the traditional bus systermn and the frain
and subway systemns. | am referring to a system which
will use light vehicles on tires, the VLP. The first line out
of five is expected fo go into operation next year, at a
cost per kilometer which is ten times lower than the cost
of the subway.

This is fertile, safe and productive terrain
for investments, especially because of the population’s
competency. Only 11% of our entire work force carries
out jobs that do not demand qualifications. Excellence
in performing planning and management functions, as
well as technical quailifications, are attributes that char-
acterize our work force. It is no coincidence that Sao
Paulo is also a reference center and a center of excel-
lence as regards medicine and health care. The city
has a number of major health care and medical re-
search centers. The city administration, well aware of
the city’s high-quality medical standards, has imple-
mented a public health and medical care system
named PAS, Plano de Atendimento ¢ Satde. PAS has
been approved by 90% of the population that has re-
sorfed to ifs services and has been acknowledged by
the Harvard Medical Institute as an adegquate model

for public health and medical care services. Other cit-

ies and countries are exploring the possibility of imple-
mentfing the PAS System. The city administration also
looks affer education. Over 300 thousand students are
enrolled in universities, 750 thousand students, in the 15
to 18 old age group, are enrolled in high schools and
3.3 million students, in the 6 fo 14 age group are en-
rolled in elementary schools. What other city in the world
can proudly exhibit such figures? It is important to point
out that many of these students are enrolled in free
public schools. The city administration also provides pre-
school education for 400 thousand 4 to é-year old pre-
schoolers and has tfraditionally taken on the obligation
of providing befter condifions for working women. Most
of SGo Paulo city’s adult female population is comprised
of professional women who are taking up job positions
in our labor market. Hence, the city administration op-
erates and maintains a chain of day care centers that
provide care for approximately 200 thousand children
up to the age of four. It has often been said all over the
world that the qudlity of public education leaves a lot
to be desired and teachers are not appreciated. The
city of Sdo Paulo is proud to announce that it has done
its utmost to reverse such opinions. As an example, state-
of-the-art information technology resources are being
provided for the city’s public schools and 800 thousand
students.

In regard to public school teachers, their
salaries were raised by one third, As for the environ-
ment, S&o Paulo pioneered the establishment of a sec-
retariat to look affer environment related issues. In ad-
dition, we are rationadlizing the use of automobiles and
implementing pollution emission confrols. We have pro-
gressively increased the number of greenery areas in

the city and implemented measures to protect the
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Capivari and Monus river basins. The World Bank is par-
tially funding the confrol of the Guarapiranga basin’s
water sources that supply water to the city’s popula-
fion. Garbage disposal, always a problem in major cit-
ies, is being tackled through the installation of non-pol-
luting incineration equipment.

| would like to end my presenfation on S&o
Paulo by announcing the forthcoming establishment of
a development agency. under the municipal secre-
tariat of planning, with the objective of aftracting capi-
tal and generating new business opportunities. This
development agency will offer the operating condi-
tions, flexibility and tax incentives to investors who have
not yet discovered the second biggest city in the world.
Our magnitude, which is that of Brazil as well, requires
global partnerships, not only because the world is at-
fracted to Sdo Paulo but because Sdo Paulo has an
international vocation. Do not miss the opportunity of
being in S&o Paulo, because if you do, you will miss the
chance of participating to the fullest extent in this eter-

nally new world.

Celso Roberto Pitfa do Nascimento, 51, was
elected mayor of the city of SGo Paulo with 3,178,330
votes (that is, 62,28% of fotal number of the votes). He
has a degree in Economics from the Federal University
of Rio de Janeiro and holds a Master’s Degree in Trans-
portation Economics from the University of Leeds (En-
gland, 1970/1971). He was engaged in various execu-
tive and consulting activifies concerning fransportation

projects for both public and private enterprises. Pitta
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began his professional career in 1965 in the Planning
Ministry s Technical Department. He was also Planning
and Control Director at the Maud shipyard and Profes-
sor of Maritime Transportation Economics at the Post-
Graduate School of Economics of the Getllio Vargas

Foundation.

In addition, he was Director of the Casa da
Moeda (1982/1985) and Financial Director of Eucatex
(1987/1992).

In 1993, he was appointed as Secretary of
Finance of the city of SGo Paulo during Mayor Paulo
Maluf’s term in office, a post that was combined with

that of Planning Secretary.



Sir Peter Heap

Advisor to the HSBC - Investment Bank
Member of the International Comiteé - BIC British Industry Confederation - United Kingdom

“T'he British Industry and the Opening
of the Brazilian Market ”

Mr, Chairman, Mr, Sidney Sanchez, Minis-
ter of Health, Minister of Transport, the Mayor of Sdo
Paulo, other distinguished guests, first one or two apolo-
gies. My apologles first to the people on this side of the
audience, who will wonder if | am here at all because |
am hiding behind this computer, but if | put my hand up
from fime to fime you will see there is a real person here.
Secondly, | apologize for speaking in English. | did not
redlize, before | came from London o Monaco to speak
to an audience about Brazil, that | will be talking to an
audience comprised of Brazilians and so | did not real-
ize that | should have been speaking in Portuguese, so |
prepared it in English. Thirdly | might, | think, clarify my
titles and qualifications because there’s certain confu-
sion thereabouts, | am happily not a professor and | am
not a doctor though | would not mind being either if

anybody has any on offer. | am not a memiber of the

advisory board council of the HSBC Hong Kong and
Shanghai Bank because | do not think that exists. | am
an advisor fo the board of the HSBC Investment Bank. |
am also a member of the International Committee of
the Confederation of the Brifish Industries and | was, a
while ago, British Ambassador in Brazil and incidentally
the chairman of the first session this morning. Michel
Levégue, now Minister of State in Monaco was, when |
was British Ambassador in Brazil, he was the French
Ambassador in Brazil. So, it was nice to meet an old
colleague. Because | hope that in the afternoon ses-
sion there will be some gathering session with some wine
or whatever, with Brazilian wine, | hope. | will fry to read
quite fast, so you will have to listen quite fast.

The British presence in Brazil - like the
British presence in much of South America - goes back

a long way. It is also gone through a number of differ-
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ent phases. The relafionship between South American
countries, including Brazil and Britain, have rarely been
hostile - and if so only very briefly - , but have waxed
between a close and warm and productive relation-
ship to a more distant or but still whole friendly relation-
ship. Although it is changing rapidly as Latin America
opens itself fo the outfside world, until recently many
people in Britain did not know well what was going on
in South America. Nevertheless, rising out of the sea of
ignorance, were certain peaks of knowledge that al-
most everyone knew. One of these is that British com-
panies and British people played a big part in develop-
ing the infrastructure and the utilities of much of the
continent. Railway, water, electricity, ports were very
often developed by British engineers, by British entfre-
preneurs; many of whom bought the bulk of the labor
force with them.

Few, if any, of these firms survived, at
least in Brazil, but some of the people of Brifish origin
are there because their grandfathers or great-grandfa-
thers went out from Britain o engage in such work. Most
of these British workers, however, refurned fo the United
Kingdom after their contracts ended and the job done.

The British populations in all Brazilian cit-
ies were very much bigger at the turn of this century
than they are now. There are British graveyards in most
Brazilian cities, testifying o the size of those populations.
But they are now often overrun and dilapidated be-
cause the British communities there are now too small
fo sustain them. Other earlier immigrants from Britain
went to Brazil to engage in agriculture, finding then, as
now, that Brazil had ideal conditions for growing so many
of the world’s crops or raising cattle. Why did that flow

of British immigrants fo Brazil dry up as the 20th century
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progressed and as other countries in Europe sent large
numbers to Brazil? | have given one reason: that there
were not many immigrants. They went to do a particu-
lar job and when that job ended they returned fo the
United Kingdom or moved on. Another was that Britain
began sending people to Canada, Australia or New
Zealand in large numbers where there were no lan-
guage problems and where educational, legal and
constitutional systems were familiarly comfortable. How-
ever, the readl spur to most of the current British invest-
ment in the commercial and industrial sector in Brazil
was, ironically, the closed economy. A policy of the
middle of this century and beyond, many of Britain’s
big multinational companies, finding that they could
not export their products from the United Kingdom fo
Brazil because of the prohibitions or prohibitive tariffs
on imports, decided that, if they could not beat the
system, they could join it. Many of the big British multi-
nafional companies in this period established a pres-
ence in Brazil - often a very sirong presence - either by
buying and then expanding an existing company or by
starting from scrafch with greenfield investments. More-
over, since the political and cultural climate of those
years of the closed economy was fo encourage Brazil-
ian firms and to discourage the foreign companies,
many sought to play down their British origins or owner-
ship. While as around the world most multinationals like
to use their clout, prestige and the reputation of their
global name and global brand, in Brazil they followed
another route and used Brazilian names.

Thus the investment of BAT, the British
cigareftte manufacturer, in Brazil went on o the name
Souza Cruz. A majority of Brazilians who smoke their prod-

ucts, which includes most of the best known brands, do



not know this is a
controlled and ma-
jority-owned British
campany. The sd—
me is true of the
products of Reckitt
Colman, who ma-
kes a blg range of
household goods

with household well-

known names because in Brazll they are known as Atiantls,
There are certainly many consumers and perhaps even
many of the supermarket owners and other retailers who
buy from them and do net realize that this is o huge manu-
facturing operation, with large factories in Brazil as well as
elsewhere In the world that is British-owned, Those who
buy glass from Blindex - also with several major factories in
Brozll - probably do not redlize that they are really buying
from Pilkington, another British-based and owned multi-
national. Of course the reason for these disguises has now
largely disappeared. The political and economic climate
has shiffed and now forelgn companies, foreign invest-
menfs and even imports are welcome. As a conse-
quence, the multinationals, including those in the example
I have given, are beginning to use their global name more
and more, hoping that the Brazilian consumer may favor
fhem for having intemational standards and international
brands. | should have two footnotes: it was not only British
companies that followed this route, so did many other
companies from overseas; secondly, there was never an
attempt nor intention to deceive. Foreign ownership was
readily available to the public domain and was available
for anyone who wanted to look - it was more a question

of marketing; it paid for a long time to be seen to maxi-

mize the Brazilian content of a company and to play on
the foreign connection.

Another feafure of this period of high
British investment in Brazil was that the Brazil of this pe-
riod often did not command the confidence of main
boards of companies in Britain. The political ups and
downs leading to a prolonged period of military rule
and especially the very long run of very high inflation
lasting until 1994 meant that even those companies with
big investments in Brazil - and which were recelving
big profits from Brazil, for Brazil was never as restrictive
as many counfries on the repatriation of profits from
foreign investments - were still reluctant, at main board
level, to put significant new money into the country.
The results of this was fhat British companies in Brazil had
to grow internally. Happily, profit levels were offen such
that this was not a problem. The companies continued
fo expand and grow, but their extensions and new
plants and new factories were financed from local prof-
its and not by new money from UK. group of head-
quarters, not even by local bank-borrowing: because
with hyper-inflation this alse was nearly impossible. Nor
was this only o feafure of the manufacturing sector. It
was also offen a feature of the service sector. A signifi-
cant British insurance company, whose Braziian opera-
tion began in the 1930's started up with an investment
of 25 thousand pounds. That was the first and the last
sum ever to pass from head office to the Brazillan sub-
sidiary., Today that Brozilian subsidiary has an asset base
of nine figures, approaching ten and remits nearly two
milion pounds a year to its UK. head office, not bad on
an intial and fotal investment of 25 thousand pounds .
And the growth was all internally financed.

| spelled it out not only because of its
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historical interest and because it helps explain something
of the pattern of British, and indeed more often all foreign
investment in Brazil, | spelled it out because some of these
factors can often cause us to significantly undervalue the
level of foreign investment in Brazil and the contribution
that is made to the Braziian economy. Many figures for
foreign investment in Brazil, including those normally used
by the Central Bank, quite understandably only quote the
figures for new money brought into the country to start up
or expand the business. This, therefore, should not be con-
fused with the very much higher figures - enormously higher
figures - for the actual asset value of those investments.

When | headed the British embassy in
Brazil, we conducted an exercise fo fry fo get an idea
of the divergence between those two figures. We asked
a number of the UK. multinafionals for the total value
of the Brazilian enterprises, from even a very small num-
ber of large companies, which is much higher than that
in the official figures for fotal British investrents in Brazil.
And no doubt the same will be frue of the investment
by other industrial companies that have invested heavily
in Brazil: United States, Japan, Germany, ltaly and
France. For the board rcoms of company headquar-
ters in those countries foo, could not understand how
an economy could survive when inflation ran at hun-
dreds and then thousands of percent a year. They thus
starved their subsidiaries of new outside investment, forc-
ing them to grow out of their own profits. Now of course,
most of these factors have changed. Brazil is no longer
a closed economy. Foreign investment is welcome more
than before. Tariffs have come down dramatically and
other import restrictions and prohibitions have largely
disappeared. Those areas of the economy formerly re-

served for Brazilian companies and often state-owned
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companies such as pefroleum exploration, gas explora-
fion and felephone companies are being opened to out-
side investment with dramatic results. Above all, foreign
investment confidence has undergone a change, with a
very dramatic reduction in inflation levels to those equal-
ing those of other major industrial countries.

Plenty of other speakers have elabo-
rated, or will elaborate, on the nature of the reforms
that have happened in Brazil, so | will not repeat those
details, but will concentrate on their own impact on
British investment. So far | have spared you figures, but it
is fime fto introduce a few. According fo the
Interamerican Development Bank figures for 1994, the
UK. was Brazil's second largest investor in terms of di-
rect foreign investment stock, with a total of USS11 bil-
lion . That was a leng way behind the number one, which
is not surprising the United States, with a fotal of USS 74
billion , with Germany in third place just behind Britain's
total. The next largest intemational investors in order of
size, or, in third place, rather surprisingly, Switzerland, with
Japan, Canada, France, Netherlands, Spoin‘crud Bel-
gium following in that order. | repeat that these figures
from this source are only available up to 1994, so with
the huge surge of new investment now taking place in
Brazil, there is probably some current jockeying for posi-
tion among those countries. But | would expect the or-
der to be roughly the same and the British position fo
remain very strong.

Another source of figures for inward in-
vestment in Brazil is, of course, the Brazilian Central Bank.
It showed a British investment in 1995, which totaled USS
4.2 bilien . This figure, however, would be the total of
new capital investment brought in from outside and ig-

nores the growth generated by infermnal investment which



| have described. New direct investment in 1995 from the
United Kingdom tfotaled US$ 717 million, most of it coming
from five companies: BAT, ICI, RTZ, Glaxon, Pllkington, all
British-owned British mulfinationals. And to bring the fig-
ures just a little more up to date, we have to use UK.
government calculations for new direct British direct in-
vestment in Brazil and these give a figure of USS 1 billion
for 1996 and - this is revealing - of twice that - US$ 2 billion
for British direct investment in Brazil in the first seven months
of 1997. Of that US$ 2 bilion, approximately half comes
from one source, the purchase of Banco Bamerindus by
the HSBC group, to become Banco HSBC Bamerindus, a
bank with some 24,000 employees and 1,300 branches.
And | might divert from the Brazil scene for a moment fo
say that the HSBC group, the world's largest bank by many
measurements, has invested something like 2 bilion dol-
lars this year in Lafin America which includes not only the
hundred per cent purchase of Banco Bamerindus in Brazil
buf, in addifion, the 100% purchase of Banco Roberts in
Argenfina, the increase in ifs stake in Banco Santiago in
Chile - from 3% to 7% - , the purchase of a 10% stake in
Banco do Sul in Peru, and the taking of a 20% stake In
Banco Sulfin in Mexico. All of that in less than é months.
That one large banking group, and one
noted for its caufion and conservatism at that, can
move info Latin America in that way, in such a short
period, itself speaks volumes for the new confidence
that the world feels about recent developments
throughout the confinent, and acs believed by the HSBC
group, that the changes and reforms are permanent
and will remain a lasting feature of the landscape.
Moving back to other current British in-
vestment in Brazil, the current figures, | think, are impres-

sive, The investments currenfly under way, or recently

announced, and within that USS 2 billion for 1997 so far,
are, including an investment of USS 300 milion by RTZ,
the mining group; US$ 100 million by BAT; US$ 600 mil-
lion - already well established there; US$ 600 milion by
Llioyds Bank; USS 72 milion by Smithkline Beecham; US$
60 milion by ICI; US$ 25 milion by United Distillers and
so on. By British government calculations, this amounts
fo around 28% of the total new direct investments in
Brazil in the first six months of the year coming from the
UK., which, if confirmed, is very much higher than any
figure In recent years or decades in terms of percent-
ages. Or indeed In terms of absolute figures. By the same
calculations, investment from the United Kingdom in Bra-
zil in 95/96 only follows the United States, Germany, Ja-
pan and France. So there’s been a very significant in-
credse In the British investrment.

Of course the new direct foreign Invest-
ment is pouring into Brazil from all over the globe and
some of the figures are quite staggering. Announced
new investments in the vehicle sector amount to USS 19
bilion by the year 2000, which is likely to double Brazil's
capacity from its present 1.8 milion units a year to
around 3.4 million units. Whether Brozil can use or sell
locally, or through exports, that level of ocutput is an in-
teresting question. But there is little doubt about the
question of current investment. Most of it is already un-
der way. Then there is g new level of investment in the
felecommunications clready planned to be launched
with the Band B cellular privatizations, but which will
become huge when the rest of the system reaches pri-
vate hands. Then there is the opening of the oil sector.
This, like many things, is not going guite as quickly as many
oil companies hoped, but once blocks are allocated later

this year, then the Investments coming info Brazil will be
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dramatic.

One Anglo US. company with whom |
am associated and who runs a Brazil operafion from
the United Kingdom plans fo invest USS 2 billien in Brozil
by the year 2.000, assuming they get fthe blocks they
are tfargeting, and many of the other Infernational oil
companies are planning imminent investments on a
similar scale and, incidentally, once the oil exploration
and production begins - and that should be guite a
quick process, because the blocks that are going to
be offered first are already well chartered by Petrobras,
then the impact on Brazil's frade balance, which is one of
their current and most serious problems, will be very pro-
found and will instantly, or within a very short number of
years, cut out one of the bigger negative factors in that
trade balance.

A few other comments on the current
investments seen in Brazil. So far | have falked largely of
straightforward new investment largely by foreign manu-
facturing companies, most of which have a significant
presence in the country already, but which are now
expanding in the view of the new economic climate,
Now, there are other elements of this new foreign in-
vestment: one is the privatization program. The outside
world is not, | think, yet fruly well aware to what is hap-
pening here, and this is for a number of reasons. It has
not gone entirely smoothly: it is been done in smallish
pieces - for example, the steel sector was not priva-
fized as one giant steel conglomerate. It was already
split, was still in state hands, in too many different enti-
ties, and these were privatized separately. Furthermore,
Brazll's privatizations have rarely involved major share is-
sues, or sales, with all that that brings in ferms of infense

and prolonged publicity, brochures, full scale advertise-
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ments, arficles in the international press, including the Wall
Street Journal and Financial Times. They have mostly been
auctions, at relafively short notfice, held sometimes after
several postponements and often lasting only a few min-
utes. So, for these factors, the outside world has been less
aoware of Brazil's privatizations than those in many other
countries, including those in some of Brazil's smaller neigh-
bors. Not only has the world been less aware, it has also
participated less, at least until very recently. Thus the over-
seas involvement in the newly privatized companies has
not been high, and in Britain’s case it has been lamenta-
bly low. The involvement by companies from the United
States, from Spain and from elsewhere has been higher;
although even there, not very high, since most of the
buyers have been Brazilians.

As the Gazeta Mercantll put it as re-
cently as 6 of August, privatization has had a negligible
confribution tc the entry of infernafional resources Iin
the country. Nevertheless, the investments involved
have been impressive. Some USS 16.9 bilion raised from
53 privatizations up to May of this year, with company
Vale do Rio Doce dlone vyielding USS 3.2 bilion earlier
this year.

Another significant source of
new foreign capital comes from mergers and acquisi-
fions and these two are boeming and bringing in sig-
nificant new foreign capital, and so far much more than
the privatization program, as international companies
decide that their best route info Brazil is fo buy a ready-
made business and expand it from there. In the last six
years, company mergers and acquisitions were respon-
sible for transactions totaling US$ 33 billion, of which US$
20 bilion came from abroad. In the first semester of this

year, mergers and acquisitions ylelded US$ 2.3 billion



and according to a KPMG Peat Marwick poll, from 1992
to this year's first semester, there were 1,005 mergers
and acquisitions, of which 567 were between Brazilian
and foreign companies. From 1993 until June, the two
leading industries involved in these transactions were
banks and food and beverages, with the financial sec-
tor taking first place; that was in large part because the
HSBC purchase of Bamerindus, taking over first place
from the food and beverage sector which held that
posifion since 1992,

I was asked today fo talk about the Brit-
ish industry and the opening of the Brazilian market and
I have concentrated mostly on investment, the new op-
portunities, the size of the new investment flow and
Britaiin’s  confribution to that as well as touching some
of the reasons for the growth. Let me now talk briefly
about Britain’s trade with Brazil, for that is important, with
some lessons to be learned.

It will be no surprise that, since the re-
form of the last two years, Britain’s exports to Brazil have
been increasing rapidly. Using UK. government figures,
U.K. exports to Brazil were only, in pounds, £ 272.000.00
in 1992, but rose by more than threefold to 1996 to £
847.000.000. This year to July, the figure was £
660.000.000, so there’'s every chance that this year
Britain’s exports to Brozil will reach one bilion pounds
for the first fime, Sadly the growth of Brazil's exports to
the United Kingdom has not matched this growth in the
other direction, Brozil's exports to Britain in 1996 totaled
C 983.000.000 - having risen only from C 886.00.000 in
1992,

In short, while Britain’s exports to Brazil
rose more fhan three times since 1992, Brazil's exports

to the United Kingdom have gone up by barely 10% in the

same period. Thus the trade balance which was in Brazil's
favor to the fune of £ 613 billion in 1992 was only In Brazil's
favor by @ C 136 million last year and may end up, this
year, by being in Britain’s favor for the first time in modemn
memory.

Of course much of this swing is due to
the opening of the Braziian economy while there has
been no matching opening on the British side. So, Brazil's
reforms have given British exporters, and of course the
exporters of many other countfries, an opportunity that
they have been pleased to take. But Brazil, for its part,
could do, | suspect, more to keep that frade gap in its
favor. It could send more trade missions. And this is some-
ﬂling that | and your admirable and excellent Brazilian
ambassador in the United Kingdom have discussed. And
he was teling me recently that while 8 British trade mis-
slons who visited Brazil so far this year, there has only been
one mission from Brazil and that only last week fo
the United Kingdom. From Brazil you could explore areas
of exports hardly touched so far, The British buy masses of
Colombian flowers, Caribbean fruit, Argentine and Chil
ean wine, but relatively little of any of those items from
Brazil. Also, Brazil's higher technology items could surely
make It in the United Kingdom to a greater extent than at
present. If Fiat cars are exported to Italy, and Embraer
aircraft fo the United States, | suspect more could be done
to sell such items in the United Kingdom. The trade picture
is in many ways satisfactory, but | have always held that
exporting is o bit like the comments that figure on school
reports, However well you do, whatever level you are af,
the bottom line is always that you can do better.

| was asked fo focus my talk on
the response of the British industry fo the opening of

the Braziian market. Of course, much of what | said re-
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lates not only to  British industry, but to that of much of the
rest of Europe and of North America and Asia too. The
important point, however, is that the opening of Brazil's
markets brings benefits to all. To British industry for invest-
ing in trading has brought many oppertunities. To the Bra-
zilian consumer it brings benefits not only of the availability
of world-class goods at world-class competitive prices,
but it also brings the guarantee that Brazilion domestic
manufactures are leamning to compete with the imports,
and will themselves become world-class pairs able to sell
well on world markets. And thereby regress, and elimi-
nate, and reverse the adverse frade gap that was an
inevitable result of the opening of the markets to foreign
goods affer such a long period of a closed economy.
Finally, | have made no specific mention
of Mercosur, but no comments on trading and investing in
Brazil today is complete without an acknowledgment of
the importance of Mercosur to the economies of the
participating countries. The rates of growth in frade be-
tween them is well known and is phenomenal, and that
development foo, as well as the other reforms that have
taken place In Brazil, makes it a country with which it is
additienally attractive fo do business. | have deliberately
not dwelt on the details of the reforms that have taken
place in Brazil, for others will do that, but | hepe | have
shown that these reforms are reported by the rest of us
and have led to dramatically increased trade and invest-
ment, in which Britain has ployed its full part. | hope we
have heard the last of the tired old joke about Brazil being
the country of the future and always will be. | have consis-
tently advised Investors and exporters from the United
Kingdom not to make thelr decisions based on what they
expect the future of Brazil to be, even though that may

give them a very large bonus. Base it on the here and

94

now.

Sir Peter Heap was born in 1935. He studied
Politics, Philosophy and Economics al Oxford Merton
College. Since September 1995 he has been a member
of the Advisory Board of the Investment Bank HSBC. In
the course of his diplomatic career, Peter Heap was
posted in Dublin, Offawa, Colombia, New York, Caracas,
and London. He was Trade Commissioner in Hong Kong
from 1989 fo 1992 and from then fo 1995 he was the Brii-
ish Ambassador fo Brazil. Af the end of 1995 he resigned

from the diplomadtic service.

Since 1996, he has been the Chairman of
the Brazilian Chamber of Commerce in England and a
member of the London Commifttee of the British-Ameri-

can Chamber of Commerce.
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“T'he Future of FTAA and its Relationship
with Asia and European Community ”

Peter Heap starfed with an apology for not
being a professor and not being a doctor. | will start
with an apclogy for being a professor and being a doc-
tor. But | will fry to do my best anyway.,

Mario Garnero mentioned this morning
that | had had a long trip here yesterday from Ching,
whichis true, lin fact did not even start in Belling, | started
in Wuhan because | had spent the previous three days
on the Yangtze River fraveling through the three gorges
and seeing the beginning of the Three Gorges Dam.
Now it may surprise you that reminded me of Brazil and
the reason of course was that by far the largest dam in
the world now is Itaipd. | visited Itaipa with the
Brasilinvest group about fifteen years ago - it is good to
be back with friends from Brasilinvest - but the Chinese
are now frying to do befter and the Three Gorges Dam,
when complete, will supersede Itaipt, unless Brazil

comes up with a new project in the meanwhile that will

go one step betfter. But just before going to China |
had been in Séo Paule. | had been in the mayor's city
at a conference that he mentioned, the so-called
Mercosur Economic Summif, talking not only about
Mercosur, but about the topic of that conference, “Eco-
nomic Infegraticn in the Western Hemisphere”, That is
a topic which has not gotten much attention so far.
Today | do want fo address it because in doing so |
think | can broaden and perhaps even embellish some-
what further the investment outlook in Brazil, Important
as is Mercosur for the broadening of the Braziian eco-
nomic sphere, even greater yet will be the extension of
the Free Trade Area of the Americas, abolishing all bar-
riers fo frade and investment within the entire Western
Hemisphere, North as well as Socuth America, thereby it
seems fo me offering an even maere rosy long-term fu-
ture for Brazil then we are discussing.

Since fime is short, let me start with my
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predictions by answering the
guestion of where these events
are going, and then make a few
remarks about what they may
mean for Brazil and what | think
Brazil's interests and benefits are
from this broader set of economic
infegraficn efforts.

My prediction
would be that we will have a Free
Trade Area of the Americas,
probably worked out well before
the current farget date of 2005 that was agreed on af
the Summit of the Americas in Miami back in Decem-
per 1994, There Is in fact coming up next April the sec-
ond Summit of the Americas in Sanfiago. The goal is to
begin a serious negotiation towards achieving a Free
Trade Area of the Americas. My guess Is that it will suc-
ceed, the target idea for agreeing on the arrangement
of 2005 will be superseded and the agreement will be
reached before that, My guess is that we will actually
have a Free Trade Area of the Americas somewhere
between 2010 and 2020, which is not that far away,
maybe on the order of fifteen years out,

| would further predict that this Free
Trade Area of the Americas will basically be worked
out between Mercosur, led by Brazil, and the Naffa, led
by the United States. Mercosur and Nafta, | think, will
be the fwo principal building blocks for the Free Trade
Area of the Americas, and the lead countries of those
two sub-regional groups will be the chief negofiators.
Now | also think that all this will occur within the even
broader context of substantial new global frade liber-

alization, probably a new trade round within the World
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Trade Organization, starting
around fthe year 2000 and culmi-
nating over the next few years. My
even more ambifious guess is that
the next one or two multilateral ef-
forts in the WTO will lead to some-
thing like global free trade some-
where in that period between the
vear 2010 and 2020, Several of the
major regional groups have al-
ready set such o goal. Cne is
APEC, the Asia Pacific Economic
Cooperation Forum, that is a group that brings fogether
*rrle eighteen major countries around the Pacific Rim
that account for half the world economy. They agreed
three years ago fo achieve free frade and investment
in that area by the year 2010 and | suspect they too will
beat the target,

The European Union in its agreement
with the Mediterranean countries, the so-called Eure-
Med Agreement, have also made a commitment fto
achieve free frade by the year 2010, And in fact when
you add up all of the regional commitments already in
place - the European Union, Nafta, Mercosur - and the
others that have been committed politically, like APEC,
and the Free Trade Area of the Americas, what you dis-
cover is that almost 70% of the world trade is already
free or in route to being free. And so it is not a much
larger step to agree to liberalize frade on a global ba-
sis. My guess is that will occur within the next one or two
rounds in the WTO, which will occur within the first ten
years of the 21st century.

But again, to bring It back to the West-

arn Hemisphere, the key building blocks for any new



global frade liberalization will be the major regional ar-
rangements of which the Free Trade Area of the Ameri-
cas, APEC, the European Union of course, will be the
maijor driving forces, for a simple reason. Each of those
large trading areas will want to avoid discrimination one
against the other. The countries of the Western Hemi-
sphere will not want to face continued discrimination
by the European Union or new discrimination by the
economic power houses of the Asia Pacific Region.
Likewise, the Europeans, as Latin America and Asia, take
on the ranks of the fastest-growing countries in the world,
The Europeans will not want to face new discrimination
in those markets. So they will also be interested in new
global trade liberalization. So my guass is that what we
are going to see over this coming decade or 5o is a
further expansion of global market opening at three
levels: af the sub-regional level like Mercosur, Nafta, the
ASEAN Free Trade Agreement, and the Mediterranean.
Second, the broader regional level - clready the Euro-
pean Union, the Free Trade Area of the Americas
throughout the Wastern Hemisphere, and APEC in the
Asia Pacific region. And then thirdly, at the global level,
through the World Trade Organization. That is the model
that | think is likely to occur,

Let me talk now a litfle bit about how it
might occur, how it relates to the Western Hernisphere
and to Mercosur, and particularly why | think it offers
such additional attractions for investment in Brazil,

Now for this development to occur,
twa crucial assumptions for our purposes taday have to
be made. The first is in the United States. As most of
you are awdre, President Clinfon has finally submitted
legislation to Congress propesing that they give him new

frade negotiating authority to liveralize further U.S. bar-

riers. This is the so-called fast track authority. It is abso-
lutely essential that Congress and President Clinton work
out an agreement through which the United States will
be able to play again an active role in global trade
negofiafions. The case for Congress fo do so is over-
whelming in terms of U.S. interests. Indeed, one of the
key reasons is to move ahead with the Free Trade Area
of the Americas. President Clinton, of course, took the
initiative back in 1994 fo launch that specific effort with
the Miami Summit. In deing so, he was, however, pri-
marily building on an initiative taken by President Bush
who will be addressing the group tomarrow.

President Bush launched his enterprise
f\or the Americas initiative back in 1990 and 1991, with
the promise to broaden the Nafta to the Western Hemi-
sphere as a whole. The U.S. interest in pursuing the Free
Trade Area of the Americas is indeed one of the pri-
mary purposes for which President Clinton has now pro-
posed new negotiating authority to Congress and | think
it will be one of the major reasons why Congress will go
along and give him that authority before they close their
session at the end of this year. It must be recognized,
however, that there is oppasition to that new trade au-
thority. NAFTA is not popular politically in the United
States, because many Americans confuse the NAFTA
Agreement with the peso crisis and the adverse eco-
nomic effects that occurred in Mexico shortly thereaf-
ter.

But it is crucial for the rest of the world
to understand that if the United States were to fail to
achieve that new negoftiating authority, then the US.
negotiaters probably would be on the sidelines of tfrade
talks for the next three or four years, and all of the initia-

tives that | am talking about today would be quite diffi-
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cult, if not impossible, to achieve. The second assump-
fion for the purposes of this discussion is that everyone
clearly understands Mercosur. As the only American on
the program today. the only Norfh American on the
program today, | put that forward because sometimes
there are views in Brazil, or in South America more
broadly, that the United States opposes Mercosur, or is
even frying fo drive a wedge among the countries that
make up Mercosur. Nothing is further from the truth,
that Is totally inaccurate, and | will fry to suggest why. |
think everybody in the United States recognizes that
Mercosur has already contributed to enormous eco-
nomic and political progress in Latin America and that
is very much in the interest of the United States. Stron-
ger markets in South America are good for the United
States. Fewer political tensions in Latin America, par-
ficularly between Brazil and Argenting, are gocd for the
United States. There would be no reason for the United
States to oppose such developments,

Certainly the United Statfes, having ne-
gofiated the North American Free Trade Agreement, or
NAFTA, must fruly recognize the legitfimacy of Mercosur
as of the South American Free Trade Agreement. [t
would be hard to deny any such effort. Indeed, | would
personally take the view that Mercosur’s negaotiafions
with the European Union are a healthy thing because
they remind the United States not to fake South America
for granted. They are part of what | call the process of
compefitive liberalization where trading partners are
working in different directions, always bringing pressure
on ofher frading partners fo get in line, make deals
themselves, in order to stay in the competitive race.
And so it seems to me the case is prefty clear that an

outward-looking, growing, successful Mercosur is very
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much in the interest of the United States as well as that
of South America itself. That is based on the assump-
fion that Mercosur intends to play its full role in develop-
ing a Free Trade Area of the Americas, and indeed glo-
bal frade liberalization talks in the World Trade Organi-
zation, as well as dealing with Mercosur.

| thought Ambassador Azambuja put it
very nicely this morning when he talked about open
regionalism in South America. On the other hand, if
Mercosur were to simply stop with the South American
free trade agreement, or customs union, lose interest in
negotiating broader arrangements of the Free Trade
Area of the Americas type, or in the WTQ, then there
would be concern in the United States and elsewhere
o\round the world. There would be concern, and has
been in the past, if the European Union lost inferest or
had ne interest in negotiating on a global basis but sim-
ply sat behind its protective barriers in the European
Union itself on a discriminatory basis.

But forfunately, the European Union has
always been wiling not only fo go ahead with ifs re-
gional efforts but To negotiate on a global basis and
bring down its external barriers as part of reciprocal glo-
bal negotiations. We in the United Sfates would cer-
tainly expect that Mercosur would do the same. Not
because the U.S. wants it, but because it is in Mercosur’s
interest. If Brazilian industry or Argentine industry decided
that it was in their interest to simply sit behind a protec-
tive regional wall in South  America, they would simply
be making the same mistake on a regicnal basis that
the national industries and policies in those countries
had made in the past, We know that the import sulbsti-
tution docftrines of the past furned outf to be an enor-

mous failure, They were a mistake for Brazil, they were



a mistake for Argentina, they were a mistake for India
and other countries that had pursued them around the
world. It would be a littfle betfter to do it on a sub-re-
gional basis, as in South America, but in foday's global-
ized world economy, it would clearly be erroneous for
any subset of countries, or any sub-regicnal grouping.
be it NAFTA, be it Mercosur, be it the European Union, to
think that they could compete effectively in a modern
way in a globalized world economy.,

And therefore, | have every confi-
dence, that as Ambassador Azambuja said this morn-
ing, Mercosur will be viewed as only cne part of a multi-
purpose negotiating strategy in the frade and invest-
ment area by Brazil, by Argentina, by the countries of
South America. Itis crifical fo remember that Mercosur,
like NAFTA, like ofher regional arrangements, will retain
an important identity even as they negotiate away their
frade and tariff preferences in broader arrangements,
like the Free Trade Area of the Americas or the World
Trade Organization. A group of neighboring countries
can clearly pursue much closer fies, much deeper forms
of economic infegration and much closer political re-
lations than can the broader grouping. And so. even if
at the extreme we move to a world of global free trade
and NAFTA eliminated all its preferential tariffs and
Mercosur and other groups did the same, those regionai
groupings would still have encrmous infegrity, indepen-
dence, vitality and still be of great importance to their
member countries.

My point is simply fo suggest that there
is full consistency and compatibility between moving
To develop sub-regional groups of the Mercosur or NAFTA
type with working out broader trade liberalization ar-

rangements, be it in the Western Hemisphere, through

the Free Trade Area of the Americas, or indeed at the
global level, through the World Trade Organization.,

So af the end of the day, what | think
we do have is this three-frack strategy where most coun-
tries in the world will be moving ahead at the sub-re-
gionadl level, at the regional level and at the global level.
Now there are several maotivafions for doing that, One,
which is the purpose of this seminar, is fo attract foreign
investment. Global investment foday, as Mr, Heap was
saying, with his many Illusfrations, is mobile, foot-loose
and looking for the most attractive investment locations.
Cne way fo achieve that is of course to open one's
market, but also fo provide an attractive location for
seling info broader markets. Multinational firms ratio-
nalize their glokal production decisions and look to lo-
cate in a particular site which can serve not only that
local market but a broader group of countries as well.
That is why American firms in the 1950°s and 60°s rushed
info the European Union. Because by locafing in one
of the European countries, they could serve the entire
Common Market at a fime when it was the most rap-
idly growing and dynamic market in the world. That is
why, increasingly, foreign firms, multinational firms, will
invest in South America, both to serve the Mercosur
market, but since it is not all that big, so that they can
serve an entire Western Hemisphere market, including
North America, which is indeed still the largest market
in the world, A second reason is of course to enable
industries in those countries fo compete globally, What
we know from the record now for the last decade or
50, Is that the countries that succeed in the global
economy are those that pursue policies of outward ori-
entafion,

The Asian countries are the most dra-



mafic successes, but the most equally drarmatic progress
in Latin America over the last decade since the reform
progress got seriously under way is alse testfament fo
that conclusion. That s, Latin America has begun fo
open, reduced its own barriers o frade and investment,
begun to participate more actively and fully in the world
econcmy. The Soufh American and Latin American
economies foo had become at least “litfle tigers.” |
happen to believe that Latin America, second only o
Asia, Is going To be the growth pole of the next ten or
fwenty years. And one reason is that reforms that have
faken place throughout Latin America have exposed it
to infernafional competition, provided the competifive
impetus fo improve productivity and efficiency that we
know result from that exposure, and therefore enabled
Latin America, and particularly South America, to join
the world economy in a dynamic and successful way.

If that progress confinues along fthat
kind of three-track strategy that | suggest, then | think
there is no doubt that Latin America, and particularly
South America, will continue fo be a dramatic success
story in the years ahead. Therefore, the conclusion is
simple. That for Brazil, for Mercosur as a group, includ-
ing for reasons of aftracting foreign investment and fur-
ther improving their economies, there is a very strong
case for pursuing a three-track strategy. Brazil, to be
sure, must consolidate, confinue and complete
Mercosur as socn as possible. Second, building on that
success, Brazil must negotfiate as a group. With NAFTA
and the United States, try the best bargain possible, but
aim toward a Free Trade Area of the Americas, starfing
with the Sanfiage Summit next May. Indeed, for Brazil,
and Argentina, | would add, that it is essential in order

fo bring down United States barriers to imports from

100

Mercosur. The United States runs a trade deficit now of
about two hundred bilion dollars per year. There are
not very many counfries around the world with which
we run surpluses, But two of them happen o be Brazil
and Argenfina. The United States runs an uncharacter-
istically streng trade balance with Mercosur. And one
reason, to put it frankly, is because we have barriers to
imports on many of the products that Brazil and Argen-
fina can produce and sell most competitively. You are
not going to deal with that preblem through Mercosur
by itself. But if Mercosur, building on its own consolida-
tion and liberalization, then actively engages the United
States in negofiating a Free Trade Area of the Ameri-
cas, you have a very good chance to get rid of those
barriers and expand your market access. The third layer
is then the world, through the Global Trade Organiza-
fion.

Why would that be of inferest? Well,
that would be of interest because probably the most
significant policy fo Brazilian and Mercosur exports
around the world is the common agricultural policy of
the European Union. Fully half of Mercosur exports to
Eurcpe are agricultural, and we know that they are
deeply cut, severely restrained, by the existence of the
commeon agricultural policy.

It would be nice if you could negotiate a
bilateral deal with the European Union fo get rid of those
barriers, and as | said before, | would encourage such
negotiafions. Butin all candor, [ think there is no chance.
| do not think the Europeans could possibly see enough
advantage in opening up Mercosur to their exports to
generate the political support necessary within Europe
to geftrid of their barriers on agricultural exports to them.

What is needed to deal with that preblem is another



major global frade negotiation where the United States
joins with Mercosur, and with Australia and many others
fo bring pressure on the European Union to offer con-
cessions fo their exports and manufactured frade to
the world’s biggest markets, in order to finally bring an
end fo their discriminatory practices and import market
barriers of the common agricultural policy.

And so it seems fo me that the frade policy
strategy for Brazil and Mercosur as a group is clear. As |
say, consolidate Mercosur itself, negotiate a free frade
area of the Americas. pursue the next round or rounds
of global liberalization in the World Trade Organization,
perhaps ulimately leading to something like global free
frade early in the 21st century. That would indeed make
Brazil with all of its enormous affributes, both physical
and human, info one of the maost cttractive investment

sites in the world as a whole.
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During this week's talks, everyone should
have gained a general idea about Brazil's image to-
day. Therefore, | shall not spend fime on drawing a geo-
political, social, cultural or anthropological picture of
the Brazilian subcontinent, its dimensions, potential and
realities which are well known and widely heralded. |
would like to address only the political aspects, nota-
bly, the issue of constitutional reform as related to the
Executive Branch, which submits bills to amend the
Constitution and as related fo the direct initiatives pro-
posed by members of the two houses of the Brazilian
Congress.

Reform, as the ferm itself suggests, is
change in form, but In Brazil we go further. Besides the
form, we are interested in changing the content of the
Constitution, covering matters dealing with the basic
aspects of cifizenship and with the present and future
structure of the State. Reforms are changes in form and

content understood as processes, that is to say, they

are actions underway, unfolding over time, rather than
physical, immutable rules, clauses carved in stone,
which prevent the progress required to adapt to social
and economic change in a world in constant evolu-
fion, where everything is facientum and not factum. That
is why we hear many voices in the Brazilian Congress
saying that changes to the Constitution must accom-
pany pari passu progress in fechnology and changes in
society's values, since we cannot, in today’s world, re-
main static and rigidly conservative, when research and
innovation bring new challenges to social harmony and
to the very concepts of life in society.

But this awareness of modernity must
not, and cannot, without affecting members of soci-
ety, set ethics aside, which is the foundation of political
action and the basis of social harmony. | believe that
any political act is an ethical act, and it is thus, as Pre-
siding Officer of the Chamber of Deputies and as leader

of my party in Brazil, the Liberal Front Party, that | have
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endeavored to guide my behavior. Allow me, gentle-
men, to give you a brief summary of this process of re-
form, in form and content, of the 1988 Brazilian Consti-
fution, that is in course in my country’s National Con-
gress.

In January 1987, a Brazilian Constitu-
tional Convention met once again, the seventh time in
the history of the country. Many people have dlready
pointed out how different it was compared with the
others. By October 1988, this assembly had brought

together the representatives of the Brazilian nation. In

N

the beginning, because the electoral base for choos-

ing the counfry’s representafives had been definifively
expanded, there had been restrictions on the right fo
vote that had resulted in a small and unrepresentative
electoral body. Up to the end of the nineteenth cen-
fury the vote was denied to women, the illiterate and
to those who could not prove they had enough income.
Women were granted voting rights in 1932, A constitu-
fional amendment in 1985 granted the right to vote fo
the illiterate and, optionally, to those over sixteen years

age. Thus, 69 million voters appeared at the polling sta-

tions for the election of November 1986, a much higher
number than those who had chosen their representa-
tives on previous occasions.

At the same fime, telecommunicafions
allowed the drafting of the constitution to become an
institutional arrangement motivating public opinion as
a whole. On television, for example, news programs
brought 60 millicn spectators fogether, reaching ouf fo
practically all of the voters and raising awareness of
whaf was being discussed at the Assembly. Two other
peculiarities made fthe drafting of the latest constitu-
tion a unique occasion in our history. No limit was
placed, as had previously been done, on popular par-
ficipation by the electorate in the initial phase of prepa-
rafion of the charter. During the 87/88 Assembly, popu-
lar amendments could be submitted and a computer-
based support system was created, under the responsi-
bility of the Sendfe’s data processing center, which set
up a specific database to capture and store approxi-
mately 80,000 suggestions coming from the most diverse
segments of the Brazilian population, and made avail-
able to the members of the Assembly.

At the Republican era’s first constitu-
fional convention in 18920/91, a group called the Com-
mission of 21, made up of representatives from all the
states of the federation, inifially discussed the constitu-
tional bill submitted by the Executive to the Legislative
Branch. In 1934, a constitufional commission was
charged with the mission of undertaking a preliminary
analysis of the bill prepared by the Executive. In 1946, a
37-member commission had exactly the same task. This
commission was divided info sub-commissions that fried
to carry out the constitutional work, submitting it again

to the larger commission before it was faken finally to



the plenary assembly for general discussion. In 1987,
there was a sharp reaction from congressmen and senc-
fors who did not wish to be sidelined from the initial steps
of the work, and this resulted in an innovation: 24 sub-
commissions were created absorbing all the members
of the constfitutional cenventic , These sub-commissions,
each provided with a table and a spokesman, heard
representatives of lobbies and specidlists on specific
themes, and shaped the final design of the project.
Subsequently, the sub-commissions were combined into
eight commissions under specific topics, which reviewed
the initial work. Each commission then drafted one
eighth of our present Constitution,

The Brazilian charter’s chief character-
istic when it was published on October 5, 1988, was the
way it sought to balance rights and guarantees.
Marshall's contribution fo the field of citizenship is widely
known. It distinguishes three elements: a civil element
gathering together rights in respeact of civil liberties, such
as the right to life, liberty and property; a public ele-
ment, involving what the Remans called jus sufragi, the
right to elect, and jus honorum, the right to be elected;
and lastly, a social element that Marshall defined as all
rights, from the right to a minimum level of well-being
and safety, to the right fo take part extensively in the
civil heritage, and to live as a civilized being in accor-
dance with the standards of society. The 1988
Constitution’s approach to human rights could be clas-
sified as Marshall-ike, since it distinguishes precisely thase
three parts or elements of citizenship. Article Two of the
Constitution provides for fundamental rights and guar-
antees; Artficle Five deals with individual and collective
rights and guarantees, Arficle Six, on social rights, ob-

jectively sefs forth rights in regard to health, work, lei-

sure, security, and social security, maternity protection,
and support for the homeless. And Arficle Fourteen deals
with political rights in rigorous detail and makes the nec-
essary distinctions, in confrast to those established by
earlier constifutions.

The 1988 Brazilian charter alse inno-
vated in dealing with the possibility of its own reform,
provided for in two ways: through constitutional amend-
ments, and through revision. Constitutional charters must
be safeguarded from easy and frivolous revision while
requiring good criteria to allow fer timely and appropri-
afe reforms, In this context, the constitutional conven-
fion of 1987/88, in another innovative step, provided for
a compulsory revision affer five years.

Polemics apart, it is true that, for the
first time in Brazilian constitutional history, a compulsory
revision was imposed. This is uncommon too in the con-
stitutional history of other countries. One exception was
the Polish constitution of 1921, which provided for a re-
vision every 25 years by the Diet and the senate, with
decisions taken by the two houses in joint session by
simple majority. Everything suggests that the Brazilian
inspiration for the revision provisions came from the Por-
fuguese charter of 1974, Nonetheless, in contrast to the
Portuguese model, the Brazilian Constitution instituted
a single revision requiring an absolute majority of the
members of the National Congress as the quorum.

The 1987/88 constitutional convention
was cautious in regard fo the innovations the charter
infroduced, and laid down that the revision should be
conducted five vears affer the publication of the con-
stitutional text, It certainly wished to see ifs ideas and
designs confirmed in time. The assembly also expected

that the counfry’s development and international con-
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cord would ratify the new approaches included in its
text. Ancother aspect further supported the need for a
revision: the fact that it was a plan type of consfitution.
This type of constitution also harks back to the 1976 Por-
tuguese charter, which intended, as professor Mancel
Gongalves Ferreira Filho tells us, To build a program in
consonance with society and with direct government
action to establish a permanent political philesophical
underpinning, which would be imposed on any and all
political initictives undertaken by the government. The
posture of these charters is the programming of deep
social change. Hence they adopt, like the Brazilian
Constitution of 1988, legal mechanisms to impose their
programs, such as the injunction crder and unconstitu-
fionality by omission. The backdrop of such constitutions
has an ideological tinge to if, yef, the changes the world
has witnessed since 1989, including the fall of the Berlin
Wall, the reunificaftion of Germany. the end of the So-
viet Union, the dismantling of Eastern Europe, the open-
ing of China to a market economy, the collapse of pure
socialism in Albania and Cuba, were a warning 1o Bra-
zil and reinforced the view that the Constifution de-
served, and sfill deserves, fo be revised, as wisely pro-
vided for by its drafters, lest we risk frapping ourselves in
a bygone and outdated world.

Unfortunately, the revision provided for
in 1993 did not take place to its fullest extent, in spite of
the public spiritedness that always inspired Brazil. It was
limited - so cs to adhere to the constitufional calendar
- to the approval of six amendments, which have no
effect on our model of democracy nor any on our eco-
nomic order.

In 1995, after six years, President

Fernando Henrigue Cardoso submitted a set of reforms
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to the Nafional Congrass. This sef can be divided into
two groups: economic reforms, which comprises
changes 1o the concept of naticnal and foreign capi-
fal and the eliminaticn of state monopolies on piped
gas, coastal shipping and telecommunicafions mo-
nopolies; and the so-called reforms of the state, com-
prising civil service reform, social security reform and
reform of the tfax system. The National Congress has
voted on and approved all the proposals for amend-
ments to the economic order together with their regu-
latory laws. Of the so-called reforms of the state, the
civil service and social security reforms are at the final
voting stage. As for the tax reform, a complementary
law has been passed, removing taxes from exports and
basic inputs fo encourage manufacturing. A clearance
fund has also been set up for the states and towns and
voting on the reform of the tax system has been put off
until @ more timely occasion.

Therefore, we need to face the challenge
that economic growth and democracy demand, and
accordingly, | submitted a bill for a constifutional
amendment proposing a revision in the event that the
constitutional reforms at present being considered in
Congress fail fo achieve their cbjectives, To overcome
the obstacles placed in our path by certain constitu-
fional specialists in my country, according to whom the
Legislative Branch cannot call for a Revising Congress
by means of an amendment, | will accept their approval
for a referendum o be held af the same time as the
1998 general elections. | believe that a few visible mea-
sures will produce deep changes, dllowing, first of all,
for new treatment of private local and foreign capital,
in the search for greater efficiency and new investments,

through the establishment of clear-cut rules and



mechanisms for capital return, the remittance and re-
investment of profits; second, is the lifting of state me-
nopoly in other strategic sectors and the opening up of
new sectors to private capital under the control and
coordination of the public authorities; third, is the sim-
plification of the fax system and a reduction of the tax
burden levied on productive acfivity, aiming at the tax
collecting system’s greater efficiency and at lower fi-
nal cost of goeds and services; fourth, is the elimination
of rasfrictions on the exploitation of Brazil's mineral re-
sources so that both domestic and external capital can
operate af sufficient volumes to generate more wealth;
fifth, is the elimination of provisions of a cerporate na-
fure, as well as those granfing privileges to certain
groups and categories of society, through democrati-
zation and universalization of social rights in - harmony
with Brazilian redalities; sixth, is the reduction of rights un-
der labor and pension legislation, making over-fime
more flexible and providing for other measures to adapt
Brazilian legislation fo new times within the process of
economic globalization.

| am convinced that new challenges await
us in the next century, such as unemployment, food
production, drinking water, arfificicl technology, and the
human resources for dealing with them. None however,
will be as vital as the creafion of jobs in our country and
in the world. One of the biggest criticisms of economic
globalization is that, instead of reducing unemployment,
it is, on the confrary, increasing unemployment world-
wide. | am aware of Brazil's difficulties in balancing such
issues as poor educational levels, excessive workers’
rights and the prodigal pension system, the lack of bet-
fer professional qualifications and the high employment

costs paid by investors. But | envision a wide range of

soluftions to these problems, other than the constitutional
reforms.

Brazil has a significant housing shortage
and, to eliminate or reduce it, a major, perfectly viable
construction program of arcund 600,000 houses a year,
would create around 3 million jobs without calling on
highly specidlized labor. Another sector to be exploited
is fourism, which comprises the so-called business tour-
ism, fourism along the Brazillan sea coast and eco-tour-
ism in the Amazon region and the Pantanal swamp-
lands of the State of Mato Grosso. We have the physi-
cal conditions and abundant attractions tfo expand
fourism, in the short-term, and welcome the arrival of
\1 0 millicn visitors a year, thereby generating income and
jobs. We can settle landless workers, and stimulate the
nafional family agriculture program, seftling a man on
his own parcel of land for a price of USS 2,000 - while,
elsewhere in the world this weuld cost an average of
some US$ 30,000. We also have the means of speeding
up the bill for a simplified tax system for small compa-
nies with sales of up fo USS 60,000, which would pay a
general tax of just 5% at all levels. In the case low-in-
come classes, the tax would rise fo a maximum of 10%
when sales reached R$ 750 thousand. According to es-
timates made by the Brazilian government, this program
alone would raise GDP to more than R$ 1 trillion; Brazil-
ian GDP would jump by more than RS 800 billion to more
than a trillion reals, and this would reinforce the country’s
social security cash flow. The previously-mentioned re-
forms, coupled with the social and economic programs
described here, would allow the Brazilian State to sub-
stanfially reduce its internal public debt, the servicing
of which places a considerable burden on the country’s

budget.
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Relieved of its responsibility for the
economy and freed from the burden of lcbor and pen-
sion rights, the State will return to its proper vocation,
that is to say, to health, education, and public safety. It
will be better able to provide the necessary infrastruc-
ture for private entferprise fo set up and create jobs,
income and faxes. Investing in fundamental and spe-
cific flelds will once again be the role of the Stafe. Thus,
we can seek economic growth with social jusfice, de-
velopment with appreciation of citizenship, the build-
ing of a country which will be a source of pride for Bra-
zilians.  This will result in a counfry that, at the beginning
of the third millennium of the Christian era, can count
itself among the weorld's more developed nations.  Thus,
Brazil will become a more equitable, socially balanced
and socially cohesive naticn.

To conclude my participation in this
forum, | could not refrain from pointing ouf that no coun-
try in Latin America, and very few counfries in the world,
have the potential and infrastructure that Brazil has fo
recelve foreign investment. Investars look for economic
and political stability, and we have definifively consoli-
dated these.

Likewlse, | should say that in this globalized
world, In which regional blocks such as the European
Union, Nafta, the Andean Pact, Asean, Apec, efc., are
formed to defend common interests, Mercosur, in spife
of its short life, is a victorious experience, since it already
exceeds USS 1 trillion of GDP, a very significant figure.
We need, therefore, to consclidate it through the inte-
gration of other countries such as Venezuela, Colombia,
Peru and Ecuador, As for the infegration of Mercosur info
the FTAA, | agree with the distinguished speaker who pre-

ceded me. Conversations could begin in the year 2010,

108

but integration must start with the sector in which we are
more competitive because, otherwise, we shall simply be
crushed like an ant under an elephant’s foot,

As for the legislative area, we could set up a
Mercosur Congress to legislate in the inferests of the block
and, at the same time, discuss, debafte and bring about
the process of developing Integratfion, rather than have
each member country’s Congress sef up ifs own com-
mission. This is an idea which is currently being explored.
As Alcide de Gasperl, the great post-war Italian politician
used to say, politics should not have ideclogy, they should
have ideas. Charles De Gaulle, the great French states-
man, also emphasized that the goal of all politics is fo

fransform ideas info reality.

Born in 1938, Mr. Oliveira is currently, a
Member of the Brazilian Congress. He holds a Medical
Degree (MD) from the Federal Universify of Pernambuco,
Brazil (1963). He was a Direcfor of St. Vincent Health
Care Center & Maternity, Serra Talhada, Pernambuco
and Surgeon-General at the Agamennon Magalhdes

Hospital, Recife - Pernambuco.

In 1975, Mr. Oliveira began his political
career. He is currently serving his sixth mandate which
will end in 1999. Throughout his career, he belonged fo
several political parties and is the founding member of
the PFL (Party of the Liberal Front) and also Member of ifs
National Execuiive Committee, Since 1995, Mr. Oliveira

has been the PFL’s leader in Congress. In his capacity



as Speaker of the House of Representatives (1993-1995),
he exercised, for eleven times, the Presidency of the

Republic of Brazil,
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Jorio Dauster

Ambassador of Brazil to the European Community - Belgium

“Economic and Political Ties
Among Trade Blocks ”

As Minister Jobim said, the topic | am
to speak on is very broad, as it centers on the economic
and political relations between trading blocks. Now, |
know we all remember that, a few years ago it used to
be said, in apocalyptic terms, that the world would scon
be divided info frading blocks at war and in conflict
with one another, In fact this has not happened, and
what we have foday is a multiplication of acronyms, a
veritable alphabet soup. It is very difficult for someone
like me, a professional in these matters, fo foliow the
mulﬂpl'ic_oﬂon of these trade associations and group-
ings. What has happened? It is really strange for some-
one to have shiffted from such a pessimistic view to now
see the opposite situation, the flourishing of these blocks.

In fact, those projections were made
at the time when the Uruguay Round was under threat,
And the Uruguay Round was, and is, in fact, a very im-

portant ordering of the world that was done by the

powerful countries, above all by the United States and
the European Union, accompanied by Japan. It was,
in a way, imposed on the rest of the world and we who
had limited bargaining power, had fo accept it. Still, if
is obvious that had this re-ordering of the world not
taken place, there was the risk that each of these eco-
nomic and trading blocks would have created or tried
to create its own grouping, with highly competifive,
perhaps even aggressive characteristics. | repeat thaf
with the favorable solufion found at the end of the Uru-
guay Round, we then had a more relaxed climate in
which we could develop bilateral or multilateral free
trade groupings.

Nonetheless, this still left a few questions
in the air. There are great economists, great thinkers who
believe there is a risk, since each of these arangements
creates a type of rigidity that will make it more difficult,

perhaps even impossible, to progress foward greater
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mulfilateral opening. Yesterday we listened to a greaf
specialist, Fred Bergsten, who does not believe so. Ac-
cording fo Bergsten, there is no infrinsic contradiction
between the search for growing free trade at a world-
wide level and regional or sub-regional initiatives. | think
that today Bergsten’s words represent the majority point
of view. Based on a premise which is obvious, namely
that the creation of regional or sub-regional groups
would be positive, provided that it did not have o
greater, or much greater, effect on diverting trade than
it did on creating trade, if is obvious that any free frade
agreement between fwo or twenty countries will have
the effect of frade, otherwise there would be no point
in their joining together. Buf, we have had cases, in-
cluding the European Union itself in the past, which for
many years operated almost as a forfress, producing
much greater infra-zone frade than frade with other
countries.

It is clear that our interests lie within this
framework, and this is where | shall concentrate my re-
marks, namely our own Mercosur, It would be impos-
sible to fry fo cover all the agreements, all the blocks,
including several still in prospect, such as the case of
Asia that is dlready beginning to want to work as a free
frade area. But | shall concentfrate on Mercosur because
| believe that our interest in it is quite cbvious. And, in
the case of Mercosur, what we redlly have is a group-
ing that has all the characteristics of a customs union -
albeit an imperfect one, as yet - since there are vari-
ous exceptions and special cases, buf which are sub-
ject to a schedule. Therefore, it is not a pending matter
and the four founding countries are obliged fo resoclve
the issues that are not included in the agreement on

the common external tariff. But in fact, what has hap-
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pened - and it was a surprise for many of us that were
involved from the beginning in the creation of Mercosur
- has been a frade boom within the pertinent region,
which, over a short five to six-year period has perhaps
increased fourfold. More important is the fact that the
four countries have not ceased fo enjoy exfraordinarily
rapid growth in frade with countries outside the region.
Unfortunately, exports to ofher countries outside
Mercosur have proved to be growing only moderately,
but imports continue fo gallop ahead at the rate of 20
or 30% a year. Therefore, Mercosur, as my colleague
Azambuja sald yesterday, is perhaps the clearest ex-
ample of open regionalism, of a grouping that, although
it obviously has elements of frade deviation, has not
disturbed the interests of its partners outside the region.

And in this context | must draw your
attention to a notable cccurrence, namely, that a
lower-echelon employee of the World Bank leaked a
study to the press- a study, incidentally, of very poor
technical quality - which purported to show that
Mercosur was a dangerous deviator of frade. Therefore,
there is a question of doctrine and there are political
interests that, sometimes, can arise or can make use of
employeses - naive or otherwise - of international enti-
fies. We therefore, need to be prepared to react by
having the real data at hand. But, | repeat that Mercosur
is an exfraordinary example of ocpen regionalism and
today it is facing two options. Mercosur has the option,
as you all know, based on the 1994 Miami agreements,
of joining the FTAA, a free frade area encompassing
the enfire hemisphere, strefching from Alaska to
Patagonia. It also has the possibility of negotiating what
would be an infer-regional association, the first of its

kind, with the European Union. This was formalized in an



agreement drawn up in Madrid in 1995. | have been
working for years on this, and it is sfill enly an indication
of the wish for an asseciation that would have a politi-
cal overflow - which clso does not yet exist - on the
FTAA. But these are decisions that the European Union’s
fiffeen member countries and Mercosur’s four mem-
ber countries have to make at some fime in the future,
Still it is clear that the existence of
healthy competition between the two suitors is very
important for Mercosur. First, because it shows us what
we are - and in the case of us Brazilians, we went
through a long period of low self-esteem. We were un-
awdare - and many of us remain unaware — of our own
importance, our own value. And it is good to hear what
we heard yesterday from foreigners, who remind us that
we were the eighth biggest economy in the world, and
that, foday, with Mercosur, our gross domestic product
runs to USS 1 trillion.  Mercosur has a population of two
hundred milion consumers and another hundred mil-
lion or more potential consumers, Unfortuncitely, social
inequalifies, especially in Brazil, but in our allied coun-
tries as well, have kept and still keep most of this popu-
lation out of the mainstream of modern life. There is
extraordinary potential and we have o recognize that
we are an object of desire. Mercosur today is extraordi-
narily important fo industrialized countries, which know
that, at best, they will have growth of 2% or 3% a year;
4% would be exceptional. Industriclized economies
have already reached the stage where they can only
find really dynamic growth beyond their frontiers.
Now, it is based on this view that we
are the fourth biggest market in the world - the United
States and the European Union with GDP of USS 7.5 fril-

lion come first, followed by Japan with USS 3.5, and then

by Mercosur. We have to be aware, therefore, that we
cannot gointo these nagotiations naively. Strictly speak-
ing, we may have commifted, out of hisforical neces-
sity, something that may one day be seen as a great
mistake. | should say not though, because time does
not wait, and we were caught af a bad fime. We had
fo open up frade fo a great extent, perhaps to the
greatest extent in the world. | know of no other case
where imports have grown as rapidly as in Mercosur’s
four member countries and a few other countries in Latfin
America, | know of no other case of unilateral opening
on such a scale, receiving nothing in exchange, with-
out negotiating. We could not negofiate because at
that point in fime there was a national imperative on
which | do not need to comment here; we all lived
through the sifuafion. Yet the fact that we took ne ad-
vantage of this enormous negotiating potfential, of an
opening up worth billions, tens of billions of dollars @
yedr to our main partners, is really dramatic. There was
material for negoftiation. Now, if that was the way it has
been, we cannot make the same mistake again in any
negofiation, whether it be with the United States, with
Sdo Paulo, with the FTAA or with the European Union.
We must go into these negoftiations now with great cau-
flon at the beginning, and lafer with great technical
coempetence, which we do notf have at present, and
great political motivation, which happily we are begin-
ning to have. Now the business community that was,
let’s be honest, practically absent from the inifial nego-
fiation for Mercosur, practically absent in Geneva in
negotiating the Uruguay Round, yet was fundamental
to the fate of the country, is now paying quite a lot of
aftention, and needs to do so still more. Unfortunately

foo, not just business people, but labor union leaders
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already know that the well-being of workers is af stake
in the negotiation, and it is for no other reason that Bra-
zilan deputies, the Congress - and it is this that expresses
the will of the elements of Brazilian civil society - be-
gan to pay a great deal of attention fo these negotia-
tions.

As an employee of the executive
branch, as a diplomat and a negotiating professional |
just ask that they would participate more. Because
there is nothing worse than the loneliness of the nego-
fiator, and this was our case for many years, where there
wds no rear guard, there was nobody to provide solid
lobbying. When the negotiator has a good lobky - and
does not paosition himself as a defender of minor inter-
ests - he presents a position which, even if it is not totally
accepted by the government, may be used as an ele-
ment during the negatiation. In fact, very often we felt
isolated. This seems to happen with many Itamaraty
employees and employees of the Brazilian govern-
ment’s economic minisfries. | hope this is over for good.

The members of the business commu-
nity that are here today, investors who will tie up their
money in a factory in Brazil today, need to know whether
this investment will last for the fime they need to be
able to earn a return on this investment, or whether they
will be overwhelmed by a tariff reduction that will ben-
efit imports coming from the United States or the Euro-
pean Union. So even foreign investors need fo pay al-
tention because it is their money that is at stake. | be-
lieve we need to act very clearly, with no inferiority com-
plex. Because, as | always say, if there is one thing that
we need to learn from the Americans it is the ability
they have fo identify where their inferests lie and to go

affer them as hard as they can. And we sometimes have
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a slightly shamefaced view of the world. Now, eco-
nomic interests, the inferests we are speaking of, are
the interests of our future, of our workers, of everyone in
our country. And therefore we should have no reserva-
fions about defending these interests. Now, to achieve
this, we need to identify those interests and there we
need fo de-mystify many things.

Just yesterday, my friend Fred Bergsten
said - and | agree with many of his opinions - for ex-
ample, that we should not repeat the mistake of the
import substitution policy. Now the error here lies in say-
ing that the import substitution policy was a mistake. If
it had not been for that import substitution policy and
the important participation of the government, Brazil
would still be just a big farm; that big farm that | knew
well when | was a Third Secretary, o country that just
exporfed coffee, sugar and cocoa. 56 we would be
just a big Ivory Coast, and in a sfate of even greater
subjection to the greaf powers. That program, there-
fore, was the only one open to us at the time, and the
government had fo take the inifiative that it did for Bra-
zil to become what it is today. Figures for primary prod-
uct exports have jumped from USS$ 1.5 billion to USS 40 -
USS 50 billion, half of which are manufactured prod-
ucts. This did not happen by chance. But it is obvious
that the model outlived its usefulness - history does not
stop - and, in fact, it ouflived it more quickly and with
greater disfortions, not through cur fault, but because
of the delot crisis. It was the delbot crisis that obliged us to
fransfer, and we ingenuously agreed to do so, 4% to 5%
of our GDP fo private banks during most of the 80's,
producing extraordinary frade surpluses; and people
tend to forget this, The reasoning went as follows, next

year Brazil will need to have a trade surplus of a spe-



cific amount, and then came some crazy figure. And to-
day how many counfries can produce a surplus of that
size? We were forced to do it. Let us not forget these
things. because If we forget them we may make more
mistakes in the future. In other words, we were forced tfo
stimulate exports with subsidies, with currency devalua-
tion which increased the debt in terms of the local cur-
rency, the cruzeiro or cruzado or whatever it was at that
moment  and we had to prevent Imports at any price,
otherwise we would not achieve fhaf surplus, That was
how the distortion came about.

We had severe restrictions, we had sky-
high import tariffs, and that was how the distorfion came
apbout, It obviously led to the obsolescence of our manu-
facturing planfs and above all it sacrificed the poor
long-suffering consumer who was obliged to pay much
more than an American for consumer goods of inferior
quality, But | repeat, this did not happen because we
Brazilians belong to some category of people that have
some kind of behavioral distortion. It was forced on us
by external circumstances and, obviously, it was the
multinationals that fook the greatest advantage of this
situation to sell their products. This was natural, since
they had entered a market that was impossible to ig-
nore and we had created the barriers that encour-
aged them to come inside and they were able to
produce their products, as Mr. Pefer Heop has told us
here, without needing a dime from their parent com-
panies.

Let us put an end to these lllusions. We
developed because we had a policy that, at the time,
was valld and that had an element of protection. Now,
all the great industrial powers: the United Stafes, the

European Union, Japan, developed as such through the

most absolute use of protectionism and subsidies, and in
the case of Japan, for example and in others  this still
exists, as it does in the United Stafes in a different way.
That is, protectionism in regard to manufactured prod-
ucts, fo agriculture is simply o disgrace. Protectionism
holds absclute sway. And these are the countries that sell
us the story that liberalization is way to progress, that it is a
wonderful thing, a triumphal march. When? They solved
their problems. During the three rounds of talks - Tokyo,
Kennedy and Uruguay - they agreed that their tariffs, par-
ficularly ameng themselves, should be very low and for
the rest of the world too. But they have the industrial power.
We are emerging from an exiraordinary decades-long
C{isls. A political crisis, a morai crisis, an economic and
fiscal crislis, and we need time to be able to consolidate
stabllization, fo restore manufacturing facilities  the fast
pace with which the Brazilian business community is re-
acting to the necessary stimuli of economic opening up
that have dlready puf in place is nothing short of a miracle.
But the question is as follows: can fhis same business com-
munity survive another opening-up shock in the next four,
five or six years, when they are still catching their breath
from the first? Who is it that will export manufactured goods
in the really dynamic areas that Brazil needs to get info in
the modem world? We know that in practice, most ex-
ports will come from multinationals, And most of the multi-
nationals coming to Brazil today are doing so with an eye
on this market, comprised of two hundred million people.
And this market will still have an exfraordinary capacity
for expansion if the Real Plan confinugs on its steady
course as it undergoes the alterations that are sfill re-
quired.

The figures show that just 9% of the pro-

duction of multinationals is exported. In other words, the
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mulfinationals show very little propensity for exporting. And
when the manufactured products are of typically Brazil-
ian production, such as shoes, steel nobody was inter-
esfed, fortunately, in the privatization of the steel indusfry
they dare exported by Brazilian groups. Then when we
move up from 2.3 fo 2.5% of the American or European
market, we get hit with antidumping complaints. Products
like steel and shoes, in other words products exported by
typically Brazilion companies, are burdened by high tar-
iffs. And our ability to influence the multinational compa-
nies’ strategies with regard to their exports is minimal,

Brazil is not Mexico, which was able to
sef up a scheme whereby plants Import 98% of what
they export, but at least generate employment. This
will never happen in Brazil. However, if at a second stage
the multinational companies themselves tap this mar-
ket of two hundred milion people - and this should
occur once objective conditions, the Brazil cost and
other factors benefit  thelr operations - will start export-
ing. But this will not occur now, not immediately, Cao-
pacity is being installed and in many cases is not suffi-
clent to generafe immediate exports.

Finally, what | mean is that Mercosur has
to be very confident and must have clear, well-defined
objectives when negotiafing with the United States and
the European Union. Both are negotiators that know
where their interests lle. And we cannot feel insecure
when we walk into their territory. Because If this hap-
pens, as Congressman Inocéncio said yesterday, it re-
aly will be the case of the elephant stepping on the
ant. But | think we have the ability and the competence
fo negofiate, especially because of the new type of
commitment, the mental engagement, that Brazilians can

now muster, something which they could not do ten years

ago. We do not have to march to somecne else’s music,
| mean, any rush would be very bad for Brazil. Fred
Bergsten said he expects to see negotiations for the FTAA
concluded in three to four years, and he said this as a
projection, and | can only hope that he is a poor sooth-

sayer. Any hurried negotiation would be harmful for Brazil.

Ambassador Jorio Dauster was born in Rio
de Janeiro in 1937. He holds a B.A. degree in Interna-
tional Relations from the Brazilian Diplomatic School in
Rio de Janeiro. From 1965 to 1967, he went fo graduate
school at McGill University, Montreal, where he studied
Economics. In 1961, he joined the Brazilian Foreign Ser-
vice as Third Secretary and became an Ambassador in
1987.

Since 1991, Jorio Dauster has been in Brus-
sels as the Brazilian Ambassador to the European Com-
munity. In 1990, he was appointed to the post of Chief
Negotiator of Brazil’s External Debt (Ministry of Finance

and Planning).

From 1973 until 1974, Ambassador Dauster
was Coordinator of the Project for the Modernization of
the Brazilian Pafent System.

From 1987 to 1990, he was the President of

the Brazilian Coffee Institute.
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It gives me great pleasure, on behalf of
the World Bank, to parficipate in this conference on in-
vestments in Brazil. | shall speak today on a challenge
that every developed, emerging., or developing coun-
fry in the world is faced with: the struggle against in-
equality. A challenge that appears never to perma-
nently recede in any country, but one that requires es-
pecially great efforts for Brazil foday. My topic for to-
day is towards shared growth in Brazil, with the empha-
sis on the word “shared,” and the challenges ahead.

Before | gef on to the presentation, |
would like to give an overview of my four main points.
First, we will see that Brazil has extremely high income
inequality and high poverty, Secondly, Brazil is one of
the big five rapidly growing, emerging economies, the
total of whose share in the world economy is expected
to double by the year 2020, Third, growth and macro-

economic stability, which Brazil is on the way to achiev-

ing, are a unigue opportunity to address poverty. How-
ever, dlthough they are critically necessary, they are
not sufficient. They need to be complemented by
massive investments in human capital, fargeting on so-
cial spending and selective asset redistribution.

The rest of my presentation will be di-
vided info three paris. First, | will falk abouf the lessons
of infernational experience; then | will look at Brazil in
comparison with other countries and finally, | will turn to
the agenda and challenges for Brazil. The lessons from
infernafional experience, what are they? The first thing
fe note is that the relationship between growth, pov-
erty, and inequadlity is extremely complex and contro-
versial. There are five main lessons that we derive from
international experience. First of all, we do know that
you need growth in order to have a lasting impact on
poverty reduction. And examples of that are: China,

Indonesia, Malaysia, and Thailand, which, for example,
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between 1975 and 1995, reduced the number of poor
by 50%. As a group, they had 716 millien poor in 1975,
and foday they have 345 million. In Chile as well, be-
fween 1987 and 1994, paverty fell by something like 50%.

A second proposition is that we do not
find any systematic effect of growth on ineguality. That
Is fo say, inequality is not correlated with per capita in-
come. You have unequdl sociefies that are oth rich
and poor. Third, we know inequality means, of course,
more poverty, but it also means that every 1% growth
an GDP has a lower impact on poverty reduction and
there is also evidence that, the more unequal societies
are, the less they fend fo grow over time. That is our
third proposition. Fourth, we have found that there is
no intrinsic frade-off between poverty reduction and
growth. Indeed, as we nofed earlier, in most cases
growth reduces poverty. And finally, we have learned
that the key factors that influence income ineguality
are: low educational attcinment, asset ineguality, es-
pecially in the case of land, and policies such as frade
protection,

A second major lesson of internafional
experience is that inequality is extremely difficult to re-
duce. We have seen in East Asia, for example, excep-
fional reductions in poverty over the last twenty years,
as aresult of high and sustained economic growth. Even
so, affer a period of stakility, inequality now appears to
be on the rise in some economies in East Asia. China
and Thailand are the two economies in which this evi-
dence is most clear, but it may also be true in some of
the others, We also see, for example, in Chile, that even
though the number of poor was reduced from 60% to
40%, from 1987 to 1994, depending on the poverty line

we use, inequality has not decreased. It remains high
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by internafional standards. Consequently, we have
complex relationships and Inequality is extremely diffi-
cult To reduce, but progress has been made in many
countries on poverty reduction.

The bank has been drawing from these
lessons of international experience, and has suggested
a strategy for its own assistance fo countries. And this
strafegy is based on three pillars. First, that countries be
assisted in undertaking labor-intensive, broad-based
economic growth. Not any growth, but labor-intensive
and broad-based. Secondly, there must be investment
in human capital, especially in education and health.
And third, there must be a well-targeted social safety
net, as well as selective asset redistribution where ap-
p;opric’re. An emerging new finding is that participa-
tion of beneficiaries in project design and implementa-
tion can also dramatically improve results. Some of
the more positive results in this area come indeed from
Brazil, in water sanitation and rural poverty reduction
projects.

Let me now furn to my second
theme, the quesfion of how Brazil compares interna-
tiondlly in terms of poverty and inequality. | think an
overview tells us very quickly that Brazil shows a high
incidence of poverty. About 28.7% of Brazilians live on
less than a dollar a day. This is similar to other countries
with much lower per capita income than Brazil, Sec-
ondly, Brazil's index of inequality is about 60%, which is
indeed. one of the highest in the world. And third, we
find that in Brazil the income of the top 20% of the popu-
lation exceeds the income of the bottorm 20% by a fac-
for of 23.

Let us lock at some graphs to illustrate

these poinfs more clearly. In the first graph, we have



on the horizontal axis per capita income and on the
vertical axis indication of poverty. We see Brazil as
above that downward sloping line, which in effect
means for its per capita income, Brazil has a higher level
of poverty than the average country. A good com-
parison would be, for example, Colombia, which is just
below the ling, just under Mexico and China, which s
approximately on the line. So in terms of its per capita
income, Brazil has a higher proportion of poor than you
would expect in the average country.

In the next graph we look at
another index, which is the measure of inequality. We
see Brazil in the far right hand corner, which is an indi-
cation of how high ifs inequality is. We can compare
Brazil, for example, to China, where China has the same
level of poverty, the same proportion of poor people,
but has a much lower level of inequality. And we can
compare Brazil to Chile, which has both lower inequal-
ity and lower poverty.

If we now look at the next in-
dex, as well as af the ratio of the top quintiles share of
income to the boftom guintile, basically the red bars
are just a reflection of the inequality index, which we
have already seen and Brazil, at about 60, is higher than
Lafin America at about 50. If we lock at the blue bars,
what we see is the ratio of the income of the top 20% to
the bottom 20%. And we see in Brazil that it is about 23,
Nex!t over is Latin America, which has an average of
about 15, And we see that East Asia, as well as the
industrialized and high income developing countries
have a ratio of about 8.

The next graph is particularly
enlightening. What this graph does, it looks at the ratio

of the second guintile to the first, the third to the sec-

ond, and so on, But really, the important bars to focus
on are the ones on the far right. We are comparing six
counfries. Brazil is being compared fo Japan, Argen-
fina, the United States, Mexico, and Hungary. And what
we find is that the rafio of the fifth quintile, the top 20%,
to the next quintile, the fourth quintile, is much higher in
Brazil than in any other of these countries. If you look af
the far right-hand side, the red bar for Brazil is much
higher than for the others, whereas in the rest of the
quintiles, there is not that much of a difference. What
this says in effect is that the inequality that we observe
in Brazil is driven largely by the share of the top 20%
being much higher than the share of the next top 20%.
}f\nd when we look af the data more carsfully, in fact it
Is the top 10% that account for this, and the difference
between the top 10% and the rest is the fact that the
fop 10% have a college degree. So, what this tells us
really behind these graphs is the fact of how important
a role education has played in income inequality in Bra-
zil.

If we lock af the targeting on
social spending, here we have a comparison between
Brazil and Chile. If we look at the red bars, those repre-
sent Chile, we find that in Chile the bottom 20% of the
population benefits with 35% of the social spending un-
derfaken by the government. In confrast, in Brazil, the
bottom 20% get 15% of the benefits of social spending.
When go fo the other extreme, the top 20% in Chile get
less than 5% of the benefits of social spending and in
Brazil get a liffle more than the bottom 20%, at about
18%.

If we compare social indica-
fors in Brazil across other countries in Latin America,

particularly Argenting, Chile, and Colombia, we find that
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the illiteracy rate is slightly higher in Brazil, that the sec-
ondary school enrollment rate is lower in Brazil, that life
expectancy is lower in Brazil, and mortality is slightly lower
in Brazil as well.

What we dlso need fo remind ourselves
of course is that all these numbers we have been look-
ing af are averages for Brazil. There are fremendous re-
gional and spafial differences as well. For example, on
regional inequality, SGo Paulo's per capita income is
about seven times that of Piaui. We have large inequali-
ties within regions and cities. In Minas Gerais, for ex-
ample, there is a fremendous range of incomes. There
are large urban-rural inequdlities as well, both in the
“favelas” (slums) and among the landless. And overall,
the worst poverty is fo be found in the rural Northeast.

Now, what underlies this pro-
file of poverty and social indicators in Brazil? We think
there are four factors. First, historically very concen-
frated asset ownership, especially with respect fo land.
Second, quality of an access to basic education has
been limited. Third, there are large inequalities, as we
have seen, in the returns to years of schooling in Brazil,
And finally, a combination of past government policies
have hurt the poor, In parficular, inflation, government
spending, and social spending biased towards the top
quintiles.

Going back to the infernational expe-
rience, we ask what does all this tell us for Brazil?, what
are the two key lessons for Brazil? Well, it is clear that
growth and sound macro policies are necessary, buf
they are not sufficient for sustained poverty reduction.
It is also clear that growth will be less effective in reduc-
ing poverty in Brazil initially, because of the high inegual-

ity that exists there, because educational attainments
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are low. and because Brazil's social spending is still
untargeted. And it is also clear that growth will need to
be complemented by human capital formation , bet-
ter targeting of social spending, and selective asset
redistribution.

Let me now turn to the brighter side of
the sfory, What has been happening recently in Brazil?
First, the impact of the Real Plan. By most accounts,
the drop in poverty since the Real Plan was initiated, in
mid 1994, has been dramatic. The population below
the poverty line has fallen in mefropolitan Brazil, from
43% in June 94, to 32% in June 97, in part because the
inflation-related tax on the poor has been removed,
drjd in part because trade liberalization has increased
the relative price of services for which the poor are net
suppliers, rather than consumers. We clso find that in
the last three years inequality has fallen as well. The
coefficient fell from about 63.5 to 61.5 over the same
period for metropolitan Brazil. And we find though, that
along with macro policies, minimum wage increases
have also contributed to this outcome., However, it is
unclear whether further improvements can occur with-
out higher growth or more aggressive re-disfributive
policies.

At the same fime, we have
found that medium term prospects for Brazil look ex-
fremely promising. In a recent study by the World Bank,
five countries were identfified as the big five: Brazil, China,
India, Indonesia, and Russia, and we expect that be-
tween now and the year 2020 the share of world GDP
of these five will increase from what it is now 8% to
roughly 16%. So we see here that Brazil has fremendous
prospects for medium term growth and these, | will

ermnphasize, are based on rather conservative assump-



tions. They do, however, assure that the reform proceass
that has been initiated in Brazil and these cther four
counfries over the last several years will continue and
that gradual frade liberalization on the world economy
also contfinues,

The government has alse begun fo fo-
cus on the social agenda. If is important to rememiber
that Brazil's poverty gap is only 0.8% of GNP, which
means that with less than 1% of GDP transferred to the
poor every year, there would be nobody in Brazil under
the poverty line. So the poverty gap is not the prob-
lem. The problem is the policies for getting these trans-
fers and sustaining them. The government of Brazil and
the World Bank have been collaboratfing within the
three-pillar strategy with a participating approach. And
| would focus on two areas of such collaboration: edu-
cation reform and market-assisted land reform.

What are the issues on educa-
tion reform? First, as we have seen, the private rate of
return to schooling is exfremely high, especially at the
post-secondary levels, but the poor need support in sus-
taining their schooling effort at the basic and second-
ary levels, where returns are lower. Secondly, we find
that basic education is indeed at the center of the
government’s social policy, with the focus on two as-
pects. The first aspect is a reform program that aims ot
universal completion of primary education in the next
fen years. This program is under implementation, and
we have dlready begun fo see in the last two years an
upturn in enraliment rates. On quality, insuring minimum
per student expenditures, increased school autonomy,
achievement, festing, and teacher education, aill of
these also under the government’s program in the last

two years, have begun to show positive trends. The

World Bank has been supporfing education targeted
fo the poorer states of the Northeast. These programs
are now being extended to other parts of Brazil, par-
ficularly the states of the North and the Center West,
Second, what are the issues on
land reform? The government provided access to land
fo sixty thousand families last year. It is a good start, but
with a total demand of perhaps 2,5 million families, the
agenda remains unfinished. We also find that access
to land, while neceassary, is not sufficient. Other assur-
ances, such as credit and infrastructure, are dlso re-
quired for land fo become a productive asset in the
hands on the poor. The World Bank is supporting pilot
projects in five states. These states are: Ceard,
Pernambuco, Bahia, Minas Gerais, and Maranhdo, o
provide financing for the poor for investments, to make
government-provided land more productive, |If these
pllots succeed, we are committed to expanding the
program by multiples. So what does all of this add up
to? Basically, macroeconomic stability creates the
breathing space for the government to concentrate
on the necessary political energy for the social agenda.
And as we know from international experience, this will
be a difficult effort. However, given Brazil's prospects
as cne of the big five, given the East Asian success with
poverty reduction, given the small size of the poverty
gap in Brazil, we believe that with the right policies it
will be possible to achieve dramatic progress in the

medium term in Braazil,
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Mr. Nankani is a Ghanaian citizen. He holds
a Ph.D. in Economics from Harvard University (1976).

At present, he Is the World Bank’s Country
Director for Brazil in the Latin America and Caribbean
Reglon, Washington D.C. Mr. Nankani has been work-
Ing for the World Bank since 1976 when he was assigned
a number of economic and managerial positions. As
an economist, he was involved in Development Eco-
nomics and Policy, West Africa Country Operations Di-
vision, Brazil Department and between mid-1996 and
mid-1997 he was the Country Department Director for
Brazil and the Southern Cone at the World Bank’s head

offices.
When he was on leave from the Bank for
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the Government of Ghana.
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“Economic Law - Consumer Protection Law -
Standards Against Unfair Competition,
Anti-Dumping Law ”

| was asked to speak on a specific theme
relating to the issues of economic law and basically to
verify the appropriateness of the Brazilian legal system
in the field of fair competition as regards industrial prop-
ery and consumer rights. | will focus my talk specifically
on the issue of Mercosur and try fo present, as an initial
assumption, some general comments with regard to
economic concentration and mergers and with regard
to matters relating to trusts and cartels.

It is important to peoint cut that specifi-
cally in Brazil, legislation initially treated economic con-
centration as a crime . This was established in the 1938
and the 1945 legislation. Until practically 1990, Brazilian
legislation viewed economic concentration by com-
panies and the possibility of business growth by increas-

ing market share basically as o crime . Economic con-

centfration was seen as an evil in itself. There was an
essentialist view of the subject and economic concen-
tration was not examined from a finalistic standpoint.
From 1964 onwards, the government
greatly encouraged economic and market cartels
through the Interministerial Price Board/CIP. The role of
this Board was fo set maximum prices. And so the mar-
ket was encouraged to establish cartels. The intention,
or the political objective, of sefting up the Commission
was fo esfablish price controls on the basis of strictly
demagogic criteria. But the opposite effect resulted,
preventing the spread of efficiencies within the mar-
ket, precisely because of such measures. So from 1964
onwards, price and market cartels were formed. Price
restrictions began to be lifted as of 1990. As prices be-

came flexible, the basic view of economic concentra-
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fion was considerably modified. We began to realize
that a businessman’s economic power had to be seen
as a natural phenomenon within the market. It then
became possible o examine economic power ofher
than as an avil in itself, which had been the approach
prior to 1990, It was possible to see that the objective
of this economic power had been sidetracked. Brazil-
ian legislation was modernized as of 1990. At present,
economic concantration, free enferprise, fair competi-
tion, and consumer rights are covered by Law No. 8884/
1994, Af the time, | was a Congressman and took an
active part in the discussion of these issues.

The purpose of Law No. 8884 is to profect
free enterprise, free competition and consumer rights
by suppressing economic abuse, which is viewed not
as economic concentration but rather as a disfortion
of economic power as regards market confrol. The Bra-
zilian legal system, which we can alse call adminisfra-
tive economic law, defines acts of economic violation
as acts that, according to the definition of the law, re-
strict, distort or harm free compefition and free enfer-
prise, through any kind of behavior, regardless of
whether the economic agents are guilty or not. It was
also sstablished that acts such as increasing profits ar-
bitrarily and exercising a dominant market position in
an abusive manner were deemed to be acts of restric-
flon and domination of the relevant market.

Restrictions to free competition or free en-
terprise, domination of the relevant market itself made
it possible, within the system and under adminisfrative
authority, to create room to operate within the market.
And then various important issues have come up in

Brazil in recent years,
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When | was the Minister of Justice, | came
across two real cases related to these issues and to the
definition of administrative authority, One case invelved
the Colgate/Kolynos merger. The other case was related
to a company owned by the Gerdau group from the
State of Rio Grande do Sul, involving the acquisition of
a flat steel company. They basically showed that ad-
ministrative authority was still in o period of transition in
terms of how this kind of market is viewed. In cther
words, the existing concept was still @ domestic market
concept, in which competitiveness was viewed as the
domestic market’s concentrating power. But in other
sectors, the view was not that of the domestic markef,
but rather of the infernational market as being the uni-
verse to be evaluated for the purpose of the idea of
economic concentfration and market domination,

What | would like to say about this situa-
tion, as regards the Mercosur, is that, if on the ene hand
Braizil has finalistic legislation, one of high risk, consider-
ing that it is impossible fo define in sirict, legal rules the
concepts of relevant market, market domination, arbi-
trary increase in profit, abusive exercise of economic
power - because dll this represents value judgements
on conduct in relation to the action of the market and,
therefore, depends on who is defining what is an arbi-
trary increase in profit, since it is impossible fo define it
in legislation - we need to create, in Brazil, legislafion,
or better stil, case law, a criferion for decisions that will
provide a degree of security to foreign companies op-
erating in the region, fo ensure confidence in planning
their future economic decisions.

The Administrative Councll for Economic
Protection /CADE is the antitrust enforcement agency

that reviews viclations of the economic order.



In the last two years, the objective of the
work done by CADE has been to establish legal doc-
frine and case law so that local and foreign business-
men in Brazil would be able to understand the mecha-
nisms of feasible and unfeasible economic actions. We
are still operating in an area where there is a certain
level of insecurity in defining this kind of behavior, be-
cause we sfill do not have the discipline, the doctrine
or the case law that would fransfer or transmit this de-
gree of security,

We have atfempted to move forward in
this respect, and this is precisely why CADE does not
allow prior inquiries.  Inquiries are always carried out @
posteriori . It has often been asked why Brazllian and
foreign businessmen do not submit their proposals or
contracts for advance examination, but instead sub-
mit them a posteriori . And the answer is very simple:
because there is no clear definition as yet of the limits
fo which the process of defining permitted and nlon-
permitted concentrafions can be pushed,

The basic problem of the Mercosur is pre-
cisely the different legislation in Brazil and in Argentina.
Uruguay and Paraguay have no legislation on eco-
nomic concentfrafion and protection from the abuse
of economic power. Argentina’s legislation, Law No.
22.262, dates back to 1980, and is typically penal in
nature. In other words, it views economic concentra-
flon as an evil in itself. Argentina’s antitrust enforce-
ment agency is part of the Secretariat of State, Trade
and Infernational Economic Affairs of the Ministry of the
Economy. The Argentine antitrust enforcement agency
is strictly an administrative body, attached to the Minis-
try of the Economy. It may give opinions on acts of

concentration, but the Minister of the Economy makes

the exclusively political decision. .

In Brazil, on the ofther hand, CADE is the
entity which is beginning to represent what Brazil is be-
ginning to produce - in other words, agencies set up
on a non-partisan basis, with a certain degree of au-
tonomy from the Executive Branch. CADE is a body
made up of members who are appointed by the Ex-
ecufive Power for a two-year term. The Senate must
approve their nomination. The Minister of Justice can-
not interfere in CADE's decisions on inquiries, adminis-
trative viclations or administrative proceedings.  The
Minister of Justice cannot interfere in the content of the
decision. CADE’s decision is final. CADE's autonomy in
this respect, coupled with the autonomy provided by
the fact that CADE's members have two-year terms of
office and must be approved by the Senate, makes
the decisicn-making process a non-partisan one. So
CADE is our first example. CADE was sef up years ago,
but its autonomy began fo be effectively demonstrated
after enactment of the relevant legislation in 1994. Simi-
lar agencies, with some kind of autonomy from the Ex-
ecutive Branch, are beginning to appear in Brazil,

In reality, this concept of non-partisan
agencies results from the need fo keep the Executive
Branch from participating in economic production. This
concept is beginning to emerge as a fundamental func-
tion of the State within this new model. Its regulating
power necessarily demands nonpartisan agencies, that
is, agencies that are not confrolled by political-parti-
san negotiations. These agencies cannot be part of
such partisan processes. And this can only be ensured
by the agencies’ degree of autonomy, basically estab-
lished by the terms in office of its members and by the

absence of appeal proceedings in relation to the
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government’s political entfities.

| would like to menfion that this model is
currently being criticized. The Supreme Court is now
examining a direct action of unconstfitfutionality brought
by political parties in relation fo the telecommunica-
tions agency. These pelifical parfies claim that the tele-
communications agency cannot have administrative
or decision-making aufonomy, and should submit its
decisions to government entities, that is, the Ministers of
State or the President of the Republic himself. This ac-
tion shows the shock related to the appearance of this
new model in Brozil. A Brazil whose government no
longer infterferes in the market or defines market rules,
but rather a Brazil that permits a free market, estab-
lishes a regulatory agency for market actions and sets
up feasibility and inspection guidelines for such acfions,

Curiously, this is a strange discussion be-
cause it has been the Brazilian leftists that have given
rise to It. The leftwing political parties are pracisely the
ones to say that these agencies must be totally depen-
dent on the Executive Branch, that these agencies can-
not have any decision-making autonomy, as if Brazil did
not have agencies with a certain degree of autonomy,
as is the case of CADE.

It must be keptin mind that these concepts
of competition and violafion of the economic order in
Brazil are not freated as crimes, buf are punished by
fines, penalties relating to adjustments and through
administrafive proceedings that lead fo forms of con-
frol. These forms of contfrols may be in respect of | spe-
cific restrictions on competition, and require compa-
nies going through @ merger to make specific perfor-
mance commitments and take progressive action fo

make their market operafions feasible.
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What we have in the Mercosur is a diver-
sity of legislation, which, af some point, will become
uniform. To this end, the Government has been negofi-
ating with the Mercosur for the last fwo years. A memo-
randum of understanding was signed in December 1996,
| was still at the Ministry of Justice and our falks with
Argentine, Paraguayan and Uruguayan government
authorities led to the preparation of an initial memo-
randum establishing a two-year period to standardize
the Mercosur member countries’ legislation on the sub-
ject.

There are sfill some expectations as to this
matter, in view of some reservations voiced by Para-
guay and Uruguay in relation to the draffing of this kind
of legislafion. Argentina, on the other hand, has ad-
vanced considerably. The disagreements between Bra-
zil and Argentina are related to patents and frademarks.
There is a large gap in Brazilian legislation with regard
to industrial property, both with regard fo international
lack of patent protection and products in the pipeline.
The definition of the pipeline in the Argentine legal sys-
tem is entirely different from that in the Brazilian legal
systern. Issues such as insider frading. inside secrefts,
parallel imports are approached in entirely differant
ways. So there are huge differences between Argen-
tine and Brazilian legislation. This has led to very tough
negotiations by the Ministry of Justice and the lfamarafi
in order to achieve, at some point, a cerfain degree of
harmony with regard fo industrial property law.

These differences are also clearly felt with
regard to Brazilian legisiation on the protection of con-
sumer rights, Consumer rights legislation in Brazil has
made enormous advances in ferms of infroducing im-

portant criteria.  This is another sfill unsolved conflict,



although it is being managed, among the Mercosur
member countries. Brazil and Argenfina are heading
towards an understanding In this respect. In November
1996, the Brazilian Government tried to sign a memo-
randum of understanding and a mermaorandurm on con-
sumer rights protection. Brazil and Argentina agreed
on the content of consumer rights protection, but Uru-
guay broke negofiations off. Uruguay refused fo nego-
fiate consumer rights protection. There was a criterion
based on internal expectations, and there were prob-
lems of collakoration by the elements of the legal sys-
tem involved in consumer rights issues.

| do not want to go info this issue oo
deeply, as it is a very specific one. So | will just make a
general comment - which is precisely related to growth,
as poinfed out by Ambassader Jorio Dauster - on the
kind of policy Brazil should follow when negotiating on
an international level.

With regard fo understandings with the
FTAA, the United States and Europe, and the clear evi-
dence of concern with Brazll's major problems, cs pre-
senfted by Dr. Nankani, it is important to keep in mind
fhat Brazil, in a global sense, must re-examine its con-
flicting infernal relationships. In other werds, the stan-
dard view is one where the Execufive Branch conflicts
with the Legislative Branch which in furn conflicts with
the Judicial Branch, which then conflicts with society
itself in a global sense, whether if is the business com-
munity or workers, What we must clearly define is a
common agenda that can unite the Executive, Legis-
lative and Judicial Branches, workers and businessmen
in respect of a minimum common agenda for con-
certed action with regard fo infernational adjustrments,

It is no longer possible - and | have read

Ambassador Jario Dauster’s presentation - for issues re-
lated fo international talks and negotiations to be re-
stricted by or exclusively reduced to the burecaucracy
of the lfamarati.

It s absolutely necessary that those who
take part in this process, that is, workers and business-
men, participate globally. This is the right solution for
issues related fo the opening up of the econcmy, in-
cluding clear revisicns of actions carried out against
workers in Brazil. The labor union model in Brazil is one
of our biggest problems.

Our labor union model dedls with issues
based on profaessional categories. This rmodel does not
have the feasibility that comes from labor union plural-
i’;y, but instead demands a single labor union per pro-
fessional category associated with three big paradigms
- single labor unions, lakbor relations judges, the labor
court's normative power, mandatory taxes and labor
union dues - all these lead to unfeasibility in a modern
model in which a company’s costs derive from collec-
five labor agreements defined by sector rather than by
professional categories, and perhaps by companies. It
must be taken info account that the negoetiation of the
costs of competition by these companies depends pre-
cisely on their ability fo compete and on their costs. .

Besides these comments, | would like to
add an important remark. There is growing percep-
fion, of the economic responsibilities of the Judicial
Branch. It is no longer possible to think about economic
iresponsibility in the judicial system. We are fully aware
of this and there is an investigation department in both
the World Bank and IDB that clearly demonstrates the
link between sustained economic growth and the cred-

ibility of judicial systems in resolving internal conflicts,
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What we must certainly come up with on
the basis of these criteria, is a judicial system fthat can
respond to what is known as reliability, And the reliabil-
ity of the Judicial Branch responds to three major items.
The first is its accessibility, accessibility to all, with non-
onerous accessibility criteria.  The second item is the
predictability of the system’s decisions. [t is absolutely
necessary fo reduce arbitrariness to nearly zero; arbi-
frariness in the sense of making contradictory decisions
feasible. The third item is to make decisions within an
economically and socially acceptable time span.
Once these three items are dealt with, then we may
be able fo have a reliable judicial systemn that will en-
sure that its rulings reflect future expectations of eco-
nomically and socially feasible decisions.

What we must make very clear with re-
gard fo all this, Is that we must define what the judicial
system is for. The judicial system is a confrol system for the
production of results, for the bench, for attorneys and for
the Public Prosecution Service, or is it a system to serve
the population and the citizens? If the judicial system Is
effectively a system created for the benefit and for the
results of its members, then In this case it becomes abso-
lutely legitimate for me tfo hand down a profound, highly
questionable decision through the Supreme Court which
will ultimately be part of my future biography. | am there
to decide on conflicts of interest and hand down deci-
sions that are appropriate tfo and consistent with the con-
flicts of interest to be resolved, and not fo transform them
into a theme of minufte future investigation with regard fo
my academic ability to support these theses or positions.

Either the Judicial Branch is o ploce for me
to establish my biography or it is a place through which

| will serve the nation in the sense of producing results that
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may contfribute to a general view of the nation rather
than a global vision of the political dispute between the
powers of the state. It is very obvious that, on the part of
the bench, we must have a very clear view of this issue.
The Judiclal Branch is not a place to write individual his-
tory, but rather it is a place for providing services fo the
nation within a socially and economically tolerable fime
span., And neither the Judicial Branch or the Brazilian Judi-
cial System Is the place fo produce and reproduce spe-
cific situations.

In all the discussions we have had in Brozil -
and it is important to say this to the business community -
on the reform of the judicial system. we understood, per-
hgps somewhat naively but very seriously there was no
bdd faith -, that reforming the Judicial Branch meant plac-
ing judges, lawyers and prosecutors around a large table
and making an agreement with them In regard to the
Brazilian judicial system, As the judicial system was of no
inferest fo the business community, to workers or o politi-
cal parties, the discussion on the issue was restricted to
the interested parties. What happened during this period
is that the major discussions among the interested parties
were on how much power would be allofted to each
interested party within the judicial system.

The major discussions were on whether the
Public Prosecution Service should be on a par, or nof,
with the bench and revolved around the possibility of
lawyers participating in the activities of the court to a
greater extent. The discussions made clear mention of
results, but not in the sense of speeding them up. Ap-
peal mechanisms were created, not fo resclve cases
but to meet something that has become very impor-
tant in the last twenty years, which is time as regards

lawyers’ remuneratfion, In other words, important divisions



of labor were created.

| do not want to go into this matter more
deeply. Buf | would like to say that the business com-
munity must also start giving some fthought to this issue,
under penalty of having unbalanced development and
institutional procedures which will not ensure what Dr.
Nankani menticned as being absolutely vital. As he
said, it is absolutely necessary for us to have political
and legal institutions that can keep up with the devel-
opment process and ensure, through specific positive
criteria, the feasibility of this development as regards
international relations. If we do not have this, then surely
all the offempts and opportunifies will come up against
institutions that will not respond fo the needs emerging
in @ globalized world, globalized in the sense fthat infer-
nal decisions must surely be taken in the light of Infer-
national perspectives. In other words, limits fo sover-
eignty result precisely from this process of economic
glebalization.

| believe that, today, the Brazilian judicial
system Is cerfainly thinking in a like manner. Open-
minded sectors of the judicial branch are moving away
from appreaching the Brazilian judicial system as a sys-
fem in which to assert personalities and are moving fo-
wards a system which affirms the need to render ser-
vices fo fthe country and the nation. We are increas-
ingly going through this necessary process of integro-
fion.  We must start to have members of the Judicial
Branch who can begin fo be responsive to this kind of
situation,  One could see in the past specific kinds of
Judges or ministers that were afraid or were incapable
of relating tc anything.

In the end, we are all public servants, and as

such, we must participate fully in national concerns and

not isolate ourselves in an ivory tower, thinking that we are
important historical characters.  In reality, we can either
be encouraging and participative, or become retro-
grade participants in the midst of a historic process of

modernization.

Nelson Azevedo Jobim, 51, has been a Jus-
tice of the Supreme Court of Brazil since April 1997. Prior
to this date, he helid the post of Minister of Jusfice of the
Federal Government. He was elecled Federal Represen-
tative to the House of Representatives for iwo mandafes:

from 1987 fo 1991 and from 1991 to 1995.

Jobim has a degree in Law and Social Sci-
ences from the Federal Universily of Rio Grande do Sul
and holds an MA in Contemporary Philosophy from the
Federal University of Santa Maria, the city in the state of

Rio Grande do Sul where he was born.

During his teaching career, Mr. Jobim has
taught at many institutions such as af the Justfice
Department’s Escola Superior do Ministério Pablico do
Rio Grande do Sul, the Federal University of Santa Maria
and the University of Brasilia where he teaches Consti-
tutional Law. He has headed many Brazilian delegations
to foreign countries and as Congressman was leader of
the PMDB - Brazilian Democratic Movement Parly in the
House of Representatives. He was also the head reviewer

of the Constitutional Revision (1993/1994).
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Mario L.. Baeza

President, TCW - Trust Company of the West/Latin America Partners, LL.C. - USA

“The Importance of Private Foreign Investments
for the Growth of Latin America ”

It is a pleasure fo be here to falk about the
subject of private investment in Lafin America in gen-
eral and In Brazll in particular.  And | would like to do
that from the point of view of somebody fthat does make
investments in Brazil today. | am chairman and CEO of
TCW Latin America Parfners, which is a private equity
fund, a 300-milion dollar fund designed to make invest-
ments throughout the region in Lafin America, but fo-
cused principally on Brazil, Argenfina, and Mexico. We
look for non-public companies, private companies that
need capital to be able to take advantage of the op-
portunities we have heard about today in this confer-
ence.

What | would like fo talk about today is
really the other side of the macro story that we have
been hearing about and that has been described so
well, falking about the infrastructure changes in Latin

America, particularly in Brazil, talking about the frade

and ofher agreements that have been made. | would like
to talk about this from the perspective of private compa-
nies themselves, that have had to survive in this environ-
ment, in an attempt to thrive in what Is really the brave
new world of global competition. | would like to talk about
it from the perspective of the trenches, from someone
who has been frying fo put deals together in this region, in
Brazil in particular, frying to put meat on the bones of the
skeleton, in the skeletal framework that begins with the
lowering of trade barriers and that has gone, as you know,
much farther beyond that. | am geoing to focus in parficu-
lar on the challenges facing most companies in Brazil fo-
day and the key obstacles that they face in trying fo take
advantage of the new macroeconomic and political re-
ality that is Brazil. | think this perspective is important be-
cause at the end of the day Brazil does not really com-
pete, Mercosur does not really compete. If is private com-

panies that compete one against the other and if Brazil
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has a number of very successful private companies com-
peting globally, than it is a successful country. Buf | would
like tfo focus now af that level and on fthe risk that we see
in trying fo make investments in Brozil teday.

Let me start by talking a little bit about
where private companies in Brazil have come from and
how they are approaching this new environment to-
day. First of all, Braziian companies in particular, but
this really is generalized to all Latin America, they are
coming out of twenty-five years of protectionism. Trade
consfraints, both tariff and non-tariff, were real con-
straints on foreign investments, fthrough exchange con-
frols, inability to repatriate capital, etc. They have - an
effect of this import substitution model - not had fo face
a real competitive environment, Brazil also had a situ-
ation where the savings and Investments process was
directed by the government. What does that mean?
Well, you had the development bank and you had other
bureaucratic agencies felling Brazilians where to invest
their money - what industries, what sectors they thought
were going to be important to the country, And there-
fore resources were channeled through the BNDES or
otherwise, Resources were channeled fo varicus sec-
tors so that they could be built up from scratch with the
incentives, tax incentives, long-term low interest loans,
efc, But the allocation of resources In these countries
was done largely by govermnmment mandate.

The next thing these countries faced
through a good peortion of this time was price controls.
Now as we come down fo invest in Brozil and Latin
America , we forget that price controls have been a
very important part of the fabric. Most of these compa-
nies have had fo survive in environments where, you

know, what they were good at was running fo Brasilia fo
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get price increases approved because their costs went
up, not because they were particularly efficient, buf sim-
ply because they were enfitled to have a margin based
on price controls. So what happened fo these compa-
nies in the ninetfies? They find themselves with inadequate
business portfolios, many of them are over-diversified, they
are Info all kinds of businesses, none of which makes sense,
All under one roof, but they were as a result following
various govemment policies over the years. You see,
there was not a big emphasls on quality service, because
again, In @ non-competitive, price-controlled environment
that was not a big factor. Low levels of global infegration
in sourcing, in distribution, again there was not very much
chkground in the Brazilian environment for that, In fact,
it was quite the opposite. Most companies, given the
environment that existed, went into vertical integration,
because you had price controls and because they
wanted to assure their supply of the intermediate goods
they needed fto make their products. So you have all
kinds of business formations that in @ new competitive
environment need to be re-looked cor looked at again.
Poor product innovation is a typical thing you see among
Brazilian companies, particularly in the middle market seg-
ment, but at the end of the day, these companies have a
market, And that is what obviously is most atfractive and
the basis for them to proceed. So as you start the nine-
ties, what happens toc these companies?

We have heard a lot about lowering
the frade barrier and Mercosur and what that has done
is it produced greater competition for their markets and
intensified competition not just for multinationals from the
United States and Europe, but from Argentina, from Chile
and others even within Brazil, themselves coming into other

segments of the market as competition has opened up.



We have heard about the Real Plan and the effect of
that, the increasing expansion in demand, which has been
phenomenal, for consumer products, consumer durables
and the like. But in order To meet this expanding demand,
most of these countries found themselves without the re-
sources to meet that demand. So all of a sudden, back-
log was swirling to year, year and a half of backlog, and
companies were unable to get the products out to meet
the market demand that changed so quickly. Another
thing, many of these companies were leveraged, and
again, in periods of high inflation, leverage plays different
kinds of wars. But when you start fo control higher inflation
, all of a sudden leverage is a bad thing and then when
you have a liquidity crisis, as has happened in Brazil, you
know, you find yourself paying anywhere from 60 fo 100%
interest rates on your debt, And all of a sudden you are in
desperate need, in order to be competitive, for a corpo-
rate and a balance sheef restructuring. And that is the
fabric of much of the environment in Latin America, but
particularly in Brazil. | think the number one obstacle |
would say, that is facing Brazilian companies, indeed all
Latin American companies, in their ability to meet these
challenges , to meet that increasing demand, to be able
to meet the competitive challenges, to be able to re-
structure their balance sheets and the like, fo be com-
petitive is the absolute scarcity of capital. That scarcity
results really from o couple of sources.

First of all, when you look at the public
markets, look at the Bovespa, or the Merval in Argen-
tina, you look at the stock exchanges. You will see that
the ratio of the market cap of all the listed companies,
through GDP, in Brazil is about 35%. That compares fo
100% plus In the United States. It compares to 140% in

Chile, although it is better than the overall Latin America

average, which is down in the twenties. What the statis-
fics suggest is that two thirds of the Brazilian economy is
informal, is traded outside the stock exchange, and there-
fore does nof have access to the fraditional sources of
international financing that Brazil and other countries in
Latin America need in order to fill the growth that we
have been talking about. Even if you look at the compa-
nies that are listed in the Brazilian stock exchanges for
example, there are a couple of things fo see. Local and
foreign investments have basically been targeted at the
top ten largest names in Brazil. It is mostly foreign money
that goes info the "brases'. You know, Elefrobras, Telebras,
Petrobrds, efc. In fact, if you look at the first six months of
t{\is year, 81% of all securities frading in Brazil was basically
around these top ten names. And in various poinfs in
fime, 55% of all the trading was Telebras by itself.

So where Is the money really going, when
you say it is going info Brazil? It is going info very few, very
big companies, and that is the reality. One of my partners
in this private equity fund, Trust Company of the West, is an
asset manager. It manages US$ 55 billion in assets and
has about USS 2 bilion in the public markets in Latfin
America. | asked the folks that do the public market straf-
egy where their investments are in Brazil. The average
market cap of a company invested In by foreigners to-
day in Braozil is USS 16 bilion. That gives you the size of the
companies that the foreign investments are coming into.
It is coming info the big ufilities. | think if you take away the
top fen companies, if you fake away the privatizations
that have been done and the huge amount of capital
that has come through privatizations, then you see that
relatively little direct and indirect investment is going info
most of this economy. And yet it is that investment that is

really needed, whether local or intermnational, to fuel the
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kind of growth that we have been talking about.

| think the point is that Brazil lacks, again,
as most of Latin America lacks, a real frue domestic insti-
tutional market. And what do | mean by domestic institu-
tional? Yes, there are development banks, yes there are
various programs here or there, but in confrast to Europe
and some of these other counfries where they have a
stfrong institutional market, who are the main lenders of
the corporations? Wheo is filling the insurance compa-
nies? It is the private pension funds, the public pension
funds, it is venture capital funds, private equity funds, all
kinds of funds designed fo gef at the low investments,
great companies, mid-cap companies, small companies,
and large companies. There is long-term bank financing
for most of the fime in Latin America and Brazil in particu-
lar.  Long-term financing, long-ferm debt financing, was,
you know, three months, nine months, and then it revolves,
if you are lucky. Without having instifutional investors In
your market, in any meaningful sense, it Is very difflcult to
get the kind of equity and the kind of investment you need
fo fill the growth we have been hearing about.

So | think the challenge for non-public
companies, the companies other than the big ten or
fifteen, say the big challenge for them as we hear about
this great story and promise that is Brazil, is to find a suit-
able medium and long-term capital source. So that
they can restructure, so that they can ftake advantage
of the pent-up demand, of these new order waves and
infrastructure developments that are going to lead fto
greater tfrade and greater openness with Mercosur and
other places. Again, capital is needed to fuel this. | think
that too is Brazil's challenge, creating this institutional
market. | know there have been talks about privatizing

the pension funds, and the pension funds have actu-
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ally become more powerful in recent fimes. | think there is
about 87 bilion dollars now in pension fund money maostly
belonging to the big state-owned companies.

But that is an important development,
and fthe mutual fund industry is starting to develop, that
is an important development, but it has quite a way fo
go In our view. | think, you know, If you look back at
Asia and compare Asla to Latin America, you say why
is the growth rate in Asia so high and the growth rate in
Latin America by comparison not very high? And it re-
ally does boil down to high savings rate in Asia, but not
Just the high savings rate. What that means is more
domestic capitals available, and when we go to Latin
An:werica, there is not any capital. There are the oppor-
funities, and they are being created more and more
every day, but without capital to fuel i, it is always con-
sfrained,  And that is the big difference. |If you go to
Asia, there Is no capital scarcity In Asia, there s huge
repatriation of capital coming in from the Chinese, from
Taiwanese, etc., and there is the ability to attract capi-
tal. The game in Asic today is picking the right compa-
nies and being able fo get info atftractive deals. The
game in Latin America is still very much a capital scar-
city game.

A second big issue | think, and it was
alluded to yesterday - it is a very interesting issue, and
that is the quality of management and skills. From what
we have been able to see with the companies that we
have talked tfo, Brazil has a vast reservoir of talented and
agile management. It is not @ management issue here,
there are so many experience issues, buf if you think about
it, just the mere fact that these companies have survived
is an unbelievable thing. To deal with 4,000% inflation rate

and five stabilization plans In two or three different cur-



rencies and huge shifts in governmental policy, really from
night to day. It is amazing these companies have been
able to survive at all. And what you find are managers
and managements that are very, very talented, very quick
on their feet, but you see a difference foday. If you go
back four or five years, the basic bet in the financial com-
munity and the business community was: whatever the
government said it was never going to do, the market
believed they were going to do it. They would always bet
the opposite of the government. It was just a rule. Today it
Is different, tfoday there is confidence in the government.
That is making an enormous difference, and sfill you have
a very, very agile group of managers that are used tfo
taking info account a lot of other facters beyond making
money through selling products. They have had to make
more money in most cases fhrough the Investments of
their cash, in hyper-inflationary times. They have had tfo
pbe very careful about how they grew their businesses
and very suspicious of governmental policy. Manage-
ment, as we see i, is also very sophisticated. | mean, Brazil
is second fo none in terms of the financial tools that this
financial community has developed.

| led. a couple of years ago, the
privatization of Embraer. We led a group of U.S.
investors and we put a consortium together with Banco
Bozzano- Simonsen and Previa and Sistel, two of the
larger pension funds In Brazil. Embraer is the largest air-
craft manufacturer of South America. It has 40% of the
U.S. market in commuter aircraft, and it was coming
out at the time with this new 50-C commercial jet which
was going to revolutionize, and really has revolution-
ized, the alrcraft industry. | just remember going to
Bozzano-Simonsen’s amphitheater, where we were go-

ing to watch the auction, because the auction was to

be held on the SGo Paulo Exchange. and they have got
this huge screen sitting there. They have got all of the
elements that you might see if you were an the exchange
itself. They have a room full of people and traders, all
there with computers aftached fo their chairs, ready to
make trades back and forth, We have got six or seven
horses in the roce, It was unbelievable - the Star Wars in
the middle of Brazil. So for us, | think it is fair to say that the
Brazilian financial sector in many ways is even more ad-
vanced than it Is in the United States, certainly from the
technological point of view, and largely out of necessity,
because when you have got 4000% inflation, you know,
you measure the value of time loss with money in minutes,
opd that is how that system grew up. So we do not think
there is a blg issue with the talent in management or the
depth in management.

But there are two areas where the
management tends to be weak across the board,
through Latin America and including Brazil. One is mar-
keting and merchandise, and that is really the legacy
of price controls and confrolled economies. | remem-
ber, for example, talking about merchandising and mar-
keting. | remember | was representing the Costa La
Gueda family in Mexico, which is one of the largest of
the seventeen big families in Mexico, it is probably the
number one big family in Mexico. They owned, at the
time the largest Cocao-Cola bottler outfside of the United
States. They owned 50% of the beer market, they owned
a water-bottling business, which was the number one
business in packaging. And they were going to sell 50%
in joint venture inferest in each of those companies In
order to raise about fwo bilion dollars so that they could
buy the largest refail bank in Mexico up for privatization.

And | remember sitting down with the president of the
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beer company and he said: ‘No matter what happens,
even if we do not buy the bank, we have fo go ahead
with fthese joint ventures” And | said, why, you have
50% of the beer market in Mexico, that is @ huge mar-
ket, you have had 50% forever, why would you need to
feam up with a partner? And he said: "Well look, let
me give you an example. For the last ten years we've
been introducing blonde beers, | mean Modelo is a dark
beer, Corona Beer Is a blonde beer, and that was the
other 50% of the market. We have been trying to intro-
duce a blonde beer to compefe with Corond, and no
matter what we do, and how we do it, at the end of
the day, what we do is cannibclize our own sales, We
infroduce these new products and we sell less of our
own products, we make no dent on the other side, we
can not figure it out. And now there is Naffa, And guess
what?  Here comes Budweiser and Miller and every-
body else is going to be competing for the market here
by the quarter of a point. And they are going fo come
| would with flip-top cans, and draff cans, and draft
botfles, and a 50-million dollar ad campaign and we
will not know how to begin.'

The second thing | see with manage-
ments across the board is sort of a failure to think big.
And all the things we have been hearing in the last day
and a half in this conference suggests that you have
got to think big. Brazil is blg, Mercosur is huge. The oppor-
tunity in Latin America is big, and the opportunities for
these companies therefore are big opportunities, but
these companies are thinking on a relafively small scale.
Most of them are family-owned businesses foday and frag-
mented industries. They are thinking more in terms of: if |
could just build a plant and get rid of this backlog prob-

lem, if | just refinance the debf and get this interest ex-
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pense lower. | mean, the way this world is working, com-
pefition Is based on global economies of scale; and
economies of scale are dominating foday. And then
economy ds scope, maybe you do not have fo be huge
in scale, but if you have a niche, sure, but then you have
got to dominate in that niche to protect that niche.

And so what we see are very few com-
panies asking themselves: how do | really position my-
self for this new Brazil and for the next five years, not
simply how do | solve this immediate crisis? And when
it comes fo writing strategic plans, writing business plans,
and figuring out how fo grow these businesses in ac-
cordance with this new opportunity, that is where we
see a lack of experience. Our view obviously is that
business plans and how you position yourself in thinking
strategically is going to be much more the wave of the
future, and therefore much more a requirement for suc-
Cess.

So | think the second major challenge |
would point out for the companies and their manage-
ments is fo think big and think strategically, to think in a
way where you do not start from the premise that capi-
tal is unavailable which is how fthey are mostly think-
ing and therefore constrains your opportunities, and
therefore constrains the possibilities for the enterprise.
Well, it is in the context of the capifal being scarce and in
the context also of creating this bridge of know-how that
you need to market in today’'s world and to be competi-
tive, that private equity really has come about for Latin
America,

Private equity is a new form of capltal
in Latin America, it is only a few years old, these are
funds that have been collected in most cases largely

from the United States’ big institutional investors, to go



in and make long or medium ferm equity Investments in
private companies in Laftin America, in this case in Brazil. It
is trying tfo be a bridge between the lack of an institutional
market today and maybe the lack of some know-how
skills foday, and the institutional market we hope is devel-
oping and will develop in the next three to five years. | am
the chairman and CEO of TCW Latin America Partners, a
300 million dollar fund., We toke controlling and joint ven-
fure sfakes with families and companies, we bring them
capital, and an opercting management board. We have
a group of recently retired CEOs who used to run Latin
American operations, they are in thelr 50's and they are
very excited, from Coca-Cola, Sears, Dow Chemical,
Johnson and Johnson, General Electric, etc. . who really
come and help with this technology know-how transfer,
So we bring both the technology know-how and capital.
We also have resident partners on the ground here in
Brazil, Argentina and Mexico. What are we looking for?
We are looking for companies that can be a platform for
consolidation.  We think that is a huge, important thing.
Fragmented markets, their days are numbered. We look
for companies that can be globally competitive. Now
you can nof just look at a company in Brazil and say:
this is the best company of this kind in Brazil, because
the competition is China, the competition is the United
States, the competition is Chile, So you have got to all of
Q sudden fake a global look: who is who, who is where,
who is going to come and is four dollars behind them and
fake over the market and then think about how this com-
pany is positioned, and can you, with capital and know-
how, be able to defend and grow a particular market,

I guess in short we are looking for compa-
nies that can take advantage of this macro-economic

and politically stable situation we see in Brazil, that can

use the infrastructure that is being created for the com-
panies here, What do we worry about the most?  Well,
for one thing we worry about our bridge-building not
being a pler. We really wanf to have a bridge. We are
starting here and want to get out in three to five years,
and we do not want fo have a long and winding road
and no way out of these investments, And in order fo
get out of these investments after you have grown the
company, and affer you have seen the company go
quinfuple ifs size in sales or revenues in income, vyou
have to have a way to sell this investment. Today, can
you do an IPO in a Braziian stock exchange? Peocple
say yes, but there are nc companies listed in trade in a
Br\azilian stfock exchange In any meaningful way, that
are not the very biggest of companies. So, you worry
about it for middle-market companies.

I will say if you go back three or four years,
from the point of view of most US. multinationals that
we are not already in Brazll, Brazil did not exist, | will say
that. Four or five years ago most U.S. companies were
Just starfing to think: we need a Mexico sfrategy, Nafta
Is coming, we need to get to Mexico. Then the paso
crisis hit and most of them pulled back quickly or tfried
fo re-access where they were, But in the aftermath of
that, they became much more inferested in Brazil, which
is very interesting, because Brazil and the market that
we have here just cannot be ignored., So | think there
will be a lot of direct foreign investors if they can find
companies that are properly run, that have good finan-
cial statements, efc., and fthat is what of course we try
to hope to do. Back to the IPO market, the pension
funds, we know, are playing an important role,

And if you look af what hoppened to Chile

in 1987, we have had a lot of experience in Chile, when
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it really opened up, the way people fled from investments
in Chile, you negotiated basically with the private pen-
sion funds and then you sold over the exchanges to the
pension funds. And we see that kind of thing happening
here and as the pension funds in Brazil get stronger and
stronger the problem is the pension funds tend to sit on
the investments when they make it. Instead of frading
them actively, they buy a company, or big part of a com-
pany and then they sit and hold., So you do not have a
secondary market developing, which of course frustrates
future ability to get capital, it is a big problem. In the U.S.,
you get a security, nobody holds these things. They buy
them, they trade them, they sell them, they go up, they go
down. In Brazil they buy them, they put them in their little
"pockets’, and you know, what happened to the com-
pany? And what is the company worth? And if you want
to go back to the market and raise more money, there is
no established market,

The other thing we worry about are the
macro policies in Brazil. We do worry about the over-
value of the Real, partficularly because it is more or less
paired to the dollar, which is a very strong dollar. We
worry about the trade deficit, although we are not as
worried as some. | guess the trade deficit is expected to
be about 5% of GDP this year. In Mexico, what triggered
the peso crisis, aside from Mexicans pulling out ftheir
money. was that 9% of GDP was of frade deficit, and that
is a serious number. So Brazil has 5%, Mexico had 9%, the
big question is what is going to happen after they run out
of these 75 billion dollars worth of assets to privatize, and
then what kind of long-term plan are they going to have
in place to deal with trade deficit issues?

And | guess the last issue | would say, that

we worry about are the macroeconomic policies of the
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United States, particularly, you know, raising interest rates
in the United States What we saw again in Mexico three
months before what partly triggered the Mexican peso
crisls, was simply raising U.S. rates. Raising U.S. rates sucks
capital, the first place it goes is out of the emerging mar-
kets normdally, and back info the big domestic markets.
Right now we are exporting capital at very low long-term
rates in the United States, so everybody is going overseas
to try to get yleld. As soon as the yleld comes back up In
the US, that money comes back faster than you can be-
lieve, because as the U.S. getfs atfractive, the emerging
markets all get less aftractive from the risk word point of
view, and that means huge flows of capital in all kinds of
different directions, and the impact that can have night
to day is extraordinary.

The last issue we will worry about is the rise of
U.S. protectionism. | mean, we have been talking about
Brazil, and we are dealing with protectionism. Protection-
ism is still @ big issue in the United States. We are obwviously
having real political issues trying tfo get Chile on a fast
track to join Nafta. There is a big trade-off between help-
ing countries like Brazil and bringing investment and tech-
nology to Brazil or to China, and wherever, and exporting
United States jobs. That is a very big issue, no one is com-
ing to grips with the U.S, but it is going fo threaten, | think, in
the long-term how this whole thing plays out. And we do
not know how it is going to play out. | will just cite one last
example. China, as a condition to opening up its market
to Boeing. required that Boeing fransfer all its latest fech-
nology to China, so that China could be in the posifion in
five years or ten years to be able to build its own aircraft
and improve on the models. And of course, the U.S. work-
ers went on strike. What the hell is this, you are going to

take our technology, send it fo China, where the labor



rafes are less than a dollar a@ day? Basically, the problem
there for Boeing was if we do not do it, Airbus is going fo
do it, and if Airbus does it they capture the whole Chinese
market and then we are going to be behind and com-
petitively disodvantaged. That story is playing out in Brasil
. It is playing out in China this idea that the emerging mar-
kets are demanding technology fransfer as a condition
to acecess to their markets and how that in fum is going to
affect US. jobs, and therefore U.S. protectionism, is a big
growing concern.

As a conclusion, we are bullish on Brazil.
We believe there Is an enormous future potential there.
It is said that president De Gaulle commented that Bra-
zil is the country of the future, and always will be. For us
of TCW Lafin America Pariners, the future of Brazil is

now,

Mario L. Baeza, 46, graduated from Cornell
University where he majored in Economics, Government
and Psychology (Triple Major). In September 1996, he
became Chairman and CEO of TCW/ Latin America
Partners, LL.C., a limifed parfnership owned by Baeza &
Company and Trust Company of the West. The Fund'’s
purpose is to make privately-fraded equity and equity-
related investments in privately-held companies in Latin
America that have the potential for growth and capital

appreciation in a 2 to 5- year fime frame.

Af the age of 29, he became pariner of

Debevoise & Plimpton, a 35-lawyer Latin American

Group, focused on privatization, global finance, trade
financing and other transactions involving the laws of

Lafin America countries and Spdin.

Some of Mr. Baeza's academic appoini-
ments include a lecfure course, “New Technology and
the Law,” at Harvard Law School (1983-1985). The course,
the first of its kind in the U.S., examined the legal issues
arising out of the infroduction of new technologies into

regulated and unreguiated industries.
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[.. Ronald Scheman

U.S Executive Director atf the Inter American Development Bank - USA

“New Geopolitics of South America and
Implications for Capital Markets ”

I have been asked to speak today about
the new geopolitics of Latin America and the implica-
fions for global capital markefs. And | think it is very
appropriate to be following Mério Baeza and his com-
ments about thinking big.

We are going fo be talking about geog-
raphy as it relates fo pafterns of investment, how it influ-
ences patterns of investment, and in reverse or recipro-
cal matter, how the patterns of investment change the
hemisphere’s geography and influence its political de-
velopment. | am going to speak about geography in
the context of what my colleagues at the Interamerican
Development Bank and | see as the context of project,
project proposals, and project finance. And we see
major changes going cn in Latin America that will
greafly affect global capital markets and capital
needs. Before | getinfo this subject though, | would like

fo put it info the context of South America, Latin

America, and Brazil in the twentieth century.

Throughout most of this century, Brazil and
Latin America were really relatively isolated from the
main occurrence of global finance. In this century, our
world was deeply immersed in the Cold War and is now
recovering from it. The political environment in Latin
America was rather parochial during this whole period.
As aresult, the world largely disregarded Latin America
and disregarded the political and economical occur-
rences of the region. Nothing about the region con-
veyed any sense of urgency, The economies were oo
small, the population too scarce, communications tfoo
primifive.  The major struggles that were going on for
land and power that influenced the balance of power
competition in Europe confrasted very sharply to the
relatively benign, non-aggressive environment in Latin
America.

With few exceptions, of which one was the
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Chaco War in the 1230, infernational relafions among
the Latin American countries have been marked more
by exiles aftacking their own government from foreign
bases than by any intergovernmental confiicts. And
this is reflected in a comment that was made by former
Secretary of State Henry Kissinger many years ago, in
the context of the Ceold War, when he said that Lafin
America is a giant dagger pointed at the heart of Ant-
arctica. Buftoday, that has all changed. With the end
of the Cold War and with the new forces that are emerg-
ing as a result of global economic competition, a new
era in Latin America and Latin America’s role in global
affairs is about to unfold. Almost without exception,
we see the nations of the hemisphere undertaking pro-
digious fiscal, economic and administrative reforms.
They are slashing government budgets, they are bring-
ing inflafion under control, they have begun a process
of profound institutional change and modernization of
the state, they are privatizing the public sectors. Even
more important are the unprecedented changes tak-
ing place in the sfructure of the sociefies.

What we see in Brazil feday has to be puf
in that context. Masked by the modest, very modest
economic changes in the hemisphere over the last two
decades, there have been almost seismic changes
going on that have basically transformed the Latin
American and Brazilian societies. These are changes in
production, changes in urban planning, changes in
government philosophy, changes in civil society, and
mest important, changes in atfitudes, The changes in
Latin America and in Brazil, as important as they are,
however, are really only beginning. There are rany
bridges that we slill have to cross before we realize the

full potential of the region.
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Latin America foday has political freedom,
put it only has the beginnings of real democracy. If has
open markets, but not a market economy. We have
frade agreements but no infrastructure for trade. The
old stafist approaches dre being discarded, but the in-
stitutions that can effectively tap citizen participation
are not yet ready. In spite of this, the frends are clear.
Latin America has put an era of dictaftorships and pro-
tectionist governments behind if, and is moving rapidly
fo consolidate its opened democracies and markets,
Among everything that is going en, nothing is more dra-
matic, | think, than the topic that | want to talk with you
about today, which is the impact on all of this on the
geopolitics of the region.

The changes that are going on in the in-
vestments that affect the geographical ties in this nemi-
sphere are very similar to those that opened the North
American ceonfinent in the United Stafes in the nine-
teenth cenfury. Today the pattern is already set and
we see it as we look af the landscape of the region
with new frade routes crossing ouf from Peru o Argen-
fina, from Brazil to Chile. These frade routes are cross-
ing the Andes, linking the Aflanfic and Pacific Ocean,
and opening the hearfland of South America. Let us
lock briefly but carefully at what is going on, simply from
the types of projects that are now being presentad.

The neftwork that will connect the Para-
guay River, the Parand River, and the Rio de la Plata
basins will extend river traffic from remote areas of Para-
guay and Bolivia to the Atlantic Ocean, Uruguay, and
southern Brazil. There will be a major water way that is
analogous in ferms of economic importance fo what
the Mississippi was to the United States. And asthe water

way opens up the rich, agricultural lands of southern



Mate Grosso, southeast Bolivia, and Paraguay, the region
will begin to open up fo global markets. The traffic from
the water way, emptying out info the Atlantic Ocean, will
move towards Montevideo and Buencs Alres, and
Montevideo will become cne of the major ports of chaolce,
Buenos Alres, which has been the preferred port of choice
in history because it has always been a natural outlet for
the fertile lands of Argentina will gradually, over time, yield
to a growing Montevideo, which is a natural deep water
port.  Montevideo will also become increasingly vital to
southern Brazil as @ new road |
from Sdo Paulo moves down
through Curitiba and Rio
Grande do Sul into southern
Brazil and makes it one of the
favorite ports for soufthern
Brazil,

There are e-
qually significant investments
in other areas. A two-billion
dollar gas pipeline will bring
gas from remote gas fields in
Bolivia to serve the markets of
Sdo Paulo and southern Brazil. This will accelerate the
development of the entire southern part of the continent
with increasing income for Bolivia and cheap energy for
Brazi. New pipelines will begin fo tap the enormous gas
fields of southern Argentina, linking them to Chile and Uru-
guay. Options that the Inter American Development Bank
is presently studying are fourteen different passes over
the Andes befween Chile and Argentina. A masfer plan
for energy fransportation for the Andean group was re-
cently developed by fthe Andean Development Corpo-

ration. Roads linking the Aflantic to the Pacific, from Brazil

fo Chile, from Argentina to Chile, crossing Paraguay and
Bolivia are well underway. In some time, | would say fifty
years from now, southern Latin America will not be rec-
ognizable as it is today. Countries such as Bolivia and
Paraguay and regions such as the interior of Brazil, which
were on the sidelines of Latin America’s development in
the past when frade pafferns flowed from the coast out-
ward to Europe and North America, wil gain new rel-
evance and economic imporfance as their territory and
the rich, beautiful but landlocked lands begin fo produce
i ™ ‘ ‘ for global markets. Instead of

F . being backwater countries,
Bolivia and Paraguay will be-
come new transportation
hubs, and the Chacec could
well become the Chicage of
the continent.

Now in the mi-
dst of all this is need for invest-
ment capital. And this Is very
important, because it Is one
thing to discuss trade agree-
ments, and it is one thing to
sign trade agreements, but it is quitfe another to do tfrade,
To do frade, we have to move goods, and that requires
good fransportation, that requires ports, requires power,
requires communication. The Inferamerican Develop-
ment Bank, our bank, estimates, as one of the speakers
mentioned yesterday, that 60 kilion dollars a year is going
to be required for the next five years for infrastructure
development, increasing at a &% rate year thereafter,
There Is no government In Latin America that has the re-
sources to undertake this task. Now we all know that in

these days of growing democracy, increasing faxes to
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finance investment is not only counterproductive eco-
nomically, but it is counterproductive politically. Thus, only
the private sector has pockets that are deep encugh fo
foot this kill. Inevitably, this means increasing privatization
of both infrastructure and project finance.

The economic forces driving the geo-
graphic penetfration of central South America are now,
in my view, iresistible. And as | mentioned, they are
very similar to the forces that drove the opening up of
North America in the nineteenth century. The key has
been the opening of global markets and the reduction
of tariff barriers.  As Latin America begins fo produce
more for the market of the developed countries, the
countries are diversifying their productive capacity and
have more fo sell to each other. Economies that were
once competitive or producing the same primary prod-
ucts only fwenty or thity years ago, are now becoming
complementcry. These markets will drive the new trade
patterns and regional trade groups that are sprouting
up and that will continue to sprout throughout the con-
finent:  Mercosur, the Andean group, the Centfral Ameri-
can Common Market, the Caribbean Common Mar-
ket.

| have to agree with Fred Bergsten's com-
ment yesterday that all of these are very much in the
inferest of all of the Americas and very much in the in-
terest of the United States and Brazil. The opening of
the South American interior is combined with stable
energy supplies and will begin to generate the jobs that
are needed for the new agricultural and industrial ar-
eas as it spreads fhroughout the region. In a way, this
answers some of the issues that were addressed by my
colleague from the World Bank this morning, because if

these issues are handled well by the countries, the open-
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ing up of the new geographic regions will help reduce
one of the scourges of Latin America’s development,
which has been pervasive poverty. We only really over-
come poverty when poor people are given the opportu-
nity to produce value-added goods, and they can only
produce volue-added goods when they can get them
to the market, and they can only get them to the market
when the fransportation infrastructure is in place,

Similarly, there are geographic and geopo-
litical forces affecting other regions of the hemisphere, in
Central America and in the Caribbean. One can see a
very similar economic integration movement emerging
within Central America, as happened in Mercosur. At the
Interamerican Development Bank, we are working with «
new power grid for Cenfral America, with roads that link
the counitries, and with the combination of the Central
American and Caribbean regional capital markets, which
are small and illiguid.

There I8 another component to the geo-
palitical picture which is also very important to the poli-
tics of the region, and that is the wealth of resources
that South America has., We know that throughout his-
tory, access to natural resources has been a dominant
factor in economic power. It certainly has been a very
important factor in the economic power of the United
States. Latin America has an enormous wealth of  re-
sources in oil, in iron, in coal, you name it. You go all
the way through, and these are relatively untapped re-
sources that will become increasingly strategic in a world
of depleting resources and political instability. It was
nearly a century ago, if we look back, that a British states-
man pronounced his famous dictum about Eurasia being
the heartland of the glcbe and the strategic base to

dominate the world. Such thinking influenced a greaf



deal of the activities of the European powers during the
early part of this cenfury. However, the world then was still
largely agriculfurally based. His central premise, however,
still remains valid: resource-poor societies will always be
dependent on resource-rich societies for fheir survival.
And this is one of the driving considerations behind the
World Bank’'s designation of China, Brazil, Russia, and oth-
ers as major markets,

However, we see a major change in the
world foday. The economic resources that are neces-
sary in an energy-dependent industrial world have mark-
edly changed since the British statesman set forth his
analysis.  Resources, far from being relegated to the
scrap bin by the technological revolution, may be in
greater demand in the coming century, As develop-
ment spreads throughout the world, billions of people
in Asia, Eastern Europe and South America will be com-
ing on to the market. Inevitably, the purchasing power
will be directed first to tangible material goods, to the
houses, to the appliances, fo the cars, that we take for
granted as we move on to the technological and the
post industrial revolution.

Ironically, it is going to be the dynamics of
development, that we are pressing today to reduce
poverty and enable the masses of poor people to en-
joy the benefits of economic development, that will
generate heavy demands on natural resources and on
energy. The pressure and the competition for the lim-
ited supplies of natural resources will become increas-
ingly fierce. Prices for raw materials will reflect this com-
pefition, and most important, disruptions of the lines of
supply as resulf of global instability will be a major danger
to the global economy.

Thus, | would venture to offer an amend-

ment to the British statesman’s dictum. It Is not the heart-
land of Eurasia that will drive the domination of global
economic commerce, but the untapped resources of
South America and Africa. Of the two, only South
Armerica really has the infrastructure that matters in the
coming century. Energy | think is the prime example,
The Western Hemisphere is  the only relatively stable re-
gion in the world thaf has the potential for energy self-
sufficiency. Venezuela’'s reserves of heavy oil, alone,
are at over a trillion barrels, which are three times larger
than those of the conflict-prone Middle East, With en-
ergy securify, an increasingly important factor in invest-
ment decisions, capital from Europe and Asia is already
diverting to the Americas from the most troubled areas
of the world.

The opening up of new gas fields for pri-
vate exploitation in Venezuela and Columbia, where
some very important discoveries were made recently,
and now in Brazil, will make a magjor difference in the
perception of the investors in the region. For Brazil, os
well as for the United States, this has important implica-
tions, for it is importing 50% of its fossil fuels, really a level
not seen since the oll crisis of the 1970's. Secure lines of
supply in the energy and resources industry will be the
vital cushion against supply shocks and economic dis-
ruption, if economic and pclitical instability affects other
regions of the world,

It is clear that the new global economy
requires re-formulation of our geopolitical thinking.  Buf
the abundant resources of that string of mountains that
extends from the Canadian Rockies right down through
Central America, to the southernmost Andes, that is really
the backbone of the global economy. Obviously, in

peaceful times, our markets will insure access to the re-

145



sources in the competitive global economy. no matter
where those resources originate. But the critical goal will
be to insure the viability of supply in the case of polifical
instability in many counfries that have yet fo undergo the
transition to democracy, and here the advantage of Latin
America is natural and clear. No other area of the world
Is as secure with the democracy, with open markets, with
the peaceful cooperation in an international environment
as the Americas, and this is much to the benefit of all
other counfries of the region.

Let me mention briefly three other trends
that are emerging with these geopolitical and economi-
cal alignmenfs that will profoundly affect the way busk-
ness is done In the region. First, there is a significant
diffusion of political and economic power, which has
now fotally reversed the fraditional power patfterns of
governments in the hemisphere, and increased the im-
portance of local and municipal governments in de-
velopment activities, Second is inter-regional trade,
where investment in the enfire region is keing frans-
formed as a result of the changes taking place for the
opened economies. And third is the emergence of li-
able capital markets, with the increasing attention fo
the infegrity of the markets through the effective regu-
latory and supervisory institutions. This has been a prime
concern of the Interamerican Development Bank, the
Woerld Bank, and the IMF, and we can see every indica-
fion that the sericusness with which these issues are
being addressed throughout Latin America and Brazil
has a strong, positive promise for the future.

Let me conclude by saying that the implica-
fions of these developments for Brazil are enormous. As
Brazil's productive capacity grows, as its markets expand,

as Jobs are creafed to deal with the enormous capacity
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of this country which most of us forget is foday larger than
the United States was In 1950, and has a GNP larger than
the United States in 1950, and s today. as ofther speakers
have mentfioned, double the size of Russia, these devel-
opments have enormous implications for Brazil and indeed
for the move to Mercosur, to Nafta and to the Free Trade
Area of the Americas. Indeed, the moves being made
by Brazil today to expand ifs influence throughout South
America really have the same historic magnitude | would
say, as chancellor Helmut Kohl's rapid movement fo unify
Germany affter the fall of the Berlin Wall.

Brazil's great future, as a great power, is
linked tfo ifs ability to influence the trade routes and the
patterns in the new South America, and this Brazil has
c]eorly set its mind fo do. In one way, frade is a higher-
stakes game for Brazil in this dynarmic trend and for any
other element of its economic growth. Its inter-regional
frade today is approximately 20% of its total frade. Ar-
gentina now exports more to Brazil than it does to the
United States and to its neighbors. The key to Braozil's
future capacity is to produce and increase its produc-
fion. It is fruly on the way fo becoming a global eco-
nomic power.

So let me summarize the seven basic
points | think are important in the emergence of the
new geopolitical elements in the region. First, we have
enormous amounts of investments that will be needed
fo upgrade the infrastructure for frade in the region,
Second, the new geographic reglons for production,
especially in the agricultural sector, will scon be coming
on line. Third, increasing demand for natural resources of
South America will confinue to fuel the domestic econo-
mies of the region. Fourth, energy security, provided by

the region, makes it the world’s safest harbor for invest-



ment In the event of unrest in other energy producing
areas of the world. Fifth, new frade patterns will spark
domestic demand in the region, and inter-regional trade
will continue fo grow as the counfries begin to produce
more goods to sell fo each other. Sixth, decentralization
of government functions will create new powers, open
up new markets for credit enhancement, and lend new
vigor to the capital markets. And seventh, the privatization
of the pension funds, and opening of capital markets, will
provide increasing liquidity and good parfners for infra-
structure financiers throughout the region.

In short, It is becoming clear that the changes
taking place in Brazil and in Latin America as a whole, will
make them an important partner of the Western democ-
racies in the coming years. As they consolidate democ-
racy in their own countries, press forward with open mar-
kets, develop their resources, and dftain energy security,
their growing economic base will assume greater Impor-
tance among the global powers.

And Brazil, positioning itself in this evolving
political and geopolitical reality will be the major force
in the new South America, with prudence, care, and
wisdom. We will soon see the emergence of what we
may call greater America, with Brazil assuming a cen-
fral role in the economies of South America as the United
States has to North America. And that indeed will be-

gin the new world of our new millennium.

Mr. L. Ronald Scheman, a U.S. cilizen, has
been executive director of the Inter-American Devel-
opment Bank since 1993. He is also Execulive Director
of the Inter-American Investment Corporation, an IDB
affiliate that supports small and medium-sized busi-
nesses in Latin America and in the Caribbean. Mr.
Scheman has been aclive in Inter-American affairs in
the fields of finance, law and academics for over fthirty
years. He also had extensive experience in the Organi-
zation of American States, having worked af the instifu-
tion from 1961 (Assistant Secretary for Management) fo
1983. in the sixties, Mr. Scheman founded the Pan Ameri-
can Development Foundation, focused on the creation
of new patterns of financial and technical assisfance fo

microenferprises.
Mr. Scheman has also had a distinguished

career in academic affairs as Assistant Professor in In-

ternational Relations at George Washington University.
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Carlos Alberto de Paiva Lopes

Chairman, Ericsson Telecomunicagdes S.A. - Brazil

“Foreign Investments in the Brazilian
'lelecomunications Industry ”

It is a pleasure to be here to speak about
telecommunications and be able fo say that this is a
particularly interesting moment for Brazil, a country that
has always been endowed with great potential and
resources. Today, we Brazilians must pay a tribute to the
government of President Fernando Henrique Cardoso,
in view of its firm and coherent policies which are sup-
ported by public opinion.

At the end of 1995, Brazil had one of
the lowest telephone service ratios per inhabitant for a
country of its size. There were 8.7 telephone lines per
hundred people, in comparison to over 30 lines per hun-
dred people in most developed countries. Although it
has the eighth biggest GDP in the world, the fifth larg-
est geographical area and the sixth largest population,
Brazil ranks eleventh in terms of telephone lines and 43«
in terms of telephone line per inhakitant among coun-
tries with more than a million installed lines. This was the
situation in Brazil in 1995 and we can see that even com-
pared with our South American neighbors, we were low

on telephone lines. | do not think we need any further

sf\udy to redlize that the needs in this respect are fre-
mendous.

The government estimates that Brazil
should have twenty million conventional telephone lines
and seventeen million cellular lines installed by the year
2003. To aftain this, it launched a program for the re-
covery and exfension of the postal service'’s telecom-
munications system, known by the acronym PASTE. This
program clearly shows that information technology has
become the cornerstone of economic development
and of society itself. This means that our country’s rela-
tive backwardness must be repaired as a condition for
recommencing the process of development. It is not
merely a question of extending existing services, but of
investing heavily in communications so as to build a
stfrong infrastructure, essential for producing the wealth
that the country needs for investment in the social area.
President Fernando Henrique's program touches on
other facefs of the felecommunications field, but | think
that this is sufficient to show how important telecom-

munications is to Brazil at this point.
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Therefore, since 1995, various measures
have been implemented, prior to the full privatization
of telecommunications operations. They included the
restructuring of the technical and management staff
of companies in the Telebrds system — up to now the
sole operators. The process of opening up the Brazilian
market began with Constitutional Amendment No. 8 of
1995, In 1996, this telecommunications plan was in-
cluded as one of the top priorities in the government’s
Brasil em Acdo (Brazil in Action) program. In essence,
this plan has two objectives: that of faking the country
competitively into the world market and that of con-
finuing with the ongoing efforts fo overcome social in-
equadlities. The plan cims at annual expansion and mod-
ernization targets to be reached by 1999, and medium
ferm targets up to the year 2003. Total investrments will
amount fo RS 90 billion in this period, or around USS 12
billion a year. The following are the objectives to be
aftained in terms of fixed felephony: fo move from 13
million ferminals fo 40 million at the end of the period;
mobile telephony: to go from around 600,000 in 1994 to
23 million; public felephones: from 300,000 to 1,800,000.

By the end of the year the number of data transmission

subscribers, including the Infernet, should certainly reach
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20 million. Cable TV subscribers should rise from 200,000
to 16,500,000 by the year 2003. Users of pagers: from
200,000 o 6,500,000. And further, according to this pro-
gram, it is expected that, up to the year 2002, Brazil will
have grown by 24% in terms of fixed telephones and
10% in terms of mobile telephones .

Concurrent to this plan, new regulations
in this respect were approved by the National Congress.
Congress understood their importance and worked
quite swiftly. Sometimes we complain of the fime it fakes
Congress to make decisions but, in this case, Congress
acted rapidly. First of all, it approved Constitutional
Amendment No. 8, which allowed private capital to
bg invested in the sector and made provisions for the
organization of the services and the creation of a regu-
lating entity. Brazil was one of the few countries in the
world whose Constitution established that the telecom-
munications business was a state monopoly. This does
not exist in other countries and was revoked by this
Constitutional Amendment, On July 19, 1996, Congress
approved Law No. 9,295, which opened the satfellite
cellular service to private investment, This law estab-
lished that concessions for the provision of satfellite-
based mobile cellular services would be granted fo
companies constituted and headguartered in Brazil for
a period of fiffeen years, renewable for a like period.

Brazil was divided into areas. Area 1:
the S&o Paulo metropolitan region; area 2: the rest of
the State of S&o Paulo; area 6: the State of Rio Grande
do Sul; area 5: Parand and Santa Cataring; area 7: Acre,
Rondénia, Mato Grosso, Mato Grosso do Sul, Goids
Tocantins and the Federal Disfrict; area 10: Piaui,
Alagoas; area 9; Bahia and Espirifo Santo. It was pro-

vided that each consortfium could receive a conces-



sion for fwo dreas, one of which would be considered
to be more financially affractive and the other less fi-
nancially affractive. Following the tender process, so
far the bids for areas 1,2,7,9 and 10 have been opened.
A minimum price was set for the license and the con-
sortic made their bids. In the case of area 1, the mini-
mum price was set at USS 400 million and the winning
oidder offered USS$ 2,647 billion, that is to say, 341%
above the minimum price. In area 2, the minimum price
was dlso set at USS 400 milion and the winning bidder
offered USS 1,326 billion, that is to say, 121% above the
minimum price. The bid for area two gave rise to a few
proplems, which the Supreme Court is expected 1o re-
solve shortly. In area 7, the minimum bid was set at USS
270 million and the winning consortium offered US$ 338
million, or 25% above the minimum price. In area 9, with
¢ minimum of US$ 230 million the winning consorfium
offered US$ 250 million, or 8.7% above the minimum
amount. In area 10, the minimum was set af USS 230
million and the winner offered USS 555 million, 141% over
the minimum amount laid down by the Brazilian gov-
ernment,

Since the subject of this lecture is “For-
gign Investment in Telecommunications in Brazil,” | wil
now list the names of the consortia that took part in
these tenders. So, for example, AT&T and STET, two big
operators - one from the United States and the other
from Italy - comprise the TT2 consortium; the BRAZCOM
conscriium  includes South Bell from the United States,
Americel, Bell Canada and TeleSystemn, from Canada
are consortium participants, as well as Brazilian pension
funds providing local capital, Telet, Bell Canada,
Telesystern, Mcom Wireless (with Brazilian capital), and

Telmex — dll took part in this tender. In this consortium

France Télecom is the operater and Banco Garantia
and Teldine are Brazilian groups; Tess-Telia, a Swedish
group; Eriline and CR Almeida, are Brazilian groups;
Ligitel owns the construction company Queirdz Galvao,
which is a Brazilian group operating in Minas Gerais and
Sdo Paule; and KMT, the operator, is from Korea; the
BCP consortium includes BellSouth West: the overall
consortium includes DDI, a Japanese company,
Motorola and Brazilian groups; the Vicunha consorfium
includes Stet: the Hutchson consortium includes, again,
an operator from Korea and the BSE consortium in-
cludes Bell South and Hutchison, an operator frorn Hong

Kong, well known as an investor in this field.

The growth projections for areas 1 to 10,
especially areas 1 and 2 that cover all of the State of
Sao Paulo are really quite significant. The next step, al-
ready provided for by law, will be the privatization of all
of the fixed telephony services, which should take place
shortly. When the time comes, the companies in the
Telebras group will be split off into 3 to 5 new compa-
nies, plus Embratel. At present, fixed telephony services
are under Telebrds, a holding company for 22 other
companias, almost one in each state, in addition to
Embratel, which handles all long distance and interna-
tional calls. So, the idea is to divide this into 3 to 5 com-
panies, which will then be privatized. They will be re-
sponsible for all local and interstate services in their re-
spective concession areas,

Embratel will continue to provide long-dis-
tance internatfional services, The government and the
ministry believe that this privatization of the Telebrds sys-
tem will result in a greater inflow of investment into the

sector. Besides this, the so-called A Band, which, today,
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is operated by companies in the Telebrés group, will be
split off from the present companies and then priva-
fized. | would like to point out that the law passed by
Congress is really quite a modern one. It is a law that is
well in tune with what is happening in the felecommu-
nications field. There was considerable support for not
entering info excessive detail in a field in which fech-
nology advances very swiftly; so a law was passed that
sefs the framework for how things should work, but it
does not go info details that could prove to be impedi-
ments o progress in this field. So, in this respect, it is
guite a modern law that should help the country move
forward.

In addition, the Ministry of Communica-
fions, based on the first related law, is about o issue the
Invitations to Bid to companies and consortia that wish
to tender for operating satellites in the geo-stationary
orbit - one of the orbifs to which Brozil has the right, It
will also release a tender for cable TV and pay TV -
around a thousand concessions all over Brazil. One im-
portant aspect of this law, if we examine it in greater
detail, is that it favors competition. In the case of
Telebras, for example, if we multiply the price at which
its shares are fraded on the stock market by the num-
ber of issued shares we come to an amount of around
38 billion. The federal government, through Telebrds,
holds around 50% of the common stock, which gives it
control, and this coresponds to approximately 20% of
the total capital of the holding company. So, in prin-
ciple, the privatization of Telebrés represents direct in-
vestment teday of around USS$ 7.6 bilion. So we have to
take into account that the 20% of the capital held by
the government redlly represents the controlling inter-

est in the companies. The value of these shares should
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rise significantly once these companies are privatized.
We can take what happened in the case of the CRT as
areference - CRTis a company operating in Rio Grande
do Sul. It belongs fo the State of Rio Grande do Sul and
was parfially privatized recently. | believe a significant
premium was paid; if we mulfiply the value that was
paid for a CRT terminal, which is just a reference, and
apply this same value to Telebrds, then Telebrds would
appear to be worth US$ 77 billion. If we analyze the
various telephone companies that have dlready been
privatized in Argentina, Chile, Mexico, Peru and Ven-
ezuelq, then according to some andlysts the value is
around 60 billion. So | think we would not be making
any out-of-the-ordinary evaluation if we think in terms
of\70 billion, remembering that we are speaking of the
value of the holding company, Embratel and the 21
companies, one in each stafe. | also think that there is
no need to go intfo great theoretical exercises for for-
eign investors.

A number of speeches have been
given here - scme not s¢ opfimistic, others more so -
but whoever wishes to invest in Brazil - which | believe
today is a polifically and economically stable country
and undoubtedly one of the potentially most important
markets in the developing world - does not need to go
into great theoretical exercises. | think there is recogni-
fion that the time is right. | think there will always be
some risk atfached to investing in Brazil and in South
America, but | have no doubt that the greater risk is not
being in that region. It is worthwhile, for those thinking
of investing in Brazil, o read, for example, the World
Bank statistics. But you need to circulate a bif, around
the interior of Parand, the interior of S&o Paulo, both

Mato Grosso states, in Goids. Whoever visited Ceard



four years ago and visifs it again today, will clearly see
that reality is much better than statfistics. | do not know
whether we should take pride in an enormous informal
economy - perhaps not - but it certainly exists, and it is
quite large. The stafistics really do not reflect what can
e seen in practice. This does not mean irresponsible
opfimism, and it does not mean that there are no prob-
lems, serious problems, problems that have to be solved,
that must be faced with; but in ferms of investment in
the service sector, redlity is much better than suggested
by statistics .

To conclude, | would like to say that, be-
sides Carnival and football - and we redally are very good
at football, there’'s no doubt about that, it is beyond
discussion - the real Brazil is @ country whose technol-
ogy is becoming better qudlified each day, with manu-
facturing facllities not fo be compared with those of
our neighbors, and a significant consumer market, Bra-
zil today has the unprecedented will to take part on an
equal footing with the nations making up the global
market. | think that in the fields of telecommunications,
infrastructure, electric power, and oil, purely specula-
tive capital will not be welcome and, if it comes, it will
get a few surprises, because in these fields it is not the

type of capital that gets results.

Carios de Paiva Lopes, 65, is an electronic
engineer who graduated from the Air Force Technologi-
cal Institute (ITA), Sao José dos Campos, SGo Paulo, in
1957, In the course of his professional career, he was

Vice President and later on CEO of Telesp -

Telecomunicagées de SGo Paulo (Sdo Paulo Telecom-
munications company). Director of Research & Devel-
opment at Telebras, President of Ericsson Telecommuni-
cations. At present, he is Chairman of Ericsson ‘s Board
of Directors and Director of the Industrial infrastructure
Department at FIESP (Federation of Industries of the State
of Sdo Paulo), as well as a member of the Regional Board
of SENAI (National Service for Industrial Training), mem-
ber of the ABIEE Board (Brazilian Association of Electric
and Electronic Industries). member of the Deliberative
Board of ADVB (Brazilian Association of Sales Directors),
member of the Instifute of Engineering Deliberative
Board. Mr. Lopes has attended many seminars and de-
livered a series of speeches in Brazil and abroad. Among
others, he was granted the title “"Engineer of the
Year"(1995) by the Institute of Engineering
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Julio Salvador Nazareno

Chief Justice of the Supreme Court - Argentina

“Standards for Juridical and Institutional
Harmonization in Mercosur ”

Legal harmonization has been and
contfinues to be a concern in Argentina and in Brazil,
Paraguay and Uruguay. It is therefore, not inappropri-
ate that it should be the subject of a short lecture. With
regard then to the legal and institutional harmaonization
of regulations in Mercosur, | think the first thing to be
said is something more basic, more fundamental, | re-
fer fo what already exists on the subject of regional in-
tegration in the respective constitutions of the Mercosur
member countries. And on this subject | must point out
that in the 1988 Brazilian Constitution, there is a sole
paragraph fo the Arficle Four that lays down that the
Federative Republic of Brazil will seek to promote the
economic, political, social and cultural integration of
the peoples of Lafin America, for the purpose of form-
ing a Latin American community of nations. Brazilian

specialists know quite well what the establishment of a

supranational body represents. Articles 22, 23, and 24
of the Constitution, which refer to the type of powers,
are in fact, an obstacle fo integration since there is no
menticn in the text of the ability o delegate authority
fo a community body. But, | must also point out that, in
the stafute ifself, there is nothing to prevent the adap-
tation of the freaty or of local laws. This Issue was stud-
ied by the Supreme Court, which ruled that an ordi-
nary law would have the power to modify the applica-
tion of the treaty ifself. That is how | interpret the Brazil-
ian Constitution on this question of integration.

With regard fo the other members of
Mercosur, | would quote the case of Uruguay. The ba-
sic law of Uruguay contains just one paragraph on the
expansion processes, This is the second part of Article
6, which establishes that the Republic will seek social

and economic infegratfion with Latin American coun-
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fries, in particular with regard to the commaon profec-
tion of its products and raw materials, and that it will
take all the necessary actions fo complemeant its public
services for this purpose. There is nothing fo prevent the
adaptation of treaties or the constitution and the fen-
dency in case law is to assimilate the freaty into the law
of the land, using, therefore, the principle that the later
law takes precedence over the earlier, without preju-

dice to the origin of the law.

As regards the
Mercosur member countries, |
will now refer o the constitu-
tions of Argentina and Para-
guay. Paraguay’s 1992 Constfi-
fution is, jointly with Argenfind’s,
the most advanced. Article 145,
called the Supreme National
Legal Order, provides that the
Republic of Paraguay, on egual
terms with ofher countries, will
admit a supranational legal or-

der that guarantees respect for

human rights, peace, justice, cocperation and devel-
opment in the political, economic, social and cultural
fields. Such decisions can only be faken with an abso-
lute majority in both Houses of Congress. With regard fo
the precedence of the freaties, the Constitution pro-
vides that they should form part of the internal order,
with precedence as established by article 137, This, in
turn, establishes that the supreme law of the Republic is
the Constitution. The Consfitution, together with infer-
nal and international treaties, accords, conventions and

agreements, as approved and ratified, laws approved
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by Congress and ofher legal requirements of lower pre-
cedence make up the national legal structure.

| wanted to read these constitufional
provisions, and | make a point of quoting them, because
we cannot do without these provisions when assessing
what we need to do to harmonize regulations within
Mercosur. We have always been quite clear, in ferms of
our regions, on the various occasions we have been in
confact with many of our
friends in Brazil, As | always say,
we have been ringing the warn-
ing bell that these constitutional
provisions are fundamental fo
ensure a solid legal base, and
fo give a foundation fo the in-
vestments that may be made
in our confinent, fo give them
legal guaranfees. In our coun-
fry, we have an amended con-
stitution, whose arficle 75 states
clearly that it recognizes the
validity of freaties, and the
American convention on hu-
man rights, and the whole issue of crimes, and the re-
jection of discrimination, efc. It also acknowledges that
there is constitutional precedence in the application of
thelr validity. Article 24 sefs forth that the natien’s Con-
gress must have the option of approving infegration
freafies that delegate autherity and jurisdiction, on @
reciprocal and equal basis, To supranational organiza-
tlons that respect democratic principles and human
rights. This is of the utmost importance for integration. It
also stipulates that regulations resulting from this will have

precedence over ordinary law. This is what the Argen-



fine Consfitution states, in resounding fterms, in Article
75, | must also say that, even before our Constitution
was amended in 1994, the country’s National Supreme
Court, over which | have the honor to preside, had dl-
ready clearly established this precedence of interna-
tional agreements over infernal legislation. We know that
the Argentine Supreme Court acknowledges this pre-
cedence over locdl law.,

The 1994 constfitutional reform led us
into a case law situation that is of the utmost impor-
tance to our future as a community of nations. | have
been arguing for along fime with Brazilian and Uruguay-
ans, in Asuncion, Montevideo and Floriandpolis on this
subject of the precedencse of community law over lo-
cal law, And we have been signaling very clearly that,
if Mercosur is to have this vocation that we want it to
have, then our consfitutions have to be adjusted first,
Acceptance of the precedence of community law over
local law is essential because this is the only guaran-
tee, the only legal safety net, that investors can have,
and must have, in order to become enfirely incorpo-
rated into our regional economy | believe that this com-
munity law, this vocation for integrafion, is undoubtedly
born - as we have said on several occasions - of a
great vocation for economic sclidarity. Today's speak-
ers, and others that spoke earlier, have dlready com-
mented on the importance of these investments, these
economic interchanges between the member coun-
fries of Mercosur. We are certainly facing an explosion
of economic activity among Mercosur member coun-
fries.

It has already been pointed out that
the European Union owaes its succeass chiefly to the cre-

ation of the Luxembourg Court, and the creation of

community regulations that must provide guidelines for
the members of the community. | think that this court,
which deals with the differences that arise daily be-
tween memiers of the community, was a pioneer and
often acted as a legislator, establishing clear rules of
the game, binding on all members of the European
Community. And this example of the European com-
munity, in my opinion, is an example that we, the
Mercosur community, should follow. We have dlready
sgid that these forms of integration arise out of eco-
nomic needs, tend to develop with a certain disregard
for legal aspects, and come up against conflicts that
increasingly show the pressing need to build a set of
clear rules within what is institutionally necessary and
c&rec‘r. There are countless examples. Trade has been
increasing substantially between Brazil and Argenting
since 1992, and we are already starting to have prob-
lems with cars. We have also had problems with phar-
maceuticals, and now we are witnessing problems with
sugar. In other words, there is a whole sequence of prob-
lems that are not good for either Brazil nor Argenting,
and we, the legal specialists, have to examine these
problems. We see them as a lesson of the need to cre-
ate solutions within a clear and rational political frame-
work, In other words, we are well aware that political
solutions, often in response to the needs of the moment,
are established by the political powers.

During the meetings between presi-
dents Menem and Fernando Henrique Cardoso to over-
come this whole range of problems in the car industry,
we became aware of the demands of the countries
undergoing tough negotiation fo solve these problems,
And we, in the legal sphere, believe that this is not @

good solufion, it is not the right way. The solution should
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be found within a legal framework and we grappled -
already at the Curo Preto meeting af which Brazil was
present - with the heads of the courts of Mercosur mem-
ber countries. We favor the creation of a supranational
court and of local judges applying community law di-
rectly, so as to arrive af a solution to the problems be-
tween Brazil and Argentina related fo the car. pharma-
ceutical and sugar industries. Naturally because of its
size, these problems led the two presidents to try to act
joinfly with the chancellors of both countries in the
search for a solution. My argument is that many people,
many companieas, small and medium-szed companies,
small and medium-sized producers who cannet find a
political or legal solution go through a lof of suffering.
The small producer, that takes vegetables, fruit, cattle
or cereals to another country, cannot always count on
affracting the aftention of the president of Argentina
or Brazil to sclve his problems, and he needs an urgent
solufion and, with nobody to furn fo for help, he is lost,
This is our concern because, in fact, these are the
people that create the markets,

Cars, pharmaceuticals and sugar, dre
major subjects, and generally speaking it is a questfion
of major industries at loggerheads with multinationals
or other major industries. Then, yes, the protagonists
manage to affract the attention of prasidents, but the
great majority that makes up the market of Mercosur,
are small and medium-sized producers, small and me-
dium-sized companies. And these, who are the major-
ity, are pushead to the sidelines and left to their own fate,
and we have fo act.

| propose that we should pay close al-
tention to all the problems that will arise in the legal

field. | know that it is a difficult subject because it is
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essenfially a cultural problem. It is not easy for countries
to acknowledge, as Argentina has done, the need for
constitutional reform. It is not easy to say that we are
going to delegate jurisdiction or sovereignty, We know
that affempts are very offen destined fo fail. Yet, today
the Argentine Constitution states quite clearly that “del-
egation of authority and case law goes to the supra-
naticnal court so that any conflicts arising between
member-nations of Mercosur can be resalved.” It is not
easy for our judges to accept this delegation of aufhor-
ity, because all our generation was brought up with
very rigid concept of sovereignty, a concept so rigid
that it could never allow a decision to be handed down
by a foreign court. That is why | believe we now have a
g\recf novelty in cormmunity law, namely. the principle
of solidarity, which can form the basis of community
law. This is the principle of surrender on the part of the
member-countries, whereby they surrender part of their
sovereignty To accept being subject to a supranational
political order.

This legal solution will, undoubtedly, be
a triumph for this fledgling Mercosur - incipient for the
fime being from the legal peint of view, and the eco-
nomic point of view. Mercosur has already been con-
verted info an explosion of inferchanges of wealth, but
we need fo preserve this Mercosur and we can do this
through its legal ordering. Its internal legal order will in
fact be an essentfial condition for ifs success.

There have been many failed attermnpts
in Latin America, precisely because we have ignored
this principle of the legal organization of the region. |
think we should all become aware of these general
concepts, especially those of us who have this chance

of discussing the subject in international forums such as



this one. We really are inferested in ensuring the suc-
cess of Mercosur. | belisve that in all the member-coun-
fries, and | include my own country, Argentina, we have
two clear tendencies. On one hand, we have the posi-
fion of the judges, the jurists, and lawyers that seek ¢
solution to their conflicts, that want fo find a solution
within a legal framework. On the ofher hand, there are
the decisions of the politicians who believe that con-
flicts should be solved in the political arena.

I am facing a group of businessmen and
someone said yesterday, | do not know if it was Diego
Guelar, that it is offen necessary to impose burecucracy,
that it is offen necessary to create a legal and adminis-
frative organization to be abkle to properly channel the
demands of individuals, because it is clear that it is not
just the states that are responsible. States are also ac-
countable to individuals. And it is precisely the nation-
states that must apply community law. Professor Jobim
referred to the concern about finding solutions within
Brazil. But | infend o be a little broader in this: | think the
legal sclufions have o be found not only within Mercosur
but also within all the countries forming part of Mercaosur,
We also have fo think of the other members, the part-
ners, because we offen ignore them in our negotiations.
| have paid close attention here as | listened fo the vari-
ous subjects being presented as essenfial sclutions for
Brazil and Argentinag, for Argentina and Brazil, but what
about Paraguay and Uruguay? They foo are part of
Mercosur and solutions must be found among all the
member countries. A smaller country should not have
to remain on the sidelines while evarything is being done
to consclidate Mercosur.

I do not want to go any further on this

subject here, but | repeat that for me it is clear, in the

general confext of these meetings, that the legal frame-
work is somewhat out of the central theme that we are
gathered here to discuss. But, in any event, | want to
repeat this thought here as something to be reflected
on, so that businessmen and judges can also reflect in
a mature manner. The solution is clear: there must be
legal and political opficns.

As journeying to and by the presidents
to resolve a series of problems becomes ever more fre-
guent, it will become necessary fo have a courf and,
furthermaore it will have fo be a court that has the cu-
thority to confrol the sifuation, fo define fough rules
that will guide not just Mercosur member countries but
also investors wanting fo take part in this venture of ours.
We are talking, and | repeat it once again, about a
new law, a law of solidarity, a law of surrender as | said
a moment ago, because we shall have fo surrender
national authority and, therefore, the concept of sov-
ereignty will have fo become more flexible. We shall
have to think definitively of this community law consoll-
dated in this solidarity; that fhis surrender is the law of
the love of the people; it is the law that all members of
Mercosur should ardently desire, so that they can be
united, not just in economic terms but also through cul-
tural fies, through the polifical system, in short, through
a real integration that can overcome obstacles, one
that can foster and fortify these economic interchanges,
which have been the principal topic of debatfe here at

these meefings.
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“Spain and Mercosur - How to Strengthen our Ties ”

| shall present this report In three stages:
the first is to recall the cooperative ties between the
European Union and Mercosur, Next, | shall refer to the
favored position of Spain in this cooperation and finally,
I shall talk about the reasons for confinuing this coop-
eration.
More than 500 years ago,
Christopher Columbus, a resourceful and typically Eu-
ropean seaman, discovered the New World with the
help of Spain. In the following century, other seamen,
soldiers and adventurous missionaries took European
civilization to the new continent. Later on, Portuguess,
Spanish, Italian, German and Dutch Immigrants mixed
with the indigenous people and began producing d
new combination, leading to the modern demographic
sfructure of Latin America. As time went by, commer-

cial relations developed between the old and the new

confinents, as did investment flows. Joint ventures were
formed and European companies began fo set up fac-
fories in Latin American countries, The result is more than
clear. Latin America was influenced by Europe and Eu-
ropean culture from the earliest days and, in spite of
historical vicissitudes, has always kept up a close and
fraternal relationship with the Old World.

Nonetheless, when the European Com-
munity came 1o life in 1958, the impression was that it
was more concerned with its own establishment and
with the relationships with its neighbors and had forgot-
fen about Latin America. We had to wait until the 70’s
fo see the community expand its horizons and begin to
define d policy of cooperafion with the countries of Latin
America, progressively establishing relafionships which
were more in line with ifs calling, mutual interests and

affinifies. Since then, affer the so-called first generation
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agreements had been signed with Brazil and Uruguay,
and Spain and Portugal joined the Common Market in
1968, the European community put Latin America on Its
map and encouraged relations with the region from the
Rio Grande to Patagonia. Additional work In this respect
was done by commissioners Abel Matutes and Manuel
Marin. This fook place thanks to economic, industrial, sci-
entific and technical cooperation agreements, in which,
for the first time, less fraditional subjects were approached,
such as the environment and the struggie against the drug
trade, thus arriving at the so-called third generation agree-
ments with several countries.

At present, the world Is witnessing the es-
fablishment of large trading blocks in Europe, America
and Asla. Lafin America is also going fhrough a period
of re-designing its continental policy. It is seeking to
open the way for the creation of cooperation mecha-
nisms between the countries of the greater region. Fol-
lowing a whole series of timid attempts at cooperation
between the European Community and the Andean
Pact, with the Contadora Group, with the Cartagena
Accord, with the ALADI, closer confact was begun with
the so-called Rio Group, a political forum bringing to-
gether most of the Latin American countries. And, from
then on. Argenfina, Brozil, Paraguay, and Uruguay
moved forward to the negotiations for the formation of
Mercosur, the Southern Cone common marketf, which
Chile and Bolivia are alse going to join. At the same
fime, since 1991, all of Latin America’s heads of state
have been getting together at the lberian Latin Ameri-
can summit meetings fo promote infegration and
democratic conselidation with the King of Spain and
the President of Portugal. This then is a political mile-

sfone which defines the clear desire for cooperation and
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allows the expression ‘lIberian-American' to become
more meaningful,

Mercosur was born when the Treaty of
Asuncion was signed in March 1991. At a meeting in
the city of Ouro Preto in December 1994, it was decided
to create a union befween the founding countries on
January 1, 1995, The union would have an Infernational
political identity and an institutional sfructure modeled
on that of the European community. It would work as a
customs union, with a commen external tariff and free
frade within the group, with a few provisional excep-
tions scheduled to disappear by the year 2001,

It is a concrete response to the world-
wjde tendency to form inter-regional groups, among
which Mercosur is the fourth largest in the world with an
aggregate GDP of US$S 960 bilion, coming kehind the
North American Free Trade Association, NAFTA, the Eu-
ropean Union and Japan with its area of influence in
Southeast Asia (ASEAN). Mercosur represents a market
of 200 milion consumers accounting for more than half
the GDP of the whole of South America.

Negotiations between the European
Union and Mercosur have progressed rapidly and the
agreement within the inter-regional framework of frad-
ing and economic cooperation was signed at the
Madrid Summit in December 1996. In shorf, the objec-
tive is the progressive and reciprocal liberalization of
trade, taking into consideration the acceptance of
certain products in accordance with the rules set forth
by the World Trade Organization.It is also expected that
this agreement will subsequently lead to a full associa-
tion agreement.

Bilateral trade is growing and today the

European Unien Is Mercosur's leading trading partner,



accounting for 26% of its exports against 22% going to the
United States. The European Union is also the principal for-
eign Investor in Mercosur, accounting for 36% of all the
investments, ahead of both the United States and Japan.
The liberalization of frade between the European Union
and Mercosur will bring about rapid growth in the volume
of inferchange and In the financial flows between both
regions. In addition, the European Union has undertaken
to help Mercosur in its own process of infegration, by pro-
viding increased technical assistance. The South Ameri-
can group will take part In European research and devel-
opment projects in the fields of information systems, fele-
communications, urban planning, and others.

The European Union's Economic and
Social Committee (CES) of which | am a member and
vice-president of the group of European businessmen,
has confributed actively fo the development of these
cooperative programs through the preparation of vari-
ous reports and the holding of bilateral meetings in
which representatives of Mercosur’'s social and eco-
nomic organization take part. These include business-
men, labor union leaders, farmers, members of coop-
eratives, etc. that recount their experiences and ask for
advice. Both sides consider these interchanges of infor-
mation as an interesting and enriching experience,
Among its other institutions, Mercosur decided to set
up an economic and social forum organized along the
lines of the European economic and social commiifee.

Concurrently, the 'Lafin America Aca-
demic Training Program (Alfa) was infroduced, similarly
to other community programs, fo deveiop high level
fraining programs and improve scientific and techno-
logical potential. At the same time, the European Invest-

ment Bank was authorized by the European commission

to make loans fo Latin American countries. The objective
of the ALL-IINVEST Program is to help strengthen private
initiatives on the continent and promote closer relations
with European companies, especially small and medium-
sized community companies wishing to spread their wings
intfernationally.

The figure for the Official Development
Aid f‘rom the European Union to Mercosur exceeds USS
2 bilion. A cooperation program between the European
Union and Mercosur includes humanitarian, financial
and economic support as well as cooperation on envi-
ronmental matters, Spain, as a member of the European
Union, confributes to all these programs, which are proof
of the wilingness of the European Union to cooperate
w:ifh Latin America.

In recent years, Mercosur member
countries have engaged in substanfial and positive re-
forms that give every reason for optimistic feelings about
thelr future. Democracy is replacing decades of dicta-
torship, and is ensuring a stable political framework,
There has been considerable effort at economic re-
newal. Controls have been done away with, markets
have been liberalized, inflation has come down, GDP Is
growing, the stock markefs are gefting increasing inter-
national recognition, privatization is taking place, mak-
ing private enferprise a factor in competitiveness, and
the dead weight of the State has also been reduced.
Conseguently, the flow of fereign capital has already
exceeded the level reached before the debt crisis in
the so-called lost decade. The return of this capital Is
the best evidence of the renewed confidence in Latin
America, which has again become one of the invest-
ment areas of choice.

According to data from Cepal, foreign
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investment in 1996 amounted fo US$ 3.2 bilion in Argen-
fina, US$ 8 billien in Brazil, USS 220 million in Paraguay and
Us$ 190 milion in Uruguay, an aggregate of USS 11.6 bil-
lion. Money on this scale signifies a major financial thrust
for Mercosur.

Glven these circumstances, and in
view of the framework of cooperation between the
European Union and Mercosur that hos already been
set up, Spain is becoming the European spearhead for
inferchange with Brazil and Argentina as well as with
Paraguay and Uruguay, not fo mention the close rela-
tionship with Chile,

Because of historical, cultural and lin-
guistic ties, It is more than evident that Spain and Portu-
gal represent a natural bridge between the European
Unlon and Mercosur. That is why the Iberian Peninsular is
most closely connected with Latin America today, This
does not mean, however, that other countries In the
European Community are not establishing closer trade
relafions and increasing their investrments in the region.
Historlcally, these meetings have led to South Ameri-
can economic development as is the case, for ex-
ample, in Brazil, its largest market, where 70% of the
magjor private companies belong fo European groups,
while only 20% of the counfry’'s companies are Ameri-
can-owned,

In recent years, frade between Spain
and Mercosur has increased significantly, as tfestified
by the growth of the import and export volume with
the four Latin American countries. In 1994, total Span-
ish exports came to Ptas 196,634 milion and imports to
Ptas 277,636 million. In 1996, exports amounted to Ptas
315,495 milion and imports to Ptas 267,371 million. The

total foreign trade between the two countries, that s,

164

adding imports and exports together, has grown remark-
ably. In the last three years, this frade has risen 37%, show-
ing the great interest in developing these bilateral trading
relations.

While bilateral trade between Spain
and Mercosur has grown substantially in recent years,
the most visible impact, nonetheless, has been in Span-
ish investment in the region.

Among fthese investments, we must
mention, in the first place, Investments made by Span-
ish banks. The new phase of economic stability that
seems to have started In Mercosur, the excellent busi-
ness opportunities and the high operating margins are
fo§fors that have led large Spanish banks to make this
investment, ahead even of the world’'s other financlal
insfitutions, as they seek to take advantage of what
could be a fruly historic cpportunity.

In Argentina, Banco Santander, which
already had commercial and investment bank
branches, bought the Banco del Rio de la Plata. In Bra-
zil, it has the controlling interest in Banco Geral do
Comércio and Banco Noroeste. In Uruguay, it has two
affiliates, Banco Santander Uruguay and the Medieval.
Banco Bilbao Viscaya has management control of
Banco Francés Del Rio De la Prata and of the El Credito
Argentino. Banco Central Hipanico owns Banco
Asuncion in Paraguay and its banking offiiate in Uru-
guay. In Argentina, fogether with the Chilean group
Luksik, It manages Banco Tornguist. The Argentaria has
branches in Argentina and Paraguay, and in Brazil it
operates as a financial services company. In a shorf
fime, Spanish banks have become the leading finan-
clal institutions in Argentina and hold a significant market

share in Brazil, Paraguay and Uruguay. In terms of total



loans granted by foreign banks in Latin American, Banco
Santander is ranked first, with USS 17.5 billion; the HSBC is
second and Banco Bilbao-Viscaya is third with USS 12.4
billion.

But it Is not Just the banking sector that
has decided to invest in Mercosur. The telephone, elec-
tric energy, construction, tourism and other industries
are also inferested in developing their businesses in the
region. Telefonica has invested USS 1 billion in Argen-
tine TASA and Muticanal and USS 660 million in Brazil.
We can safely say that today Telefonica is the best-
placed telecommunications multinational in Latin
America, Gas Natural and Iberdrola head the consor-
tium that won the privatization tender for CEG e Rio
Gds in Brazil. Iberdrola also owns 20% of Poweco in Ar-
gentina and 66% of the Companhia Elétrica da Bahia
in Brazil Gas Natural owns 83% of the natural gas in
Buenos Alres. ENDESA invested USS 740 million in ENERSIS,
the Chilean electric power holding company through
which it is present in various Latin American markets
among which are Argentina, Brazil and Chile. REPSOL
has invested in the Argentine company, ASTRA, which
it uses as the center for ifs activities in the region. In the
construction industry, Dragados is investing in the
Autopistas del Sol of Buenos Aires; Dycasa, an dffillate
of Dragados and FCC, is investing in Autopistas Argen-
fina; Acciona, an affiliate of Enfrecancles vy Cubiertas,
is building a factory for Volkswagen in Brazil, and FCC is
operatfing in the waste disposal and water distribution
sectors in Argentina. Other infrastructure projects have
atfracted investment by Spanish construction compa-
nies such as Agromdan, Cubiertas, Auxini and Ferrovial.

Insurance company MAFFRE has a 6% mar-

ket share in Argentina, 13% In Brazil, 60% in Paraguay and

17% in Uruguay. With investment of around Ptas 45 billion,
MAFFRE Insurance Company has become the biggest
foreign insurer in Latin America,

The Campo Fric company, through its
affiliate Campo Asfral, operates in the beef slaughter-
ing business in Argentina. In the tourlsm sector, It is worth
mentioning the investments carrled out by Sol Melid and
HUSA. For investors, the rises In the stock markets In Ar-
gentina and Brazil have atfracted substantial amounts
of money.

As we can see, the weight of Spanish
interests In Mercosur countries has grown considerably.
Evidence of this is that Spanish companies now account
for around 7% of Argentina’s GDP, which makes Spain
the leading foreign investor and one of the chief play-
ers in the process of economic reform in that country.

Mercosur is a market yet to be discov-
ered by small and medium-sized Spanish companies.
The Spanish and Argentine trade secretaries have just
signed an agreement to encourage setting up mixed
small and medium-sized companies in both countries.

It Is inferesting to observe that invest-
ments continue fto grow: in 1997 first half, Spanish in-
vestmgnt in Mercosur grew substantially compared with
the same period last year., Spain invested Ptas 1565 mil-
lion In Brazil, Ptas 75 million in Argentina and more than
Ptas 1 million in Uruguay.

Why should Spain continue fo beat the
frack to Mercosur? | think there are various factors which
encourage on-geing Spanish investment in Mercosur
member countries. In the first place there are historic,
linguistic, and cultural ties that maoke it easier for expao-
friates to relocate and to adapt. Besides this, in the light of

the low interest rates prevailing in the industrialized coun-
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fries, Latin America is affractive in terms of obtaining higher
refurns; liquidity is on the increase in this region, reflecting
the growth of Mercosur markets; globalization encour-
ages investment in low-cost regions. The feeling is that
with the reforms that have taken place, the country risk
has fallen. Privatization offers very attractive opportuni-
ties, and there Is a search for portfolio diversification, which
has opened up new horizons, especially for institutional
investors.

Spain can also be a springboard for
companies from other countries in the European Union
that have dlready set themselves up in our country and
wish fo discover the new markets or extend their pres-
ence in them now opening up in Mercosur.
Although we cannof put aside any
thought of the risks inherent in developing economies,
we can puf behind us the crisis of the 80's that led coun-
fries to stop payment of the foreign debt. The upheav-
als of the crisis in Latin America in December 1994 have
also been overcome. Mercosur is thus very attractive
fo Spanish and Portuguese investors, as well as fo those
from other countries of the European Union.

Spain does not just offer its language
and its culture; it also offers ifs successful economic mod-
ernization model, For all these reasons, Latin America
can become one of the principal engines of growth for

the Spanish economy ifself in the 21 century.

Mr. Navarra, born in Spain, holds a Ph.D in

Economics from the University of Madrid.
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Since 1974, Mr. Navarra has been a mem-
ber of the Board of Banco Popular Espariol whose assets
reach US$ 34 billion. He is a member of the European
Union’s Economic and Social Committee (Brussels) and
member of the Board of Mallorquina de Titulos SIMCAYV,
(total assets in the amount of US$§ 75 million) and The
Allianz-RAS-Group (fotal assets of US$ 800 million).

Mr. Navarra had a long professional expe-
rience in Brazil: he was Chairman of Alvorada
Companhia de Seguros Gerais (of the RAS Group) from
1958 until 1973. Also during this period, he was Execu-
tive Director of Bankinter, Investbank Brasul and

Comercial Brasul banks, currently Banco Ilfad.

Mr. Navarra has published articles in maga-
zines and newspapers from the following countries: Bra-

zil, France, Italy, Spain and the United States.



Marc Pietri

President, Consfructa S/A - France

“Civil Construction and the Entertainment
Industry in Brazil ”

The subject | was asked to speck on, the
Enfertainment Industry, is one that confains a paradox.
Namely, what is enferfainment? The franslafion of en-
fertainment in French is divertissement, but how do we
define amusement? Can we reasonably speak of the
arfificial manufacturing of amusement? That is the prob-
lem; that Is the paradox. This notion of entertainment is
linked to an urban phenomenon of the 60's and 70's,
that took place everywhere in the world, but especially
in the United States. We have seen what has happened,
for example, in the last 40 years since the war, We have
moved from the stage of the village and the town to
the idea of nation. In other words, employment became
the north, frade the south, housing the east and enter-
fainment the west, Forced enferfainment became west-
ern. The location | am referring fo is not important. What
I mean is that there was an attempt to compartmen-

falize things, and the link between everything was the

car. But a car, unfortunately, cannot carry many more
than two people. Therefore, the social functions of the
fown began to collapse and, then suddenly, we real-
ized that we had lost the notion of enferfainment, be-
cause everyone carried out his or her functions wher-
ever they had fo be done. In other words, a person slept
in a bedroom, shopped wheraver his or her office was
located in the tfown, did other shopping elsewhere and,
amused himself somewhere else in the fown. So towns
became empty and we soon reached the conclusion
that the towns had been used up - fowns that had
2,000 years of histery, that had roads, streets, and lovely
winding alleyways, that were reference points for the
inhabitants.

What is the concept of citizen? First, it
is what a person is in relation tfo others; second, it is
communication, and third, if is diclogue., Now, it was

precisely the shifting of retail activities to the outskirts of
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the towns that emptied them, and turned French, Ameri-
can and ofher towns info deserted, artificial places.
The subject of retailing leads us to say
the following. Forty years ago. the retail industry tried as
hard as it could to re-establish this notion of together-
ness. In other words, the idea was to find places where
people could see and be seen by other people and
engage in sponfaneous communication, like people
used to do in the fowns and villages in the past. For
2,000 years, people who owned small farms and who
needed o go to market either to sell their produce or
to buy supplies would drop by the local café for a chat.
This habit was destroyed and now the great modern
retailer is trying to rediscover basic aspects of this con-
vividlity, The result of this has been: first, the shopping
malls, an atfernpt to inject life info the towns’ retailing
acfivities. For example, in Brazil today, there are shop-
ping malls where people go shopping, yet these malls
must also provide enfertainment, That is to say, the mall
has fo be socrmewhere the family can meet, where there
is social interaction, It is a custom such as used to exist
in the old inns. In other words, in those fimes people
arrived with their food, each person with his own snack,
and they sat around a table and talked. Then came
the multiplex movie theaters to bring people together.
In fact, movie theaters are what comes closest fo the
old concept of the town, because things are seen in
the movies. Things happen before our eyes, and in the
towns, the movies used to fulfill precisely this function.
For example, in Italy’™s small cities, movie theaters were
a meeting hall for people. They were a form of recre-
ation for people; young people went there to have fun.
Unfortunately, it was also in the towns

that wars were declared. Young people would often
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be called together to be indoctrinated and then they
would go off to war, They would simply organize the
departure for war, but the movie theaters were used for
diglogue of any kind. A few movie theaters sfill exist to-
day, but the big ones have vanished, and now we have
invented the so-called multiplex theaters, These are
movie theaters showing 20 to 25 movies at the same
location, in a single building, with various films of differ-
ent kinds so that families can go together and each
family member can see whatever fim he or she wanifs.
In Brazil. we have also seen attempts at games. The
town has lost its sense of security - as for example, in
Spain - as a place for jogging and for people to walk
orgund, where children and young people meet to talk
and have fun. Now the virtual novelty is games. There
are halls like small nightclubs where people go to play.
It is a way of relieving pressure and tension, To put their
worries aside and to get out of the artificial towns, indi-
viduals need fo find places where they can meet as a
family. What is Disney World, what is Disneyland? They
are places which Americans - whose concept of family
has collapsed because of the distances and their life
style - invented as a place for people to meet. Florida
is an example. Families meet there; we certainly find
families there and people can see other families, and
parents have more fun than the children. There is a third
phase as well, which is that of finding safe places, re-
ally safe, guaranteed places where people can feel at
ease, can let their hair down, can be happy. But is it
easy to do all this? Is this the way to create amusement
and enfertainment? Naturally, because entertainment
depends on each individual, there are people that fish,
others that hunt, others that read, others that go into

sportfs. Therefore, amusement and entertainment are,



above dll, a state of mind. In my opinion it is not some-
thing that can be assimilated. The individual must be
free, because previously, in the old fowns, he could live
freely. And now, the fourth generation of shopping
malls, that are veritable fowns, has come up |

This seems o be a trivial subject, but it
is not. Rediscovering towns Is important, Rebuilding
towns outside the towns, restoring the towns is impor-
fant. How do we build places where people can really
sell their wares, live, work and play? But, as you know,
amusement is a sponfaneous thing. When someone
goes to Paris, to Saint Germain, | do net know if he goes
there to have fun, but the prevalent state of mind s
such a happy one that people do have fun. Therefore,
the state of mind is like a birth. It is spontanecus, the
right time comes and you cannot impose things, fac-
tors, parameters or a few objectives on pecple to cre-
ate the pleasures of life artificially.

The pleasures of life and entertainment
depend on people inferacting among each other,
When we go fo o fown we sometimes come across
pocr people and rich people, yat there is no connec-
tion befween them. Now, we need to create places
where all social classes can meet, can see one another.
We need fo create places where interchange and dia-
logue can be carried on. That is why we need to re-
store the fowns anc downtown locations, Perhaps this
theme can be seen as foo philosophical, but it is not.
This theme is a pricrity today for all mayors and all gov-
ernments, and all citizens because, unless we decide
what the future of the towns will be, it will be extremely
difficult with just a few replacements, a few magical
variafions, a few solutions, fo recreate states of mind

and fun and enfertainment.

As for Brazil, | think that it is one country

that does not need lessons from anybody on having
fun. Rio de Janeiro’s carnival is a clear and evident ex-
pression of what | have just said, and the Rio carnival is
not 100% organized. This lack of organization is what
creates the really popular festival. When people are to-
gether under certain free conditions, they can feel plea-
sure, they can have fun and amuse themselves to-
gether. It can clso be said that Brazil is still in the first or
second generation of retailing. Today, there are around
3.5 million square meters of shopping malls in Brazil. The
puzzling thing is that these malls are becoming smaller
and smaller. | would like to comment on this. The rec-
son why retailers and people have felt the need to es-
cape from the fowns is because of cleanness, func-
tionality, parking, and convenience that did not exist in
pre-war towns; but it Is also a question of practicality,
because it is so much easier to create a town from
scratch than fo fry and adapt a town that is already

there. Forty years ago, | remember that there were cer-
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tain antigue dealers who went from house to house in
provincial fowns looking for 157, 16™, 17" and 18™ cen-
tury articles and they gave the couniry people, the
former owners, plastic furniture in exchange, which
these people preferred. It is much easier To create new
materials than o repair existing materials. The cost of
land and the knowledge required suggest that, if the
retailers have left the towns, it is because the cost of
land and the operafing and maintenance cosfs have
become too heavy for refailers fo bear. We must not
forget that, in ferms of retailing, for example, sectors
like restaurants and hotels can afford to pay high rents.
Now a dry-cleaning shop, a shoe shop cannot afford
to pay very high rents, but it is precisely the mixiure of
all shops that creates a true retailing environment. The
people that could not afford these high costs of land
leff the towns and went to the oufskirts. But there is a
serious problem in Brazil because overall, in relafion 1o
other countries like France, Germany, and the United
States, there is a cost even on the outskirts of towns.
Land and maintenance costs are excessively high.
Conseqguently, in the 3.5 million square meters of shop-
ping malls — representing 230,000 shops or more - there
is a tendency for regional malls fo become ever smaller,
because the investment required Is increasingly high.
The Americans realized this early on
because land is not so expensive there; they have a
different idea of competitiveness and competition. For
example, there is commercial center whose inifial are
was 50 thousand sguare meters; the next ones fo be
built in Miami exceeded 200 thousand square meters,
that is to say, they were almost the size of a town. Buf
this can be done in the United States because, first, land

Is cheaper than elsewhere and, second, because ev-
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erything favors this developrment, through subsidies and
incentives, The way of life there favors the construction
of these malls. The second generation of malls, which
has just been created, with malls going up in every cor-
ner, is supplemented and completed by an entertain-
ment and amusement center for children, and ancther
one for adults, together with a multiplex movie theater
and a Food Court. These are new centers and, in these
places, the new generations tend to create a theme
for these centers. These centers are bigger, and there-
fore provide quicker returns because they are multi-func-
tional. The investment, however, is sfill very high.

And there is still @ huge market in Brazll,
ngmely, the market for theme parks, Buf | would like fo
say a word of caution about this. Theme parks are very
good when they are successful because they repre-
sent jobs. Consfruction creates jobs, then there are simi-
lar jobs, seasonal jobs, and jobs related fo  tourism,

We must not forget that, in a theme
park, 56% of the money is spent on the enfrance tick-
etfs, but 40% is spent on activities that are not the essen-
tial activities of the theme park as such, thaf is, on shop-
ping. on eating, on hotels, everything revelving arcund
this, which is fundamental. But we need to keep o few
figures in mind with regard fo what we have here in
Europe. A theme park, a theme destination is an invest-
ment. We will not think abbouf Disney for the time being.
Disney would cost 30 bilion in the first phase, and then
much more, 5 or 6 fimes more. Total investment in the
second phase would be another 20 killien. But the usual
theme parks might cost around 850 million and | billion
in the future. Therefore, these are interesting figures. 10%
of the annual budget must be spenf on communica-

tion, and 20% of the annual communication budget



must absolutely be reinvested. In the first year we ob-
serve the sifuafion, in the second there is o readjust-
ment and in the third there is new investment, in the
fourth we observe, in the fifth year readjustment, and in
the sixth year new investment. Tharefore, the current
problem is that all the operating costs of these parks
are beneficial, but nobody knows when return on capi-
tal will occur. In the United Stafes alone, five compa-
nies are listed on the stock market letting others pro-
vide the liquidity of their capital. We have not man-
aged to reach this point in Europe so far. Is there a solu-
tion? | think there is, Why do certain theme parks work
betfter than others? In the first place, there are essential
parameters for a theme park. First, we can quote the
communication concept, movies. This is cerfainly a prof-
ifable concept. The easier it is to identify the concept,
the befter a theme park’s revenues will be. Second, we
do not sell theme parks any more, not just theme parks
on their own. | do not have a crystal ball here, but |
think that we shall have fo forget parks of the Disney
type. Disney is Disney, that s all, it is something special;
The whole of Florida is a theme park. We know perfectly
well that there are other parks outside Florida, but Florida
is the centfer of atfraction. Therefore, there are reasons
that must lead a theme park to develop, in other words,
it has to sell a process. We cannot sell just activities, just
games. We have fo sell production, retailing and games
as well. In the United States there is a retailing center,
the Epcot center, that shows this well, in a minimalist
manner. Epcot has pavilions that represent countries.
The countries show their products and tell their histories.
After visiting a pavilion, people feel the urge to buy,
and then they cross over fo the games and the restau-

rant section, because once the spirit is safisfied, then

the stomach needs fo be satisfied too.

What we have fo avoid in theme parks
is compefition and obsolescence. For example, | think
that we all know that we have to change the attrac-
fions every 3, 5 or 7 years. And this means new invest-
ments must come out of the cash flow, which affects
profitability, At present, the unbridled changes in con-
sumer tasfe - the consumer fallows fashion, and as you
can see in the car industry, they manufacture limited
series of 10,000 units of a car because people want to
change, they want scmething different - demand an
adaptafion to meet that taste. It is also necessary to
adapt 1o the competition. With theme parks, where
cpmponfes are free to act as they please, where there
is no regulation, we have seen the example of the area
north of Paris where there was no room for fen theme
parks, perhaps there was room for three, at most. So,
how should we view competition? And conversion, in
the case of theme parks is extremely difficult. Look, for
example, at what happenead in Nice: the theme park
there is quite worthless. How do we put this right? We
have to correct all this by providing special reusable
structures. In other words, a theme park must have a
commercial infrasfructure capable of functioning out-
side the purely entertainment activity, It must have a
production option for a company, an information op-
flon, and it must also have, a histeric location rooted in
ifs past, in its region, something corresponding to
people’s needs, It cannot be purely and simply a place
of enferfainment. Amusement is very good but is has
no value, in itself. Amusement and enterfainment are
the result of a process. | go back to what | said before:
what were fowns before? Do people cease being cifi-

zens when they start having fun?
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In Brazil, there is great potentfial for
these theme parks, parficularly in the scutheast. Be-
tween Rioc de Janeiro and Sao Paulo, Sao Paulo and
Campinas, there are undoubtedly exceptiondl oppor-
funities, but only if these condifions are viewed on d
regional map and not in the context of a single plot of
land. The decision fo build a theme park must be ac-
companied by the need tc meet a series of broad re-
guirements and parameters for the whole region, as in
Florida. So, | think that there is a future in commercial
terms and in entertainment ferms for Brazil,

Brazilian pecple like parties, they like to
play - enferfainment is a fesfival, it is a party - and they
are lucky because they have the enfrepreneurial spirit.
Now is the fime fo rediscover the heart of the historic
fowns. This is the greaf challenge for Latin America be-
cause foday downfown locatfions are worth nothing.
Downtown locations have land going for less per square
meter than housing on the cutskirts. This is the case, for
example, in Europe. The creation of shopping malls and
the development of the outskirts of fowns has destroyed
competifion in ferms of land prices in downtown loca-
flons. The calculation of land prices was done in rela-
fion fo the cost of the future commercial activity, of the
future operation that was to be run there. This has been
unforfunate in France, and it is something that should
be avoided in Brazil. As | said a moment ago, why does
a shoe shop, which can sell its wares alongside another
shop selling household products, is less valued? Because
it Is always the future acftivity that is calculated, and
thus, when we see that the return is 12% and when it is
calculated that the shop could bring in 50 million, there
has obviously been some mistake in the calculation.

The calculation should have been done on the basis of
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land prices in the downtown location precisely o avoid
this emptying of the towns.

We know that construction of new
buildings has offen taken place even on top of Greek-
Roman remains. And the rules have not been respected
in terms of consfruction nor land prices, and therefore,
| recommend caution in Brazil. Brazil might face exactly
the same problems because the cost of land can be
extramely high. Therefore, we have to have this new
idea. From the social, sociclogical, and economic
standpoints we have to remember thatf: the fowns al-
ready exist and now it is up to you to decide whether to
empty them or rebuild the fowns - which is impossible.
We know this perfectly well, and here | am speaking of
politicians and arfists, because we have to see the price
already paid, and when the town has been built, we
have to build the fransportation network, etfc. In an old
town the channels are dlready open, the networks al-
ready laid down; so we have fo return the streets to the
people, o the small shopkeeper, to recreate that gen-
erafion that used to exist just as it was. The street is a
place to be alone, to be with other people, a place for
communication and diclogue. And those in Brazil exist,
they cost nothing, they must be restored, and this must
be done together with the public authorities. A down-
fown region like that of SGo Paulo represents one of the
20™ century’'s main challenges, both in terms of quality
and guanfity, for o developer like myself.

This is what happened in the United
States. The United States is already on ifs 4™ generation
of shopping malls. What we could build between 1988
and 1990 was a small 16,000 sguare meter mall, with
four stories, in the open air, something different. Af

ground level there was space for people living nearby



to congregate - do not forget that what people are
offen looking for in @ mall does not always represent
what they really want. We have to look at the quality/
price ratio, but we have fo look at it in ferms of the
neighborhood, because it is the neighbors of the mall
who will be the customers in the first place. Then we
must look at the life style and see how to organize and
decorate it all. On the second story we have some-
thing resembling a crossroads. Everybody should find a
meefting place there, a place for conversation, because
people often anly have enough money for small pur-
chases, or sometimes they may have no moeney at all
but just want fo go for a walk. Therefore, it is a way for
pecple fo walk about in the mall and to meet other
people. Last year, four millicn people visited the 16,000
square meter mall | mentioned a moment ago.

| shall conclude by saying that in fact
this mall is nof one that we built. It was opened at 6
o’'clock _in the morning, in the presence of the mayor -
with no journalists - and of Miami-based religious orders
who were there fo give thanks because it was not a
mall built by some megalomaniac developer. It was a
project carried out by a citizen, a developer, who
thought of doing something so that the people of that
locality could get together and they could lay @ stone
that would be the foundation stone of the construction

of whatever may be necessary for future generations,

Marc Fiefri, 51, is President of Bellechasse
S.A. Holding and CEQ of Constructa U.S. Inc. He joined
the company in 1973 as General Secretary and in 1986

became the company’s major stockholder. The
Bellechasse Group focuses on services related to the
analysis, development and managerment of real estate
problems adjusfed fo current circumstances but mainly

to the real estate market’s new conditions.

One of the Group s characteristics Is its as-
sociation and partnership with distinguished French, Eu-
ropean and U.S. groups such as CGE, AGE Credit
Lyonnais, B.N.P. Societé Générale, Apollo Real Estate,

Brasllinvest, Morgan Stanley and First Boston.
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Ilmar Galvao

Justice of the Federal Supreme Court and Chief Justice of the Higher Electoral Court - Brazil

“The Improvement of Democratic
Institutions in Brazil and Mercosur ”

My speech will be about the Judicial
Branch , an institution providing the basis for and the
guarantee of , the exercise of democracy in Brazil. The
political moment that Brazil is living through can be char-
acterized as one of major institutional reform. Among
the reforms in progress is that of the judicial branch of
government and never in Brazil has the Judicial Branch
been so discussed, never has the so-called crisis in the
Judicial Branch been so talked about. To talk of crisis in
the Judicial Branch is nothing new. It is a recurring theme
in Brazil.

What is new is that, this fime, the theme of
the crisis in the Judicial Branch has moved ouf from the
sphere of an arcane problem to be addressed by law
professionals and is now viewed as a problem of citi-
zenship, as a challenge for building democracy in the
country. Moreover, it seems fo me that foday is the first

fime that the judicial branch has been referred fo here

at this meeting. One of the businessmen here men-
tioned the need for a judicial institution that would guar-
antee, or that would convey, judicial confidence in our
country. If really seems to me that the theme does not
greatly diverge from that being developed at this fo-
rum. This circumstance, under which a problem in the
judicial branch ceases to be an issue to be addressed
by law professionals only and becomes a matter of
confidence in democratic institutions is highly positive
for us and for the country. It allows us to nurture the
hope for structural reforms, which will derive from a po-
litical will whose affirmation is based on the assumption
of our individual responsibility. This is so whether it is a
guestion of the powers of the Stafe or of the various
segments of civil society and their share of responsibil-
ity in the crisis and in the effort to overcome if.

To this effect, we must begin by frying to

overcome two very common affifudes in the continu-

175



ing discussion of the deficiencies of the Judicial Branch,
The first attitude comes from fthose who blame the
deficiencies of the Judicial Branch on the judges and
thus refuse to take on any responsibility for the crisis. The
other attitude comes from the judges themselves, who,
in turn, fransfer the problem to other authorities, attrib-
uting all faults in the Judicial Branch service to the lack
of human and ma-
ferial resources, in
short, to the lack of
sensitivity of the
other branches
with regard to fthe
problem of justice.

With-
out the intention of
engaging in an ex-
haustive diagnosis

of the deficiencies

and problems of
the Judicial Branch, we can summarize the crisis in a
paradox. On one hand there are too few processes
and decisions, coupled with a manifest incapacity of
the judicial system to open up to what we have, what
is commonly called pent-up lifigation. In other words,
this means making the system accessible to all those
who need it, and who have no means of overcoming
the complexity of the Judicial system to carry on their
cases, their lawsuits, In our country, a huge part of the
population is excluded from the mainstream of society
and many people live in abject poverty. These people
have no means of access to the judicial system or at
least we think they have not found any means of ac-

cess. On the other hand, there is an excessive number

176

of lawsuits, beyond all reasonakble limits. This is the most
visible problem and thus the one that is most uncom-
fortable, since it results in an intolerable delay in the
judicial services. The main cause of this is the constantly
increasing ratio between the number of cases and the
number of jJudges, as the number of judges has not ac-
companied this growth. This is not a new problem for
us, nor is it exclusive to the Brazilian judicial system. Our
first court, founded in the sixteenth century, already suf-
fered from these effects. At the same time we know
that all over the world justice is slow. The average time
needed for an Italian lawsuit, as far as | know, is similar
to the delays encountered in our cases. The American
system is no different. There is always a concern, in all
’rh\ese countries, with the so-called delay that produces
the lack of confidence in the judicial system that, con-
sequently, disturbs all those involved in these countries,

In our case, the problem is getfing worse
as the country develops and as the population be-
comes more aware of the concept of cifizenship. The
soluticn fo the problem is fo find a feasible path. In-
deed, given the nofable disparity between the num-
ber of lawsuits and the number of judges, we are led fo
think in terms of an immediate increase in the number
of judges. We must not forget, however, that we are a

country with countless priorities and a great lack of re-

sources fo meet them. It is not possible, therefore, to

overcome the critical situation of having only one judge
for every 29,000 people, when Germany has one for
every 3,500 inhabitants. Therefore, in view of this crisls,
our eyes turn fo the opposite side of the coin, to that of
reducing the number of cases and appeals. We then
come tfo instruments such as special courts, and the

binding effect of the decisions handed down by the



Supreme Court and the High Courts on all other enti-
fies, nof just in the judicial system butf, more significantly,
on the institutions of the Executive Branch. These are
the two instruments that seem fto be ones that could
be put into place, which it would be feasible fo put
info practice in the short-term. Special courfs have al-
ready been infreduced in Brazil. We now have a law
that created speclal courts that are already operating
in various states, and will soon operate in the Federal
Justice system. This law provides for rulings on lawsuits
in which the Federal Government and its administra-
tive entities are involved. The special courfs make
judges available to the population for the sclution of
small problems, both civil and criminal.

These special courts follow a simplified pro-
cedural system. The decision is handed down immedi-
ately, the formalities are reduced fo a minimum and,
most important, there is no chance for appeal at higher
courfs, The judges of the special courts themselves meet
and hand down decisions, and there the matter is
solved. The infroduction of such courts has immediately
resulted, in certain states such as the State of Amazonas,
in a 50% reduction in the workload of the tradifional
judges and has dramatically cleared the shelves of the
records offices. It has also meant - and this is a very
important aspect of the special courfs - that the popu-
latien segment without prior access to courts and le-
gitimate legal recourses now has such access. This is
the case of consumers who were disappointed when
they purchased any defective item, and were further
disheartenad by the law’s delay and by the cost of re-
sorfing fo the traditional courfts. Nowadays, the special
courts provide a solution fo such problems. So, if the

special courts, on the one hand, have drasfically re-

duced the number of cases coming before traditional
judges, on the other hand, they have also opened the
doors of jusfice to those that have never had access to
it before. The 1988 Constitution, more than any other
we have had, depended heavily on the Judicial Branch
for the legal resclution of conflicts, not just fraditional
conflicts, but also new conflicts, and collective con-
flicts. It reaffirmed the guarantee of the universality of
the jurisaiction of the Judicial Branch and created un-
precedented mechanisms for solving these problems,
all of which were highly complex. All this, combined
with the liffing of political restrictions, has caused an
outburst of real enthusiasm for the discovery of justice
irj citizenship. This expectation was conspicuous, in some
episodes, in the enthusiastic seeking out of judges by
citizens belonging to those social segments that had
never before dared to seek justice. This expectation
would have been condemned fo frustration had It not
been for the special courts. It is a question, as | have
said, of measures that are in the process of being imple-
mented. This system will be extended to lawsuits brought
by the Federal Government and its entities and com-
panies. In addition to providing relief for the problem of
the so-called pent-up lifigation, they relieve congested
lower courts and do not confribute fo the existing con-
gestion at the higher courtfs, including the Supreme
Court.

The other measure being contemplated is
the institution of binding effects of abstracts announced
by the Supreme Court. This expression means, for those
who are not familiar with legal cases, that every fime
the Supreme Court, or one of the Higher Courts, hands
down a ruling on an issue, interprefs a Brazilian law, a

new law, in the light of the consfitution, this intferpreta-
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tion is binding on the judges of all lower courts and not
Just on the judges but on all of the government’s ad-
ministrative entities. The application of this doctrine is
the object of a constitutional amendment that is af
present going through urgent appraisal by Congress. It
is expected fto lessen congestion, not just in the Su-
preme Court, but in all the other entities of the Judicial
Branch. To realize the scope of this amendment, it is
enough fo nofe that, at present, 88% of the 35,000 ap-
peals that the Supreme Court reviews each year are
related to matters on which the court has already ruled
previcusly. If the rule of the binding effect of abstracts
were in force, they would not come up again before
the Supreme Court. In ordinary instances, and even
more imporfant, in the sphere of public adminisiration,
appedls of the same nature, would net be acceptable
once the Supreme Court had made a declsion on a
given matter and this decision is binding on all judges
and on the public administration. It is clear that once
the Supreme Court has handed down ifs ruling there
would be no opening, as | have said, for any demands.
any pleas on the same subject, neither in that field, nor
in The sphere of public administration, nor that of the
Judicial Branch.

Considering this figure of 88% of repeated
cases that the Supreme Court reviews every year, we
have some idea of the effect of binding decisions on
reducing the workload of the Judicial Branch, and, |
repeatf, not just on that of the Supreme Court but on
that of the Judicial Branch as a whole. So, knowing that
88% of the 35,000 appeals coming before the Supreme
Court are repeated appedals, then only 12% of the 35,000
would be left, which means that, mathematically at

least, the number of appeals would drop To around
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4,000. This would be an extraordinary advance in terms
of improving the judicial system in Brazil. Many people
will say that 4,000 appeals before the Supreme Court
each year is still many more than the number dealt with
in the United States, for example, where the Supreme
Court handles fewer than 200 appeals. But, here we
have the problem of repressed litigiousness. Repressed
litigiousness is a very inferesting problem and if is cne
that deserves attention as well, Previously, the Supreme
Court reviewed only those cases that it deemed ap-
propriate to judge. As a result, many people who were
bent on having their cases judged by the Supreme Courf
were frusirated in thelr efforts, And ftoday, this applies
nof only to the Supreme Court but fo the High Court of
JL:IST]CG, because the Supreme Court had decided that
given cases did not merit its affention. This happens in
the United Stafes as well. So | do not think that we should
go back fo the so-called argument of relevance that
blocks cases and does not allow them fo be judged. |
think that the Supreme Court will be able to examine
4,000 cases a year without undue difficulty.

As | said, the effect of binding decisions is
the subject of a consfitufional amendment that should,
we hope, be approved in the next few days. We never
know what will happen in the National Congress, but
the inferest that the subject has aroused leads us to
believe that the solution will be provided shortly and,
from now on, we can expect to see a dramatic fall in
the number of appeals. | shall confine myself 1o men-
tloning these two insfruments to which we are giving
great emphasis, because they really are very impor-
tant instruments. This does not mean that there are no
other matters being considered in terms of finding a

solution fo the problem of the Judicial Branch.



Another question arousing heated debate
is in respect of the need - or not - to submit the judicial
branch to some kind of external control. The Judicial
Branch in Brazil constitutes one of the three branches of
government. As a result, it enjoys independence, al-
though it is subject to a system of characteristic checks
and balances inherited from the American system.

The checks and balances, in summary,
consist of the following: the President of the Republic
appeints the members of the high courts following ap-
proval by the Senate, which may reject the candidates.
The Justices of the Supreme Ceourt are subject to im-
pedachment by the Senatfe. The appointment of judges
is conditional on approval in an examination conducted
with the participation of the Brazilian Bar Association.
All decisions are public and justified. Representatives of
the lawyers and the pubic prosecutor’s office fill up one
fifth of the courts. Financial management is subject to
inspection by the Audit Court, Notwithstanding all these
control provisions, the Judicial Branch is accused of
certain disreputable practices, such as nepotism, the
awarding of excessive and undue financial advantagss
efc. that have lent support to the idea of establishing
exfernal control, which however, is confrary fo the pro-
visions of the Brazilian Constitution itself.

The Brazilian Constitution ordains the inde-
pendence of the three branches, and does not admir
the control of the Judicial Branches by cne of the other
branches. Therefore, we are leaning toward the institu-
fion of a controlling entity within the judicial system it-
self, but with the participation, as in other enfities, of
attorneys from the public prosecutor’s office. This entity
would have the specific power to formulate the Judi-

cial Branch's policies and to plan its activities. It would

have the competency to exercise senior management
and fo undertake disciplinary action against judges. We
are absoluftely cerfain that an enfity charged specifi-
cally with these tasks will provide the solufion fo the probs-

lem. In summary, it will be an entity that will take on a
great part of the administrative autonomy of the courts.
The courts will lose some administrative autonomy fo
an enfity of this nature, and since there will be just one
such entity it will impose uniform solutions for all courts,
including the Supreme Court itself. It will thus sweep
aside, once and for all, the casuistry that prevails in this
field and that has contributed so much to the disrepute
of the Judicial Branch.

) The consfitutional amendment contains
brovisions for the punishment of a negligent judge. as
well as of serious faults that undermine the credibility of
the Judiclal Branch. It prohibits exchanges, fransfers on
request, and promotion of and access to the court of a
judge that exceeds the legal limits for the retention of
legal records. Under the present system, this is not pos-
sible, buf through reducing the number of cases, it will
be possible o pendlize a negligent judge, or, in accor-
dance with checking or performance appraisals, cne
who habitually fails fo keep to case schedules.

Now a brief word on electoral law. A pro-
gram for the infroduction of an electronic system of caol-
lecting and counting votes is being prepared, concur-
rent to the implementation of the refarm of the Judicial
Branch. Elections in Brazil take place every two yedrs
and involve no fewer than 105 million voters. With so
many people involved, there were frequent claims of
manipulation of the votes in the counting process and
the electoral Judicial Branch, seeking to eliminate such

ills, has introduced, in the first insfance, an electronic
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database of voters. This is the most complete and ac-
curate register in Brazil and there are constant requests
from other administrative bodies for access to this reg-
ister, but the law prohibits such access. Thirty-three per-
cent of the electorate used the electronic voting sys-
fem in the municipal elections. The system covered all
the state capitals and towns with more than 200,000
inhabitants. The excellent results enthralled the whole
country and it is now a concrete goal to extend the
computerized system fo 100% of the voters, The obser-
vation that none of the electronic polling booths gave
rise fo any appeals for a recount justifies such enthusi-
asm. This result is mere teling when we observe that, in
S@o Paulc where around 7 million voters used the sys-
fem, the results produced no sort of challenge, an un-
imaginable situation under the old system of canvas
ballot bags. The farget for the 1998 elections is 50% of
all voters, spread over no less than 250 municipalifies. It
will be the second step along the path fo 100% of the
voters in a period of fime corresponding fo just fwo new
general elections, at the end of which Brazil will be world
leader in computerized voting. A new tender is already
underway for the acguisition of 160,000 voting ma-
chines. This measure is one of the most decisive factors
in consclidating democracy in Brazil, sweeping the po-
lifical arena clean of the allegations of fraud that so
often shake the credibility of election results, and even
of democracy, before world public opinion.

And finally, | still have a few words fo
say on Mercosur. It seems reasonable to expect that
the business community is interested in information on
the solution to conflicts of interest within Mercosur. The
speed with which Mercosur is being set up- and the

Chief Jusfice of the Argentine Court said this - has as-
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fonished Brazilian, Argentine, Uruguayan and Para-
guayan jurists. We are observing inifial difficulties regard-
ing the consfruction of a system for resclving disputes in
the midst of a political culture that has little sympathy
for international public law.

The political option that defermined
the establishment of Mercosur as an intergovernmen-
tal institution - and not supranational - with a functional
structure of great simplicity and straightforwardness,
without even ifs own functional staff, has had the con-
sequence of an equally simple concept of a dispute-
resolving system. The efficiency of the system has not
yet been put fo test. When the Chief Justfices of the
Su\preme Courts of the Southern Cone countries met for
the first time in August 1991, in Buenos Aires, they drafted
recommendations that a complement to the Treaty of
Asuncion should guarantee judicial soundness and the
uniform application of community law through an in-
dependent court, This means that the law fo be ap-
plied in resolving disputes would be community law and
not international public law. Thus, a member state that
feels aggrieved because another member state has
failed to fulfillits treaty obligations can have no recourse
to the usual mechanisms in the field of infernational law,
such as retaliation by falling fo fulfill its own obligations.
The only approach is to demand the specific perfor-
mance of the treaty by legal means. This is what hap-
pens in the European Union, whose court assesses and
rules on cases of violation of the freaty, declaratfions of
nullity, appeals for omission, as well as others.

The Treaty of Asuncion sets forth a perma-
nent system for resolving disputes in Mercosur, o be
adopted before the end of the fransitional period. So

far, however, the Brasilia protocol remains in force, This



provides for the resolution of disputes by an ad hoc ar-
bitration fribunal. But this mechanism will be reviewead
pursuant to the Qure Preto protocol, even before the
conclusion of the process of the convergence of the
common external tariff, with a view fo adopfing the
permanent system required under the Treaty of
Asuncion. In the first phase it will consist of direct nego-
tiation; in the second phase, it will include the interven-
tion of the community authorities, the common market
group; and, finally, through the ad hoc arbitration pro-
cedure. The project for the fime being discards the use
of a permanent court, notes Jorge Luis Fontoura
Nogueira, a specialist on the subject. It cannot be ex-
pected, according to specialists, that the dispute-solv-
ing system will follow the example of the European Union
court, since the differences between the two economic
blocks are very great. According fo the opinion of an-
other specialist, the greatest difference lies in the cur-
rent institutional structure of Mercosur and in the lack of
an independent entity, since all the other decision-
making bodies are infergovernmental in nature. This
prevents the adoption of the system of lawsuifs used by
the Luxembourg court, which requires the participation
of an autonomous body, such as the Brussels Commis-
sion.

That is why it is difficult to imagine in
Mercosur that a memiber counfry would bring a lawsuit
against a violator of community law, since the deci-
sions of all entities are made by consensus among all
member countries. At the same fime, there is no need
for a member country to defend itself against an un-
Jwelcome decision by community entities by filing a law-
suit, because it can prevent such a decision in the first

place with its own vote, Thus conflicts between mem-

ber countries or between Mercosur institutions will be
resolved at a political level - that is to say, that final
phase of implementation. It is clear, as was said earlier,
that af some time, an entity will be created to which all
the states will be subject. Then, it will be the morment
for Brazil and the other countries, as Argentina has al-
ready done, to alter thelr constitutions fo allow the mem-
ber countries of Mercosur to submit fo decisions of o
court, which, although it is part of the community, is

nonetheless foreign.

limar Galvéo, Justice of the Federal Su-
preme Court of Brazil and current Chief Justice of the
Higher Electoral Court, Is a former officer of Banco do
Brasil (Bank of Brazll) where he started working in 19585.
In 1967, he began his law career as Federal Judge of
the state of Acre’s District Court, after having been en-
gaged in different activities such as Chairman of the
Bank of the State of Acre and Dean of the Federal Uni-
versity of Acre’s Law School, which he founded. As-
signed to the 29 Jurisdiction of Brasilia’s District Court in
1979, Mr. Galvéo was promoted to the former Federal
Court of Appeals (1985). In 1989, he became Justice of
the Federal Court of Appeals and left in 1991 to become
Justice of the Federal Supreme Court of Brazil. Mr. Galvao
is also a faculty member of the University of Brasilia’s

Law School.
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Sergio Cragnotti

President, Bombril & CIRIO S.p.A. - ltaly

“Agribusiness in Brazil ”

My name is Sergio Cragnotti and | am presi-
dent of the Bombril-Cirio group, a company that has
been operating in Brazil for several years. | was very
pleased that my friend Garnero invited me fo take part
in this forum dedicated to Brazil, a country with which |
have had a long association. | began my acquaintance
with Brazil in the 70's and | lived there for more than 15
years. From that fime until foday, first as an executive
and then as a businessman, | have always considerad
that part of the world as a reference point in the devel-
opment strategy of a company. There is in Brazil a very
strong connection between the 70's and the late 90's,
At that fime, the possibilities for developing investments
were enormous — it was the pericd of the so-called eco-
nomic miracle. The great buildings in Sé&o Paulo were
built af that time, as a symbol of Brazil's greatness. The
offices of the largest multinational groups from all over
the world are housed in these buildings. The business

context today is, however, very different from that fime.

kS

We could define the end of the 70's up
to the recent past, as a period of instability during which
Brazil was seen as a region for speculative, high-risk and
short-term investment. Only a few groups were able, in
spite of the difficulties, to stick to a strategy of remain-
ing and investing in the long term. Preparing a devel-
oprment strategy in Brazil today is different. It is no coin-
cidence that a recent World Bank studly singled out Brazil
as one of the five major economies in the world in the
years to come. In a commentary on the World Bank
study, one Italian newspaper said: "Those five countries
have changed the world.” | am cerfain that the new
geographical map of the world’s economies in 10 or 15
years fime will be the result of what is being done in
those countries now at the end of the century. There is
no group in the world, particularly no European one,
that has not placed these countries among ifs strate-
gic priorities to invest and grow in the new emerging

markets. For these groups it is the only way of bolstering
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their prospects, which otherwise, if confined fo the Old
World, now a mature market, would merely represent a
consolidation of existing business.

| would like tfo move on now to
the specific subject of this falk, namely, the food prod-
ucts sector, which in my opinion is one of the priority
sectors in ferms of the affractiveness of investing in Bra-
zil. It is in this sector that our group, Bombril-Cirio, has
decided to invest, as a strategic priority, around US$
300 milllion in the three years from 1997 to 1999. The Bra-
zilian agricultural and food products system has enor-
mous potential and its strong points are: increased pur-
chasing power of the lower-income segment of the
population, enormous agricultural potential, an indus-
trial system undergoing profound change, a modern
and continually growing distribution system, and stable
growth of consumption in various markets. Two factors
have revolutionized the Brazilian food products industry
in the 90’s: first, the open-
ing up of the economy o
international competition
- with the elimination of
most of the fariff barriers
and the progressive inte-
gration of Mercosur, Sec-
ond was the infroduction
of the Real Plan which
lifted all price controls and
consolidated a market
economy. | believe the
effects of the Real Plan
are unprecedented. A
new class of people, 30 to

40 million strong, now has
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access To mass consumer goods, which has resulfed in
a consumption bboom. This new class of emerging con-
sumers is made up especially of urban wage earners
who, following the Real Plan, have seen their real pur-
chasing power rise by around 30% thanks to the elimi-
nation of the inflation that previously eroded their earn-
ings, in particular the earnings of the lower-income seg-
ment. Inflation, Brazil's chronic disease, which had come
to 2,400% in 1994, fell dramatically and, in the first half
of 1997, was a mere 4.8%. Another effect of the Redl
Plan and of the opening up of the economy was the
drop in the price of many food products.

Ancther important factor in the diet of
’rh? poorest segments of the population was the rise in
protein consumption at the expense of carbohydrates.
In the last three years for example, milk consumption
has risen by 20% while the consumption of rice and
beans, the old staple diet, has fallen by arcund 4%. The
combined effect of fall-
ing prices, the conirol of
inflation, the rise in dispos-
able incomes has re-
sulfed in a substanfial in-
crease in the consump-
fion of both durable and
non-durable consumer
products. Initially, the new
consumers bought food
products such as yogurf,
biscuits, chocolate, efc.,
to which they had not
previously enjoyed ac-
cess. Then they began to

buy electronic products



and domestic appliances. Eight million television sefs
were sold in 1996 alone. In this period, the sales of elec-
fronic products and domestic appliances have doubled
and, in sorme cases, the rise has been even higher. Sales
of CD-players for example, rose by 550%, and remote
control television sets by 158%. Practically all food prod-
ucts have benefited from the Real Plan's consumption
oom. This has applied both to basic popular products
and to more sophisticated higher added-value prod-
ucts. It is enough to point out that from January 1994 to
September 1996 sales volumes of food products in su-
permarkets rose by 86%. In the same pericd, the sales
of some products have grown by three-digit percent-
ages, including yogurt, cream, flavored milk, juices,
fruits, cereals, efc,

The greater the disposable incomes,
the greater the number of products available on the
market, and changes in life style are reflected in the
consumption of food products. In the towns, the con-
sumption of fast food has expanded. Estimates are that
seven milion fast food meals are served In Brazil every
day by approximately one hundred specialized cater-
ing companies. Millions of meals outside the home are
eaten daily, especially in the large towns, in bars, in
delicatessens, in modern fast food and traditional res-
faurants. The new eatfing habifs explain the impressive
increase in the sales of the fast food chains and the
extensive shelf space provided by supermarkets for
snacks and ready-to-eat food. Economic stakility and
the expansion of consumption have also influenced the
distribution of consumer goods. This has undergone
sweeping changes, and today, it is well organized,
highly efficient and confinually developing. The large

modern supermarket chains nowadays account for 75%

of food sales. Several supermarket chains are foreign-
owned, such as for example, Carrefour and Makro -
and many of them are ranked among the best com-
panies in the country in terms of sales. The five biggest
sell USS 11 billien at around 400 points-of-sale. The sec-
tor continues to grow and the American giant Wal-Mart,
the Dufch company Eold and the Portuguese Sonce
have recently entered the market. Today we can find
the widest range of products on the supermarket
shelves, Many of such products are imported.

The food preducts industry is operating,
therefore, against a backdrop of continuing growth of
consumption and distribution. The way the products are
p(oduced is also going through change and restructur-
ing. a phase of constant modernization aimed at
achieving international competifiveness levels. Foreign
companies coming into the country - either through
Joint ventures or acquisitions - are playing an important
role in the modernization process. They are bringing fresh
capital, new fechnology and the most modern selling
and marketing technigues.

The presence of foreign investors in the
Brazilian market is not recent; some mulfinationals have
been operating successfully in Brazil for decades. In the
last two years, nonetheless, we have seen a rapid ex-
pansion of mergers and acquisitions. The preference of
foreign investors for the food products 'indus‘rry is justi-
fled by the dynamism of the domestic market and by
the prospect of future development, specially in the
Mercosur countries - Brazil, Argentina, Uruguay and
Paraguay - fo which Chile and Bolivia will shortly be
added. Among the large companies present in the food
products market, the major multinational groups are

conspicuous because of the strategic importance of
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the country and as ¢ result of the process of globalization.
A significant indicator of the dynamism of the sector is the
increase in sales  from USS 46 billion in 1993 fo USS 56.9
billion in 1996, or 40%. Besides this, the growth rate in the
food sector this year has been higher than that of ofher
sectors of the economy. The best performance of the
last decade has been that of mik and dairy products,
going from US$ 2.8 billion in 1985 to US§ 9.3 billlon In 1996.
Dairy products have grown faster than coffee, tea or
cereals to become the biggest sector in the Brazilian food
products industry, Sales figures for the fruit and vegetable
processing sector came fo approximately USS 4.8 billion,
and oils and fats sold US$ 6.6 bilioen. The Brazilian food
products industry foday is made up of 38,000 companies
employing around 775,000 people. This number increases
threefold if we take inte account indirect employment in
the packaging and raw material sectors. It is the country’s
largest industry in terms of the number of companies and
is second only to the pefrachemical industry in terms of
the value of production, The imperfance of this sector
takes on even greater significance when we compare it
with the Brazilian car industry, which produces only half
the value and less than a third of the exports of the food
products sector. It is estimated that the food industry’s
sales will increase up to the year 2000 by at least 4 - 5% a
year, In line with the forecast growth of GDP.

The number of Brazilians with sufficient
purchasing power to form part of the mass consumer
goods market will be even greater next year, both in
the big towns and elsewhere in the country. At the same
time, demand for higher guality and Innovative prod-
ucts and convenience products will increase. The mar-
ket will become even more modem and competitive,

and companies that are able to meet this new challenge
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will have one of the most promising food markefs in the
world to operate in. The medium to long-term prospects
are enormous, not just because of the development and
consolidation of the strong domestic market, but alse be-
cause of the great potential of Brezilian agriculture.

The Bombril-Cirio group is present in fthe
food products industry in particular in the dairy prod-
ucts and canned goods sectors. The Cirio brand is known
worldwide as a canned tomate product brand. It is a
historic brand at the quality end of the liclian food prod-
ucts market. Today our group, within the scope of its
projects for growth and Internationalization has chosen
Brazil as a strategic area for its investmentfs oufside Eu-
rope. The Bombri-Cirio group has underfaken a devel-
opment project in the agricultural and food sector in
Brazil based on o philosophy fthat has always been a
characteristic of its business, namely, that of operating
in the raw material processing sector on the basis of o
strong relationship of mutual collaboration and support
with the agriculfural domain. The development of the
food products sector and of farming goes hand in hand.
The quality of the finished product depends on the
quality of the raw material. This quality must meet the
requirements of the industry to the benefit of the end
consumer. At a time when Brazil is Increasingly chang-
ing from being o producing and raw material export-
ing country to being an industrial country, we must pay
aftention to the development of an Important sector
like the food products industry, as well as fo the devel-
opment and proficiency of ifs agriculture.

This link between industry and farming
is, at the same time, fundamental if we do not wish to
witness an even greafer degree of abandon of the coun-

fryside In favor of unbridled urbanization, putting the eco-



nomic and social balance of the country at risk. | believe
that we have a responsibility in this process. Our project Is
not just an industrial project. It is alsc a project aimed at
the farming sector, fo which our group will offer the sup-
port of all its available knewledge In the fleld of agronomy.
This is the result of years of research and work carried out
with the farming Industry in Europe, North America and
the counfries of Eastern Europe. The project in Brazil will
allow our Industry to develop and will let the farmers asso-
ciated with our production achieve high quality products,
at lower production costs, thus increasing their produc-
tivity and profitability.

To conclude, | would like to emphasize that
Brazilian agribusiness is, undoubtedly, a source of wealth
to be valued, both in the domestic market and in inter-

national trade.

Sergio Cragnotti was born in Rome on Janu-
ary 9, 1940. He has a degree in Economics and Com-

mercial Relations from fhe Universily of Rome.

In the course of his professional career,
Cragnoifi worked as director and manager of big busi-
ness groups in Europe and Latin America, especially in
Brazil. His work provided him with firsi-hand experience

and knowledge of infernational markefs.

Sergio Cragnolti began his professional
activities in Brazil in 1970, when he headed the cement
division of Italy’s Bombrini Parodi Delfino/BDP, a big group

operating in Italy and abroad. The group’s cement divi-

sion was later acquired by the Feruzzi Group, which then
appointed Cragnolti director of Feruzzi’'s operations in
Brazil. Under Cragnotti’'s management, the group’s sales
income rose from US$ 60 million to US$ 200 million, espe-
cially because of its involvement in agribusiness and

farming commodifies.

In 1980, Cragnofiti was transferred to
France, where he headed Grupo Feruzzi’s operations.
In 1986, he was appoinfed execulive vice-president of

Feruzzi Agricola Financeira.

Cragnofti then wenf on fo become vice-
p{esidenf of ftaly’s Grupo Montedison (1988) and Enimont
(1989). In 1991, he founded Cragnofiti & Partners Capi-
fal Investment, a holding company whose core busi-
ness was financial brokerage. That year, Cragnotii ac-
quired ownership interest in Sociedade Bombril 5.A. At
fhe time, cosf reduction and productivity gain measures
were implemented at the company. Technological up-
dating, professional fraining for the sales team, invesi-
ments in advertising and promofions, concern over en-
vironmental issues and work safety were also focused

on.
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Cesare Romiti

President, Fiat S.p.A. - [taly

“T'he Automotive Industry and Globalization ”

| feel greatly honored to fake part in this
seminar and to express my point of view about the glo-
balizafion of the automofive industry, and in particular
about its development prospects in Mercosur. | actu-
ally feel apt to discuss this, considering my direct and
long-standing experience in the field, In fact Fiat was
one of the first European automotive companies to
believe in the vast potentialities of the South American
automobile market and o dare invest there, in spite of
the fact that investing there did nof appear as oppor-
Tune then os it does foday.

We have had plants in Argentina for
forty years, and in Brazil for twenty-five, We have been
operatfing in both these countries with all our groups of
automotive sectors- automobile, frucks, fractors, and
agricultural machinery- dll flanked by their respective
components, production systems, and metallurgical
products. Af present, 50% of our sales and employees

are concentfrated in South America. But once more, a

guarter of the production of Fiat is sold abroad.

I can not deny that we have had some
bad moments in these years. Between the late seven-
fies and the eighties, the political and ecconomic situa-
tion in Latin America nof only discouraged new foreign
investments, but also penalized the ones already in
place. We had already lived with the massive inflation
that concluded the last decade, when government
action was taken to stabilize exchange rates, check
inflation, liberalize economies, and create a free frade
zone based on the fwo major countries of South
America.

Keeping in mind this development, as
well as the fremendous market potentialities, Fiat is com-
mitted to strengthening its industrial presence in the
confinent even more. In Brazil, last year, Fiat Auto
launched its first world car, which today is also perform-
ing well in Argentina and in Poland. In the commercial

vehicle field, Iveco, under ifs program of production
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expansion, is aiming by the year 2000 fo produce its
entire range. In Holland, it is being given a new mo-
mentum to its activities In the agricultural machinery
sector, where it already enjoys a leading position as @
producer and exporter. All this has meant a consider-
able financial commitment for us. We allocated invest-
ments amounting fo one thousand six hundred millicn
dollars to the world car project. In the next three years,
the same amount will be used for developing and start-
ing new initiatives. These figures should give you an
idea of the determination with which Fiat has been
working in order to make Mercosur one of its most im-
portant industrial centers oufside Europe.

Like all the leading world companiss,
we are convinced that a considerable industrial and
commercial presence abroad is no longer an opftion
but o necessity. There are essenfially fwo factors driv-
ing the globalization of the automofive indusfry. The
first is the quest for new markets. We have to keep in
mind that the demand for automaotive products in the
more fraditional markets like Eurcpe, the United States,
and Japan is clearly characterized by rather limited
growth rafes. On the other hand, with the gecgraphic
differentiated presence, it is possible fo offset demand
drops from one area fo ancther. This is clearly a crucial
point in a sector which is as strongly cyclical as the au-
tomotive sector. The second factor is cost. Costs are a
determining variable for any company. The more world
competition increases, the more important if is becom-
ing to compete also as regards costs. Globalization
offers many opportunities of increasing a company’s
efficiency. For example, it is possible fo allocate pro-
duction to countries with lower costs, of course with the

same productivity level, not only in ferms of wage lev-
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els but also as regards welfare costs and constraints
imposed by rigid labor marketfs. But globalization also
helps to spread out research and development costs,
which have reached axtremely high levels, based on
vaster production velume.,  However globalization is ¢
process not without pitfalls. There are those connected
with the complexity of organizational, logistic, and also
financial challenges relafed fo the management of
the production, supplying and distribution systems af a
world-wide level, And then it has to be decided where
toinvest. Globalizing does not mean going everywhere,
On the contrary, it meaans very carefully selecting the
areas and the markets fo concentrafte on.

) Our choice has fallen on the markets
with the highest growth potential: Latin America, East-
ern Europe, and Asia. Obviously we continue consider-
ing Western Europe as our domestic market. In evalu-
ating investment opportunities, the economic prospects
of a country and of the area it is sifuated in are obvi-
ously of primary importance. But we must keep in mind
the risks the country presents as far as polifical and eco-
nomic stability are concerned, incentives offered for
new industrial ventures, accessibility to sources of infer-
national and local financing, professional qualities of
human resources and of course refurn on investment
and profit.

In general, we are aiming fo directly
run the production system and the commercial net-
work fo assure our customer of a quality level aligned
with the highest international standards. Moreover,
each of our production lines is oriented to export as
well as to close synergy with the Fiat industrial network
in the world. Qur plans for the future promise a sfrong

local content, Each investment plan, therefore, envis-



ages a growing involvement of the local suppliers and
this forces us to make an effort fo bring them to the
level of world-class suppliers. In this regard, we feel
obliged that we should establish strong fies with our for-
eign as well as Iltalian suppliers. In any case, what we
infend to accomplish in the world are modern industrial
structures for technology, organizafion, and type of
product. | wanted fo emphasize that this sfrategy has
helped us reagp some very significant resulfs.

Last year, the Fiat group achieved 40%
of its production out of Italy. This was more than double
the figure for 1990, About 23% of our sales were re-
corded oufside Europe, two and a half times more than
at the beginning of this decade. On exira-European
markets, we are selling an average of almost four cars,
five frucks and seven agricultural fractors out of ten.
Qutside Iltaly, we have over ninety thousand employ-
ees which is almost forty percent of the tfotal number, It
is therefore within this scenaric that we must set our
cholce to make Mercosur the take-off point for our glo-
pal development. We are fully aware that we will have
to face a competition which is also strongly oriented
towards the conquest of new market outlets.

From 1992 to 1995 about 15% of the
foreign  direct investments which arrived in Brazil and
Argentina were aimed at the automotive sector. Ac-
cording fo some forecasts, from now unfil the year 2000,
the most important car makers in the world will con-
centrate their investmentfs, amounting to over ten bil-
lion dollars, in Mercosur, which means more or less half
of the total investments which they will make in other
than traditional domestic market. These figures clearly
show how strong Mercosur’'s power of affraction is. Buf

the deep opportunities that this large, Infegrated, re-

gional area promises are not only connected to compa-
nies. They alsc concemn, in ¢ more general way, the de-
velopment prospects of the enfire South American
economy. Of all the indusfrial secfors, the automotive
sector Is in fact one of the most exiraordinary multipliers
of growth in ferms of added value, employment, experi-
mentation and distribution of the most advanced tech-
nology to the rest of the production system, fo education
and to the growth of the people’'s professional capaci-
tes.

Be-
cause of its capacity
to generate devel-
opment in the Indus-
frial  system as a
whole, the automo-
tive sector remains
strategic  for all
economies, and

therefore, alsoc for

those of the South
American countries.  Obviously, as with all opportunities,
growth of a strong, sturdy industrial fabric in Mercosur will
be accompanied by a number of challenges. This con-
cems single countries that are expected to complete
the process of economic restoration and to create fa-
vorable conditions for an adequate formation of infermnal
savings which is fundamental for financing development.
Other challenges are connected with the continuatien
of the process of regional integration.

Without doubt, Mercosur will be able to
reap a lot of benefits from a befter coordination of eco-
nomic policies, from the harmonization of the different

kinds of labor legislation, from the adoption of common
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rules about competition and from the creation of ad-
equate infra-structures linking up different member states.
| am convinced that as soon as a positive answer to this
problem is found, the entire region, starting from its princi-
pal countries, will be able to take on a role which is more
and more that of a leading player in the growth of the

world economy.

Cesare Romiti is the Chairman of the Board
of Directors of FIAT $.p.A. He was born in Rome on June
24, 1923. In 1945 he got his Doctorate Degree in Eco-

nomics and Commercial Science.

In 1947 he joined the BDP Group (Bombrini,
Parodi, Delfino) and became General Manager a few
years later. He played a crucial role in the merger of
BPD with Snia Viscosa in 1956.

In January 1970 he joined the Board of Di-
rectors of Alitalia as Managing Director and General
Manager. In September 1973 he was appointed Man-
aging Director of Italstat, the finance company of the IRl
Group. On November 1 1974 he jointed FIAT as Head of
Finance, Planning and Control. He aiso became a mem-
ber of the Execufive Commiftee. On April 30, 1976 he
joined the Board of Direcfors and was appointed Man-
aging Director. On February 28 1996 he was appointed
President of FIAT S.p.A.

Mr. Romiti has been awarded a number of

honors such as Cavaliere del Lavoro, officer of the “Le-
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gion d’Honneur”, Doctor Honoris Causa from the Pontificia
Universidade Catdlica de Belo Horizonte (Brazil), Man-
ager Award from the World Management Council of New
York, and the Lifefime Achievemeni Award in Business
granted by the Italian-American Society. “ll Mondo”
magazine named Mr. Romili “Manager of the Year” in

1982

Mr. Romiti is @ member of the Confedera-

tion of the Italian Industry.



Eliseu LLemos Padilha

Minister of State for Transports - Brazil

“The Brazilian Privatization Programs for
Railroads, Highways and Ports ”

As Minister of Transportation, it is nafu-
rally up to me to cover the field of transporfation. None-
theless | would like to set out a scenario according fo
which we can understand the present Brazilian
govemment's posifion and philosophy for the transpor-
fation sector. This is especially so with regard to the
participation we have successfully sought from both
national and international private enterprise, through
privatization, concession granting and leasing.

| shall dwell on a few poinfs that | be-
lieve are important 1o define the basic features of the
scenario | am referring fo. | think immediately in inferna-
tional terms, in globalization. Economic globalization
obliges us all, at the present time, to rafionalize costs
and seek competitiveness for our products, whatever it
takes. When Mcluhan, in the 60's, originally spoke about
globalization in the process of communication, we did

not fully understand what the professor was talking

about. Same time lafer, we saw that voices and im-
ages from any part of the world could be captured and
followed by individual or collective receivers in our
homes, in the car or at our workplaces, Today, when
we speak of globalization, we are obviously thinking
about the significance of the Nation-State, what effec-
tively are the effects and the meanings that will derive
fromn the idea of economic blocks, and what things will
be like in the not so distant tomorrow in the global vil-
lage - not Mcluhan's — but foday's global village in the
economic field. With globalization we are undoubtedly,
in terms of economic mafters, heading in the direction
that MclLuhan indicated in the 60's with regard fo the
communication process. So, given that the international
context is ruled by globalization, what should our atfi-
fude be. In regard fo the Brazilian domestic scenario,
let us look at the factors that formed the basis, in broad

terms, of the Brazilian government's position.
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Inificlly, there was political stability, un-
guestionable today, which we must look af in terms of
Brazil within South America, in Latin America, Then came
economic stability. A short time ago | saw a reference
to Brazil's inflafion rates. In the current quarter, cumula-
five inflation in Brazil will be less than 1%. When the Real
Plan was launched, inflation was running af 70% a
month. Today, inflation is reccrded at less than 1% a
quarter. We must also keep in mind the redefinition of
the role and design of the Brazilian state being shaped
by the current legislature, in the National Congress, a
process that had dlready begun gt the tfime of the pre-
vious legislafure.

When speaking of the redefinition of
the role and shape of the Brazilian state it is important
to emphasize the end of monopolies, the redefinition
of the concept of a nafional company, privatization
and/or the decentralization of activities that were origi-
nally the responsibility of the Federal Government and
the Ministry of Transportation. We must refer fo the dis-
foertions and the predominance among the various
modes of fransportation in Brazil, First we must remem-
ber the network of waterways. Brazl has 42,000 km of
waterways. Of these, 27,000 km are naturally navigable
and 15,000 km are potentially navigable. In Brazil only
2% of the country’s enfire freight is shipped through the
river system. Historically, soon affer the rivers had served
as the basis for the conquest of Brazil's territory - espe-
cially the Amazon River and the Paraguay River, start-
ing from the Uruguay River and then moving up to the
Paraguay, we dominated a huge area of land, but we
forgot how fo navigate the rivers when we undertook
economic activity in the small fowns and villages that

sprang up dlong the banks of the rivers.
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We moved inland through the railroads
which had become a vital means of fransportation af
the end of the last century. Yet in 1995, our railrcads
were practically abandoned and had turned into scrap
iron. The highways in Brazil became more important from
the 50's onwards and developed naturally with the ad-
vent of the aufomokbile industry, Railroads tfoday ac-
count for only 21% of the fransportation system. Later
we shall refer o some projections, since the federal rail-
road network is now privatized, Highways now account
for 58 to 60% of the fransportation network and the
waterways for only 2%. Although the pipeline network
does not come under the Ministry of Transportation, it is
worth noting that it already accounts for 3% of the
Czaunfry’s transportation - this is a significant figure if we
consider it alongside the river network — but it is still a
minor one In ferms of its potential in Brazil. Alr franspor-
tation, which comes under the Aeronautics Ministry, has
a very small share of freight fraffic, less than 1%, but it
can be used as a reference point. So, tfransportation in
Brazil is divided info waterways - 10%; coastal shipping -
16%; railrcads - 21%; and road transportation - nearly
60%. When we look at examples of developing coun-
fries with land areas similar to that of Brazil, and river
systems of a similar size, we see that they account for
approximately 1/3 of the transportation volume.

We must also mention the distorfion in
the ports, before coming fo what the national franspor-
tation pelicy should be. Brazil has made no consistent
investment in its porfs since the 1950s, and created a
series of monopolies, consistent with the mentality and
philosophy of that time. These monopolies favoraed
certain sectors, but caused Brazll to progressively lose

its share of port operations. As a result, we have suf-



fered significant losses in the international services ac-
count, which amounted to a deficit of around R$ 6 bil-
lion in 1996. These are premises that form the basis of
what will come to be, and | now state it here, the ef-
fective national transportation policy of the Fernando
Henrigue Cardosoc government,

Within this scenario, we can establish
the premises which today's transportation policies and
philosophy in Brazil are based on. First is the Integrafion
of the various modes of transportation  rail, road, river

with the objective of correcting the distortions that
exist today when compared to other countries. One
obvious distortion is the engineering of the costs. To-
day, we no longer view Brazil in terms of the isolated
model,

Last week | was in Rio de Janeiro speak-
ing to the Brazilian Association of Exporters, and more
than 90% of the audience a significant number of
around 200 businessmen were in the fransportation
and distribution business. We must clways keep in mind
the significance that the issue of fransportation is be-
ginning to have in terms of the so-called Brozil cost, So
first comes the integration of the different types of trans-
portation. Then comes territorial integrafion: Brazil, as
we dll know, is the size of a continenf, and when we
think of transportation we must not lose sight of ferritorial
infegration. As a result of this, the Fernando Henrigue
Cardoso government has created a program called
Brazil in Action, which, in fact, is a set of 42 projects
whose objective is to integrate the entire Brazilian terri-
tory and shift the social and economic development
of the country.

Of the 42 projects in the transportation

field, 14 projects are expected to require investments

of around US$ 9.1 bilion in 1997 and 1998, of which more
than half will go for the highway system. Included in this
program, for example, are fwo major highway projects.
One will run from Manaus, the capital of the stafe of
Amazonas, to Venezuela, taking the Port of Manaus and
the Amazon river system to Cenfral America: the other
will start at Santarém, in the state of Pard, aiso in the
Amazon region  where there is also a railroad, thus form-
ing the river, road, and rail link ., and go to Cuiabkd in
the state of Mato Grosso. From Cuiabé it will continue
to Porto Velho and Rio Branco, and then on to the bor-
der with Peru. Thus we will achieve ferritorial infegration
as well, through the Brazil in Acfion program. This pro-
gram includes the Mercosur highway, which starts in Belo
Horizonte, the capital of the state of Minas Gerais, and
by the year 2001 will run all the way to Porto Alegre, the
capital of the state of Rio Grande do Sul. Thence it will
continue on to Uruguay and Argentina, thus forming a
broad Mercosur highway corridor. The investment re-
quired for this project alone is around USS 3.4 billion.
So these first results of territorial integra-
tion and those provided by the Integration of the differ-
ent types of fransportafion give a clear idea of the Bra-
ziian govemment’'s goals with regard to transportation.
The first goal is to build a transportation network that
provides security, comfort and economy. Second is fo
furn the Brazilian state, which today Is a provider, into a
regulating state, which will have a regulating entity for
the transportation sector, as it does for energy infrastruc-
ture and communications infrastructure. The ultimate
objective then is fo establish the relationship between
society and these service providers, who will be given
the right, by the stafe, to serve society, either through

the granting of a concession or through leasing. Third s
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the reduction of the Brazil cost, because we think in
terms of globalizaftion and the integration of the Brazil-
ian economy on equal ferms or at least competitively
in the world market,

Let us take a look at what Brazil repre-
sents when closely compared to Latin America. In terms
of terrftory, Brazil - with 8.5 million square kilometers - is
approximately equivalent to half of Latin America. In
some regions, the sun shines practically the whole year
round, and the climate favors production. The pepula-
tion today is around 160 million, equivalent to half of
Latin America’s population. GDP is US$ 753 billion. Per
capita income is USS 4,800, while in Latin American as
a whole it is USS 3,400; and Brazil's foreign frade is USS
100 bilion compared with all of Latin America’s USS 213
billion. Although we have quite a high GDP, we cannot
say that our foreign frade enjoys a corresponding per-
formance. Brazilian GDP grew by 3.8% a year over the
last three years, its foreign currency reserves stand at
US$ 62 billion and Brazil's annual inflation in 1997 is esti-
mated to be 5.5%. Economic factors that justify our
position include: Inflation kept af bay, an economy
open fo the outside world, the redefinition of national
companies, the redefinition of the parficipation of for-
eign and local capital in Brazil, o dynamic and entre-
preneurial private sector a clear fiscal balance policy,
confrol of the frade balance and promising investment
opportunities. The economy is stable, and this is unde-
niably a factor which adds confidence to investment
decisions.

The main reasons for foreigners to in-
vesf in Brazil are, first, political and econemic stability,
which are fundamental factors. Second, is the re-es-

fablishment of the ability to plan; given that there is
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political and economic stability it has now become
possible to plan over a reasonable time span, Other
reasons are macroeconomic adjustment, the opening
up of frade and finance, reduction of import duties and
opening up of sectors which were previously the exclu-
sive province of local investors, a growing consumer
market - thanks to the Real Plan, there are at least 30
million new censumers of various types of products, es-
pecially domesfic ufiliies and consumer durables - and
our national privatization program.

Our principal trading partners in 1997
are the United States, Germany, Italy, France, Britain,
Switzerland, Japan and Sweden. Then there is the grow-
ing share of Spain, Portugal, Chile and South Korea.
Fc\>reign investments from 1991 to 1994 came to USS 1.3
billion; in 1995, US$ 4.3 billion; in 1996, US$ 9.9 billion; in
1997, USS 15 billien.

In terms of concession granting, we will
grant concessions for sections of the federal highways.
We are undertaking a pilot project which so far includes
less than 1,000 km. Four highways and a bridge are
included in this project, We have also leased the assets
of the federadl railroad network for the reasons | men-
tioned previously. The deteriorated state of the network,
the practically non-existent investment capacity in the
sector, fogether with the need for investments of around
Uss & billion in the short-term have dll led the govern-
ment to take the sound decision to hand over the run-
ning of the railroad service to private enterprise, while
af the same fime requiring given levels of investment
and quality.

As for concessions for running the port
services, we are conducting two different operations.

The issue of ports in Brazil has undeniably been one of



the most outstanding aspects of our backwardness. It
has kept us backward in relation to other countries. To-
day, we have managed fo come fo the point where
all of the Brazilion port operations will be privatized. By
next June 30 - officially on the September 30, but my
personal schedule is fighter - by June 30, we plan fo
lease the 36 port areas under federal jurisdiction ouf fo
the private sector. Thus we are engaged in two differ-
ent operations; one is the leasing of the area and the
other is the running of the port,

Concessions in regard to the highway
sector comprise 856 km, which include the Rio-Niteroi
bridge and the Prasidente Dufra highway between Rio
de Janeiro and S&o Paulo. This highway concession has
increased the level of efficiency by 82%; on the ofher
hand, accidents - most of them fatal - have increased
by around 45%. When renegofiating the concession with
the pertinent company, we cams o the conclusion that
we immediately need fo invest ancther RS 120 million in
the highways to contain this massacre. We are building
pedestrian overpasses, central divisions on the highways,
metal barriers to prevent people from crossing on foot
and keep them from gefting run over, and so we ex-
pect to reduce the risks. Then there are the conces-
sions for the Rio - Teresdpolis and Rio - Pefrdpolis high-
ways, and in Rio Grande do Sul, for the express high-
way between Qsdrio and Porfo Alegre that takes the
population of the metropolitan region to the coast. So
here we have five highways and the concessionaires
have agreed to invest USS 1.2 billion over five years.

We have a good idea of what we want
fo concede to the private sector. Of the 51,370 km of
the Brazilian federal highway network, we want to hand

over approximately 10,790 km. fo private enterprise.

Five thousand kilometers will be conceded directly by
the state agency subordinated to the Ministry of Trans-
portation, the DNER - the Nafional Highways and Roads
Department, and 5,000 km will be conceded through
the process of decenfralization, by which we delegate
concessions fo the states. These delegated sections
form part of the so-called state highway systems, which
connect the state highways fo the federal highways.
In the State of Rie Grande do Sul, for
example, there are 10 stafte highway systems being put
out to tender; federal highways were considered for
delegation to Rio Grande do Sul so that this state could
complete its concessions program. The federal section
that was conceded was passed on together with the
s:rQTe highways, thus substanfially expanding business
opportunities. These are the highways that form part of
the Mercosur corridor - and concessions will be granted
for the following highways: the BR 381 that links Belo
Horizonte with Sdo Paulo and the BR 116 that links S&o
Paulo with Curitiba. The BR 381 highway is sfill referred
to as the killer highway but within a short fime it will
certainly be referred fo as the joyful highway. And the
reason is that the region’s economy will be revived
because the installation of the stretch of the 381 that
runs through 12 state districts has already been dlready
provided for. This stretch corresponds to over 450 km
along the 381 running between Belo Horizonte and Sdo
Paulo. The same thing will certainly happen between
S&o Paulo and Curitiba, perhaps with different numibers,
but the philosophy is more or less the same, because
this highway will be the greaft Mercosur corridor, the high-
way that will influence 80% of Mercosur’s regional
economy. There are two highways running from Curitiba

to Florianopdlis now up for concession: the 376 High-
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way which goes down the mountainside below Curitiba,
and the 101 Highway that goes to Floricndpolis and then
on to Osorio in Rio Grande do Sul; the BR 290 Highway,
running from Osorio to Porto Alegre, has already been
subject fo concession, and this completes the connec-
fion between Belo Horizonte and Porfo Alegre in Rio
Grande do Sul and the Mercosur highway. These
stfrefches will all come up for concession. We are al-
ready preparing the Bidding Instructions for the first con-
cession, the 381 Highway between Belo Horizonte to
Sdo Paulo. The remaining highways will also be con-
ceded fo private enterprise, according to the planned
schedule,

Let us look af the program schedule,
how we are going to complete the varlous stages and
make the map a little clearer: Belo Horizonte - Sao Paulo,
S@o Paulo - Curitiba - Florianépolis, Florianopolis - Osério,
Osdrio - Porto Alegre, and from Porto Alegre today we
have six possible exit routes involving Uruguay and Ar-
genfina. A tripartite group is currently studying the ques-
flion and will define between Brazil, Argentina or Uru-
guay where the path of whaf we are calling the
Mercosur corridor will lie. There Is the question of cost
and this is important because in these costs we must
think of the highway concessionaires. The Braziian State
has borrowed money from the IDB and the Eximbank,
and at the time of transferring the concession we shall
also fransfer the highway costs equation including the
financing cost, both in terms of inferest and repayment.
With this the Brazilian State, which only appeared at
the time of taking the loan, passes on not just the re-
sponsibility for the conservation and complementary
works, but fthe responsibility vis-d-vis foreign lenders.

What is the philosophy, how are high-

198

way concessions granted in Brazll? How does it affect the
maintenance, comfort and safety for highway users,
mainfenance of the highway’s environmental quality, pro-
posals for environmental quality? Mayor Celso Pitta, who
was here yesterday, may have spoken of the SGo Paulo
ring road. This USS 2.8 billion project will result in an effec-
tive 170 km belway around Sao Paulo while adhering to
all the Brazilian envirecnmental legislation. The environmen-
tal issue with regard to Brazillan highways, and waterways
and railrcads too, Is o fundamental issue in the
government’s view. The construction of squares and toll-
booths, fhe reinforcement and widening of existing
bridges and viaducts, the creation of viewing points and
rest areas, the implementation of a modemn system of
serlvices to for the highway tfraveler, such as information
panels giving fraffic conditions on the highways, emer-
gency telephones, first aid and car repair services. The
concessionaire will bear the cost of the interest charges
and will also have to repay the money we borrow. But the
eqguation that has guided our concession process has
offered a retum of 15 to 17% a year on capital invested,
In the case of the railroads, the networks
that have already been privatized were leased to the
private sector when they were still operating in the red;
they were running up losses. The report that | received in
September last, in respect of the month of July, shows
that the network is operating profitably , with the excep-
tion of the northeastern network, which was privatized
only in July. This network had previously been taken to
auction twice buf there were no bidders. Then we began
to work on the guestion of the ports and port moderniza-
fion, since this railroad serves the port of Suape in
Permambuco, the port of Pessem and the port of Fortaleza

in Ceard. The automobile Industry’s coastal shipping ser-



vice had begun, so we put the northeastern network up
for sale again. This time, not only were there interested
buyers buf it was sold at a premium of 37.85%. This was
the last network to be privatized, on July 27, 1997. We are
raising US$ 1.4 billion in these leasing operations and the
investments, which are compulsory under the terms of
the confract, amount to more than USS 4.1 bilion. Of
course the market, the demands of the market, have
caused these numbers to evolve and there has already
beer, more investment than we had projecied, for ex-
ample, in the early years. Brazil's railroad plan has already
reduced accidents by 50% and increased its share of the
overall transportation market, Projections are that within
4 years the railroads will command a share of more than
30%.

Still fo be privatized is the most impor-
tant network, which the federal government will be re-
ceiving from the State of Sac Paulo In settlement of
debtfs. We are only at the stage of carrying out the evalu-
ations. With 4,933 km strategically located in the State
of Sdo Paulo, FEPASA forms a link between the counfry’s
various networks, including Ferro-Norte, Ferro-Norfe  will
transport  grain production from the midwest, which
foday does not go through the port of Santos, it goes
down by road to the port of Paranagud. FEPASA s stra-
tegically the most important network in Brazil, and should
be offered for leasing by the end of 1997 or beginning
of 1998, pending its evaluation.

Now we come to a very important
point, namely the question of metropolitan frains in Bra-
zil. We have subway systems in the principal capitals,
but we also have surface trains serving the same capi-
tals. In Rio de Janeiro, for example, we have issued an

Invitation to Bid for the auction of the Rio de Janeiro sub-

way system and international cperaftors have dlready
passed the pre-qudlification stage, as was fo be ex-
pected, In this case, there has been Inferest from fthe
operators of the Paris and Buenos Alres subways, Un-
doubtedly, there will be other interested parties as fime
goes by, We have subway systems in S@o Paulo, Rio de
Janeiro, Belc Horizonte, Recife, Salvador, and Fortaleza,
all of which will hand the process over to the states, or
have already done so, for them fo conduct the tenders
for the private sector.

In Rio Grande do Sul, in Porto Alegre,
an engineering project Is at present being prepared for
a subway systemn for the mefropolitan region. It has a
target market of around 3 milion people and in prin-
ciple could transport from the word go around 700,000
people a day and within fifteen years around a million
and half people a day.

In the ports sector, the federal govemn-
ment is fransferring ports to the stafes there are 36
ports under the jurisdiction of the federal government.
A few days ago we held the auction for the container
terminal at Santos, which has become a symbol of the
port issue in Brazil. First the premium in the auction in
which 5 major infernatfional groups bid in association
with local consortic was 171% for Latin America’s larg-
est container terminal at Santos, which could become
one of the largest in the world when we put the second
terminal, the TECONZ2 out to fender. This 171% figure not
only represents intemational confidence in Brazilian port
production which for a long time was considered a
symbol of backwardness pbut also represents our abil-
ify to reduce the Brazil cost, The Bidding Instructions for

the tender include the obligation on the part of who-

ever receives the ferminal in operatfion, fo reduce the
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cost of the port operation of a container to USS 150 within
24 months. The obvious guestion is what does it cost at
Santos today? Between USS 500 and USS 600, and we
are going fo reduce it fo USS 150 in 24 months. At that
point, we shall unguestionably have market competition,
there In the port of Santcs itself or between the country’s
various other ports, and as a result, the port of Santos will
set the operating standard for Brazil's ports at the levels |
have mentioned,

Furtherance of the market economy,
increase in private investment, either In the facllities or
re-equipping of the port, and improvements in quality
and the lowering of our costs. In addition, more than
180 leasing confracts have already been signed. The
operation will be fully privatized by the end of 1997, and
by September 1998 | hope it will be June we expect
that all the port areas and installations under federal
jurisdiction will be leased to private enterprise. In the
next few years more than RS 2 bilion should be invested
in Brazilian ports.

The next leasings. Container terminals
to be leased: Barra do Riacho, in Espiritc Sanfo:
Capuava, also in Vitdria; Sepetiba in Rio de Janeiro, a
very important port that will compete with Santes; and
Valongo in Santos; and Salvador, in Bahia, which is also
a container terminal. Then we have bulk solids termi-
nals, sugar terminals, fertllizer terminals. These are the
principal ones, but obviously many other opportunities
will arise in regard to the 37 ports..

In summary, | think that this has helped
convey the idea thatf: First, in the highway sector, we
are working with the idea of concessions and we shall
concede 10,700 km to the private sector. In the rail-

road sector, we shall grant concessions for old federal
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railroad network, with Fepasa  Ferrovia Paulista S.A.  sfill
fo come. This is strategically the most important network,
serving more than 50% of Brazil GDP, that is to say, the
State of SGo Paulo directly and it forms the connection
with the other networks.

With regard fo the ports, there are still
great opporfunities to ftake part and there are good
signs that we shall have major participation. On the is-
sue of the waterways, | think cne or two words are im-
portant. Of the 42,000 navigable kilometers of our wa-
terways, 4,000 are included in the Brozil in Action plan
and have been referred to recently nationally and in-
ternationally. There is the question of the Madeira River,
for example. It is a 1,400 km waterway stretching from
Porto Velho, in Rondénia, to ltaguotiara in Amazonas.
The objective of this waterway, through the integration
of the different modes of fransportation, is to reach High-
way 364, already under construction, where the Ferro-
Norte will meet it. As a result, we should be able to ship
10 million fons of Chapada dos Parecis soya from this
port of Porto Velho. Soya from the midwest will leave
from there and arrive at Rotterdam for USS 35 a ton less
than at present

Reduction of the Brazil cost and achiev-
ing a greater share of the internafional markef. Another
fundamental waterway is the Mercosur waterway, link-
ing the Tieté River and the Parand River from Piracicaba,
in S&o Paulo, or from San Simon in Goids, on the Parand
River, as far as the Itaipu dam. As for the crossing of
Itaipu, which can already be done today by road, vi-
ability studies are being carried out fo enable the cross-
ing to be done by a system of locks. Various locks wil
be needed to overcome the 120-meter drop, the cost

of which will be, who knows, RS 1.2 billion. This seems ex-



pensive, but we must take into account that 20 million
tons of cargo a year could be shipped through there. We
could effectively ship goods by river 2,400 km from
Piracicaba - San Simon down to the Itaipu dam, then down
the Parand River, to enter the River Plate and up again
through the Paraguay River, arriving at Céceres again up
at the top, next to Bolivic and the State of Rondénia. Then
we shall have 7,000 km of perfectly navigable waterway.
This is the Mercosur waterway. It is parallel to the Mercosur
highway, and will offer an unguestionably cheaper freight
alternative.

In Brazil, President Fernando Henrique
Cardoso’s phllosophy is that long distances, wherever
possible, should be covered by water, medium dis-
tances by rail, and road transportation, which today,
accounts for a significant  60% of the freight, should be
reserved for short distances or higher added value mer-
chandise, where shipping speed s essential. This will
also allow us to be rational about the Brazil cost.

With regard to the waterways, there are
still two others in the Brazil in Action plan. The Sdo Fran-
cisco River, leaving Pirapora in Minas Gerais and going
up to Juazeiro in Bahia, is an internal waterway but s
very significant since it is 1,500 km long. There is also the
Araguaia-Tocantins waterway, which comes down from
the State of Tocantins along the Tocantins River, and
the Araguaia, from Mato Grosso that goes up fo the
border with Pard. So we have 3200 km of navigable
waterway up fo the Tucurui dam. When we make the
crossing of the Tucurui, which is also under study, we will
be able to reach the Amazon, Talking of the influence
of a waterway on a state, in the State of Rondénia
where the Madelra waterway has begun operations,

fuel sales volumes have Increased the Information is

from the state govemment by 35% over the same two
months last year and an increase in tax collection is
projected. Collections of the state tax there, the ICMS,
have Increased 100% in 1997 over the same period in
1996. This reflects the influence of the River Madeira on
this region.

Roads, rivers, railroads and ports; this is
the infrastructure that the Broziian government is pres-
ently seeking fo hand over to the private sector. It is
seeking local and international partnerships to make
this changeover. This morning, | heard a reference that
| would like to repeat. Somebody said that Brazll s no
longer the country of the future and | want to associate
myself with that statement, Brazil is undeniably the coun-
Tr;/ of the present and the Fernando Henrique Govern-
ment has realized, in my view and | am a Minister of
State in this government appropriately, that we had
to build bridges, take some short-cuts, fo reach this fu-
fure more quickly. And indeed, with the President’s de-
cisions and those of his govemment team, we are do-
ing this, and | am certain the tfransportation sector will
show this.

Six months cgo we could not have
imagined it would be possible to auction off Santos,
where there are 12,000 port workers, without a strike,
without any interruption to normal work or any move-
ment to block the process. Unquestionably, we could
not have imagined, six months age., that we would
reach this point where we are certain that, by the end
of fhe year, the whole operation would be privatized ,
and that mid way through next year we will have leased
all the port operations. This shows that Brazil really is no

longer the country of the future; Brazll Is the country of

the present and of the future for Brazllians, naturally with
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due respect to other nationalities who have faith and
belief in this country. But as for the Brazil that was seen
as a couniry that moved slowly although it had all the
potential of its natural resources, the potential of its
people, 160 million Brazilian souls well, the time has
come when we Brazilians have absolute awareness, in
parficular those of us in government, that Brazil is no
longer the country of the future; it is the country which
the future almost by-passed vyesterday. We are build-
ing short-cuts, seeking quicker ways to the present, thus
designing a great future. And to do this we want to
form partnerships. We have managed to establish in-
ternal partnerships within Brazil; international partnerships
will be welcome. | am certain that President Fernando
Henrique Cardoso and his government will be very
pleased with any new partnerships that may arise from

this meeting.

Congressman Eliseu Padilha is Brazil’s cur-
rent Transporiation Minister. He has a degree in Law from
the University do Vale dos Sinos of Rio Grande do Sul.
He took posi-graduate courses in Political Rights at the
same University. From 1989 to 1992 he was the mayor of
the city of Tramandai. In 1995 he was elected Federal
Representative to the House of Representatives. His term
in Congress will last unfil 1999. In 1995, he became La-
bor, Citizenship and Social Welfare Secretary of the state
of Rio Grande do Sul. At Congress, he was appointed as
Ist Vice leader of PMDB (Brazilian Democratfic Move-

ment Parly) and a member of the Finance & Tax Com-
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George Bush

President - USA

“Integration of the Americas and its
Effects on the World Economy ”

In the first place, | never thought | would
listen to a Minister of Transportation and be excited
about his message. This was a very positive message
of optimism.  Last night | was asked by one of the jour-
ndlists that was at the marvelous reception given by
the state minister and Mr. Garnero about Mercosur. He
asked why people in the United Stafes objected to
Mercosur. And | said, well | do not know whom you are
falking fo in the United States, because they should not
chject to Mearcosur,

When you hear this Minister talking
about a Mercosur corrider, that can only mean pros-
perity for the members of Mercosur and | would then
enlarge that to say making each of those a better and
stronger trading partner for the United States, So | am

not one who is pessimistic about Mercosur and | am

one who is extraordinarily optimistic about this
privafization that is re-invigorating the great country of
Brazil,

I am 73, and | wish | were 33. Some of
you other old guys ought to wish you were 33 too. But
the reason | say that is the Minister talked about the
future. And what he was referring to is the comment
around the world that Brazil has o great future. But he is
right in suggesting that the future is now and that Brazil
is rapidly moving forward with a strong respected inter-
nafional economy and when these privatization pro-
grams get completed and go forward and attract ncﬁ
only investment from Brazil itself but perhaps from some
of you who are right in the audience here and many
more people from our country, then you are going to

see this potential that he has outlined fulfiled in a short

203



fime.

So | am no expert on it, but | do be-
lieve in free and fair trade, | do believe in privatization
and | think that this is the message that we have heard
here today and | expect that the rest of you have heard
from some of the other seminars.

You should not be punished by having
to listen to me twice. | will simply thank Mr. Garnero,
maybe doing this on behalf of some of you all who feel
the same way as | do about the contribution that he s
making to Brazil, and | would say to international invest-
ment, by sponsoring this conference. | appreciate be-
ing invited here, | congratulate those who have given
the papers and enlightened the audiences and it is just
a pleasure and | wish everybody, particularly today from
Brazil, God speed and an exciting future which for Bra-

zil Is now.

George Bush was elected President of the
United States on November 8, 1988, sworn in on January
20, 1989 and served until January 20, 1993. During his
term in office, freedom prevailed over the Cold War, and
the threat of nuclear war was drastically reduced: a
democratic Russia replaced the Soviet Union; the Berlin
Wall was destroyed and Germany was reunited. An un-
precedented international coalifion force liberated Ku-
wait from Iraq, paving the way for Israel and its Arab
neighbors fo begin anew their quest for peace in the
Middle East.

Mr. Bush was the first sitting Vice President
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since Martin Vian Buren in 1837, but he was also only the
second American President to serve a full term without
Party Control in either Chamber of Congress. Neverthe-
less, President Bush enacted, among other laws, the
Americans with Disabilities Act and the Clean Air Act -

landmark civil rights and environmental legislation.

Since leaving office, Mr. Bush has focused
his time and energy on the completion of the George
Bush Presidential Library which Is located on the cam-
pus of Texas A&M University at College Station, Texas. In
addition, Mr. Bush is chairman of the Eisenhower Ex-
change Fellowship, honorary chairman of the Points of
Light Foundation and a member of the Board of Visitors
af the MD Anderson Cancer Center in Housfon, Texas.
In all, President and Mrs. Bush have helped supporf more
than 150 charitable organizations in thelr community and
around the country. In 1995 and 1996, they helped raise
more than USS 26 million for charity.



President Bush's career in politics and pub-
lic service began in 1963, when he was elected Chair-
man of the Harris County (TX) Republican Party. in 1966,
he was elected to the U.S. House of Representatives and
served two terms. After 1970, Mr. Bush accepted a se-
ries of senior level appointments: U.5. Ambassador to
the United Nations, Chairman of the Republican National
Committee; Chief of the U.S. Liaison Office in China and
Director of Cenftral Intelligence. George Bush graduated
with a Phi Befa Kappa from Yale University in 1948 with a
degree in Economics. He has received numerous hon-
orary degrees and high honors from such countries as
Kuwait, the United Kingdom, the Federal Republic of

Germany. Nicaragua, Poland and Saudi Arabia.
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Mario Garnero

Chairman, Férum das Américas and Brasilinvest - Brazil

“Closing Remarks ”

Minister limar Galvao, my dear friends, Min-
isters Elizeu Padilha, Mr. Cesare Romiti — with whom |
have had a long-lasting friendship — my dear friend
Sérgio Cragnotti, together with whom | might have be-
gun a business venture, my dear friend Carmen
Machline and President Bush,

This meeting draws to a close under the
sign of friendship. We began it under the sign of friend-
ship and we wish to conclude it under the same ferms.
We have had important debates and discussions with
the parficipation of 534 registered participants. Qur
audience included 120 Brazilians, as well as business
people from all over the world.

| would also like to particularly thank
President Bush, who has been a friend of Brazil, a loyal
friend. He has honored us by visiting Brazil and he hon-
ors us by being here. At this moment when we are bring-
ing the meeting to a close. | must also thank the Brazil-

ian government and all the Brazilians, as well as Minis-

ter Elizeu Padilha, our ambassadors who are here with
us - Jorio Dauster, Rubens Barbosa, Marcos Azambuja. |
would dlso like o acknowledge the support that Minis-
ter Lampreia has given us at this seminar. My special
thanks to our Argentine friends represented by the Chief
Justice of the Argentine Supreme Ceourt and by my friend
Diego Guelar and by the Argentine businessmen who
came to this event. | would also like to thank the sup-
port given by Jim Wolfensohn and by the World Bank, in
sending a very high-level team here, as well as the In-
ter-American Development Bank.

Right now, the word | wish to use is
thank you, thank you very much, and | certainly hope

fo see dall of you here in Monaco again next year,
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CONFAERENCIA D E LACONFERENCEE

'MONACO  MONACC

Opening of the Monaco Conference, Chancellor Helmut Schmidt, Ministers Eliseu Padilha
and Michel Leveque, Mario Garnero, Ambassadors Marcos de Azambuja and Diego Guelar.

Marcos Troyjo, Helena Lampreia, President George Bush, Ambassador
and Mrs. Carlos Pimentel, Maric Garnero and Antonio Cardinali,
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Sheik Salman Khalifa from Bahrain, between
Fernando and Mario Garnero.

N R

Rul Patricio, from the Monteiro Aranha
Group and Fernando Garnero.

Sir Peter Heap, Justice Sidney Sanches, Mayor Celso Pitta, C. Fred Bergsten, Con-
gressman Inocéncio Oliveira and Mario Garnero.
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Mario Garnero and the Board of Directors of the Forum
das Americas: Mario Bemardo, Fernando and Alvaro
Garnero,
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Stanley Au from Delta Asia Group and Mario Gamero
Filho.

Ubirgjara Formiga, Congressmen José Bezerra, Inocéncio de
Oliveira, José Samey Filho. Paule Bormhausen and President of
Radiobrds Maurilio Ferreira Lima.
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Mario Garnero, President George Bush, at the
Cocktail Party hosted by Michel Leveque.

Mario Garmero, Chancellor Helmut Schmidt and Eugénio
Montoro.
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FORUM DAS AMERICAS B P EREN ¢
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Closing of the conference: Carmen Machline, Mario Garnero,
President George Bush, Sergio Cragnoftti, Justice limar Galvao,
Cesare Romiti and Minister Eliseu Padilha.



12

Eddie Trump, Nina Stevens, Prince Serge of Yuéoe;lcvic: and
Carlos Johanpeter, from the Gerdau Group.

13

President Bush between Mrs.
and Thereza Collor.

President and Mrs. George Bush between High Court Jus-
tice Ricardo Lewandowsky and Justfices limar Galvao,
Sidney Sanches and Nilson Naves.

Barbara Bush
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Princier.
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Speech by

Mario Garnero

Good evening ladies and gentlemen. |
would like to say a few words of thanks before this event
comes to an end. | would also like o add that, as our
meeting comes to a close, the warm welcome we were
given by Monaco leads us to believe that next year  if
you agree we’'ll be here to say good evening and fo
bring this highly diversified group of pecple together again.
As you all have noticed, this group is comprised of promi-
nent members of the political, economic and legal com-
munities,  They are not only well-known in the Mercosur
member countries but by the intemnational community as
well,

| think and I've talked to Minister Leveque
about this possibility for the next years that more Europe-
ans should participate in the next event, given that they
didn’t participate this time around. The World Bank was

here, as was the IDB and | think the feeling among the

Brazilian parficipants was that we were fruly welcome.

We felt the spirit of cooperation and, perhaps we could
say, a spirit of international coordination within @ Mercosur
that is beginning to fake shape and that stands for an
economy | wouldn't refer to it as a buoyant economy,
put rather as a resplendent one  representing GNP of
Uss1.4 trilion dollars and a population of 200 million
people. Therefore, it is in this sense that | believe a meet-
ing such as this one results in friendship rather than in aco-
demic discussion, and creates economic ties with such
important partners as Monacao. | believe that Monaco
will be an even more important financial and cultural center
after the implementation of the Euro. | also believe that
Monaco's role may be of great help in conciliating future
negotiations with the European Community. And In terms
of the United States, we believe in the creation of a true
FTAA or a real Union of the Hemisphere,

| do not intend to take up any more of your

fime, but | would like to tell Mr. Bush that he has always
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been someone who has answered for the
peaceful conditions we are currently living under. | think
he is a fruly extraordinary person. I'm sure you all remem-
ber how not so very long ago 7 years when he coordi-
nated the peace efforts how he acted. What a fantas-
fic sense he had of his peacemaking mission, his enor-
mous sense of fairness when he said that 'I'm here not to
kil men. I'm here to restore freedom to all those who
have lost it. " Therefore, | feel very close to Mr, Bush, | think
that the Mercosur member countries  Brazil, Argenting,
Uruguay, Paraguay, Chile, that opted for democracy and
freedom have made a right cheoice. [|I'm very pleased
that Mr. Bush was able fo say the same words, although
he used them in a different sense, and was able to trans-
mit the experience that came from a period of peace
and from a war that he won,

Your Highness, | would like to close my
speech by saying that we hope we will be able to come
back to Monaco in the next years and establish  per-
haps with the same group of pecple who came this time

a kind of annual conference to be held here under the
sponsarship of Monaco and the Forum of the Americas,
with the objective of stiring up debate on freedom, and
encouraging the economic integration among such di-
verse groups.

Mr. Bush, | would like you to feel equally opfi-
mistic about Brazil, Argentina and the other Mercosur
member counfries again. | hope thaf your message,
which is very clear and heralded around the world when
you speak, conveys the faith that you have in many coun-
tries.  As our Minister Padilha said we've left the future
behind us because we are on the threshold of a new

future.
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Speech by

George Bush

What a great honor it Is to have these two
gentlemen who are so widely respected around the world
honoring us with their presence here fonight. And what a
Joy it Is for Barbara and me to be here in this marvelous
Principality  our first visit  and Il tell you, everyone has
made us feel very much at home. And | want to thank the
State Minister for this marvelous reception. We had a spe-
cial lunch yesterday and it is a pleasure tc be here.

I'm somewhat embarrassed because |
speak neither French, Portuguese, nor Spanish. If you want
a few words in Chinese, I'm your man! But it is a great
pleasure fo be here and I'm wedged in here between
the vegetables and the caramelized pear. La poire
caramelizé.

A fitting place for a former president. And |
would like to thank the people in this magnificent hotel for
the way in which they’ve handled this large and enthusi-

astic group of drinkers and eaters.

It's been wonderful. But | was asked fo share
a few thoughts on global leadership. | understand that
Helmut Schmidt spoke to you on the Euro and on the
European Currency and on European Unity. My view on
that when | was President is we'll support whatever the
Europeans want on it and I'm not sure, and | understand
he was optimistic about the common currency and all,
and my own view is that’'s something to be sorted out by
the countries themselves and that the United States of
America should work with whatever emerges, and not
cnly with the common currency, buf as Europe seeks fo
come together even more. So | won't dwell on that to-
night. | realize it's very important.

I've wriften a book, "A Labor of Love' with
Brent Scowcroft some of you may remember him as our
nafional security advisor. He was at my side all four years
when | was president, he is very knowledgeable on for-

eign affairs, and that book is about the policy initiatives
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that we took in fareign affairs.

The great challenges that we faced, they
say that writing a book is lke a journey of discovery. What
we discovered it took us fwo years longer to write  this
dam book than the publishers wanted but now it's almost
over . perhaps what history will reveal, is as inferesting
a period of change in four years as the world has seen,
and cerfainly in modern times. The Cold War ended when
the Berlin Wall fell and then Germany was unified, Eastermn
EFurope was set free, the Soviet Union imploded far more
rapidly than anybody ever dreamed it would, being re-
placed by a newly democratic Russia that is still frying to
perfect its democracy.

Desert Storm came along. where we made
a moral statement: a large counfry, with the 4™ largest
army in the world will not, with impunity, take over its neigh-
bor. You have to pay a price, under international law, if
you do that, And that period of time saw the United Na-
tions fulfiling a role that its founders had dreamed it would
have buf, given the historic animosity between the US
and the Soviet Union, there were auftomatic vetoes that
kept the Security Council from doing what its founders
thought it would do. But in the Desert Storm  the diplo-
macy leading up to Desert Storm the United Nations
came of age, and we saw that international law was en-
acted in a way in which was very helpful in setting back
Saddam Hussein’s aggression. And of course, the Baltic
States were reunited. NAFTA began. The GATT Agreement
did not come fo fruition in those four years, but it came a
long way.

So these were years of fantastic change. |
will menfion one other area of change since we're talk-
ing globally here and that is China. | was not President for

5 months before Tianammen Square took place, and
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everybody In this room knows the trauma of the actions
of the Tlanammen Square and what that meant to rela-
tionships all around the world. Today, though, what we've
got to keep In mind is that the end of Cold War, as good
as that is, does not carry with it a guorantee of peace or
stabllity. The Soviet bear that scared our kids, perhaps
some of you all, hiding under our desks, to lean how to
avold nuclear fall-out. Now those fears are gone. The fear
of a superpower confrontation is gone. But new threats
have emerged. And Churchill once said that the prob-
lems of victory are more agreecbkle than those of defeat,
but that they're no less difficult. And then he went on to
say that the price of greatness is responsibility, and so
today the geopolitical enemies that we face are instabil-
i’ry\, unpredictability, and then you have fundamentalism,
where you have ethnic violence. You have international
ferror, you have weapons of proliferation, you have inter-
national narcotrafficking. And so there are plenty of
threats, and if you're lacking an enemy, those are the
enemies - they should be fthe common enemy of the
people of Brazil, the people of Monaco, the people of
France, whatever.

Each one explains fo me why my country at
least should remain vigllant; why we've got to continue to
work with our allies here, consult with friends, engage the
emerging democracies and foster more cooperation,
and understanding where historically fension and con-
flicts have been apt to erupt,

In short | believe, and | hope this doesn't
sound chauvinistic, to this powerhouse thot is Brazil, the
US must not forego international leadership. We must not
listen to the siren’s call of " let somebody else do it, come
home America, we've done our part. Now let someone

else figure out these problems.” And I'm afraid in my



country today there are just such voices being heard from
the democrafic left and from the right of my party, the
Republican Party. An odd, strange, coalition.

We've got to resist those who would furn
America inward, to go back to protectionism, go back to
polifical isolationism, and | think we can, and | salute my
successor President Clinton for wanting to stay involved,
wanfing to assert what | believe is an obligation in socme
oreas to lead.

As participants at this conference know all
too well, the world is feeming with opportunity. | was so
impressed when | heard the minister talking toeday. The
Minister of Transportation, | think many of you were there,
but not all - talking about the opportunities that exist, as
Brazil, this huge country who has now whipped its inflation
down fo reasonable parameters is growing to respect-
able, very encouraging robust levels of growth and now
is moving fo put the icing on the cake by moving towards
more privatization, and when you look at the map, and
you see what he was explaining to us there, you cannoft,
as Mario Indicated, help but feel extraordinarily optimistic
about the future of this great country, Brazil, and | hope
our friends from Europe who are here, our friends from
the United States who are here, will fake a very hard look
at the wonderful business opportunities, investment op-
porfunities that this whole new system encourages and it
warrants the support of all. The world is teeming with op-
portunity, | fook a few shots when | was in office for the
vision thing. You should have gone with me for the para-
chute Jump at 12,500 feet. | jumped out of a perfectly
good airplane and | could see forever, for the first time it
was said George Bush has a “vision" of things. Well, it was
frue. But anyway, we've gof these emerging markets,

everybody | think here is inferested In expanding access

Into the existing markefs and our economic growth s
driven by expanding frade. So each day as the global
economy becomes more and more interconnected, so
fo do our desfinies. We become more interdependent,
and that’'s a good thing. It's not a scary thing. It didn't
threaten cnybody’s sovereignty . When | assumed office
in January 1989, not long ago, actually, the word was a
different place and the matrix of challenges we faced,
were enfirely different. Back then, we were dealing, as |
mentioned, with an imperial empire, heavily armed with
nuclear weapons, teeftering on the brink of collapse, and
today with the superpower conflict behind us , we were
able to move on and address, extending the promise of
democratic capitalism, not only into Centfral and Eastern
Europe, Into the heart of the former Soviet empire, but in
the werld you all know better than |, in South and Central
America, and clearly info Asia. Since leaving office I've
done a great deal of fraveling from London to Beijing,
Romania, Vietnam, you name it, I've also had the oppor-
tunity fo meet with many of the leacders there and the
sense | get is that those who have started down the road
to economic and political reform will not turn back.

My beautiful dinner partner asked me
whether | miss things about being president. | miss some
things. | don't miss the US press, I'll be honest with you. |
can’t stand them. | don’t miss the intrusiveness info our
own private lives that seems to go with politics these days.
| miss the marvelous staff that made the White House not
only the people’'s museum, but made it the family place
for whoever was privieged to live there. So | miss that. But
| miss dealing with these foreign leaders with whom |
worked, And | really do because | think that was a very
fulfiling part of my job as President of the United States,

Some of these leaders have paid a price at
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the polls for pursuing painful but needed reforms. Lech
Walesa comes fo mind, to say nothing on Mikhail
Gorbachev, reviled foday in Russia. | remain convinced
that history is going to be very kind, to use my own expres-
sion ‘'kinder and genfler’ to Mikhail Gorbachev than the
feeling in Russia would indicate today. When you talk
about him people forget Glasnost and Perestroika, but
these were monumental changes that he advocated and
then he permitted to go forward. So history will be kind to
him. Some people have the temerity and indeed the
rudeness to point out fo me that Margaret Thatcher and
| are unemployed while Saddam Hussein sfill has a job.

| don't like that very much but | damn sure
don’t like it that he still has a job either but people say to
me, and this a little diversion, and I'll go back o the text,
but people say to me, Why don’t you go In and finish the
job? That iritates me because the job was fo end the
aggression. The job was not to kil Saddam Hussein. The
job was not fo wipe out the Republican Guard, the job
was to end the aggression and we tried it peacefully. We
fried it through the United Nations resolutions, about 6 or
7 of them. We tried it through diplomacy. We tried it up fo
the last minute when the first shot was fired by sending
Jimmy Baker to Geneva to meet with Tarlk Aziz - you may
remember that meeting. We tried diplomacy. But then
we had to fight. Saddam Hussein said ‘The United States
simply wants fo have a toehold In Iraq, and in the Gulf."
We won the war in @ hundred hours on the ground, and
we ended it, And now some of the revisionists are saying,
you should have gone in and kiled him  with whose son?
The life of whose son or daughter was | to ask to go into
Baghdad and perhaps a fruitless hunt for the most se-
cure, brutal dictator modern times has seen? And | did

not want Mission Desert Storm,. We could have rolled the
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82" Airborne and the 101% info Baghdad in forty-eight
hours, and we would have been an occupying power in
an Arab land, exactly what Saddam Hussein said we
wanted to be, the coalition would have shattered. Maybe
one or two countries could have stayed with us out of the
31 counfries but not more than that, and we would have
been alone, making a Nasser-like hero out of a defeated
brute, of a fyrant Saddam Hussein. And so am | happy
he's there? No. Buf do | think history will say we did the
right thing by living up to the letter of the United Nations
resolutions - end the aggression? | believe that history will
say we were correct on that. The frustration that we sense
in some of the defeated some of these leaders s tainfed
with nationalism, people wanting fo restore the pride of
once great countries that are now struggling to begin
anew. There's not going to be any going back in my view
fo the day of the dictator, the day of the colonels, the
coups, the Berlin Wall is not going to be resurrected, the
Soviet Empire is not going te be put together again like
Humpty Dumpty. The Cultural Revolution in China is not
going to be resumed as that country, discovering the
miracles of private economy, charges forward into the
next millenium.

The challenge is fo secure the peace, and
fo make good on the promise of this post-Cold War Era.
And | hope this doesn’t sound egocentric, but once again,
especially when it comes to South America and fo Asia,
the United States of America has got to stay involved and
it has got lead. We've got to lead with integrity. Our word
must be good. One of the Justices | know  we're hon-
ored to have some Justices of the high courts in Brazil
here - and one of our Chief Justices, certainly one from
the Supreme Court, said 'Great Nations, like great men,

must keep their word'. And so you've gotf to build your



diplomacy on your word of honor, and then keep it. The
United States has fo keep ifs security commitments to
Korea, we must not diverge off and try to frade with the
son of Kim IL Sung. this new man, Kim IL Yung, | have no
confidence in him whatsoever. | think we have to stay firm
in our security commitments to Japan. China doesn’t like
that. China thinks the US security commitment to Japan is
a threat to thelr interests, and I've told their leaders I've
been to Japan and fo China nine times since leaving the
presidency. Barbara and | lived there. And I've told the
leaders the security commitment between the US and
Japan is in your Iinterest, We weren’t your enemies. | don't
want fo sound personal about it, | was shot down by the
Japanese on September 2™ 1944, and | harbor no re-
grets in my heart af all about that, but | also know that
China has nothing to fear from the US  Japan Security
Agreement. We've gof to treat others with respect. |
don't know how it was in Brazil's newspapers, or the po-
pers here in this country, in this comer of the world, but |
do know that in my country there were all kinds of worst
cases about what was geing to happen when the Brits
withdrew on July 19 and Hong Kong reverted back to
China. It's going to go smoothly. You've seen no waivers
of fluctuation. We had all kinds of crozy, nutty specula-
fions in our big papers at home as to how China was go-
ing to instantly reverse out the freedom of the press, the
freedom of demonstration, the freedom to elect. And
that hasn’t happened and in my view, it’'s not going to
happen. I've known the new chief Executive of Hong
Kong, C. H. Teng. for many years. | knew his dad before
him, Barlara and | have been in their home and | think
Hong Kong is in good hands, and the most important point
is, it is in China's inferest to keep that window open. Be-

lieve me, they are nof going to close it

What's world peace going to be like? What
are the threafs to world peace? Where could the next
major conflagration that might draw Brazil or France or
anything info it where might it come from?

| belleve, if the United States mishandles the
relationship with China, that could be the most significant
challenge to peace in the next millenium.

China can be difficult, their leaders con be
dgifficult, they're fough, they're strong, they are not Marx-
Ist, Leninist, they got a party problem frying to define what
they really are, but they are no more Marxists than our
dog, Sadie. They are trying to live with this new emerging
economy and they're doing a pretty darn good job on it
right now. You never hear them talking about the dicta-
torship or the proletariaf, Karl Marx or something like that.
We have people now in our country again in a sfrange
coaqlition, the labor left in our country wanting to assaill
China for lapbor practices and hammer them publicly on
human rights, | think if we deal with them properly, they're
going to continue to emerge, to raise the standard of
living of their people, but some of us look just at China but
you've got these other Asian countries some of you
people familiar with markefs know - having difficulties
with their currencies , Thaileand being a good example, |
thought Mr. Mahateer made a big mistake at the IMF
meeting the other day when he attacked currency trad-
ing. | think it just shows a lack of knowledge as to how
markets work. But all those are passing problems, the
Asian countries have reasonable growth; many of you
here in this room trade with them and | believe it's a con-
tinued area of marvelous potential, the Asian countries
as well as China itself. Asia seems fo be where a lof of the
action is, but | fell the Asians when | go there 'Do not

overlook South America." Lafin America has the second
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fastest growing regional economy in the enfire world,
foreign and domesfic direct investments in the area are
at a record level, and over the past decades US imporfs
to the region have more than fripled, while the US in tum
receives 41% of Latin America’s combined impeorfs. That's
good. That's what frade is about. Experfs predict that by
the year 2005, | think it is, our hemisphere is going fo boast
more than 750 million consumers and a 13-frillion dollar
market; and that by the year 2010 some believe the US
frade will exceed its frade with Japan and Europe com-
bined. That's the potential, that is part of what this forum
was about, this huge potential if all of the countries in-
volved can forego this siren’s call of protection and tariffs
and trade barriers, and work, as Brozil is working, fowards
privatization, less regulation, and certainly opening its
marketfs. In the United States we are headed for a big
debate now on what's known as fast frack. The Congress
must give the President the authority to negotiate a frade
agreement that Congress can amend. If President Clinfon
goes and negotfiates a frade agreement with Chile, or
with an extension of NAFTA - | hope it will be with Chile -
and he doesn’t have fast track, every Congressman from
wherever can puf an amendment on it and just negate
the work of the Administration. So, President Clinton is ask-
ing Congress for fast frack authority and in my view it should
be granted to the President without the environmental
considerations, the fag-ons, the add-ons, without the la-
bor add-ons, but in the United States we're having a big
political battle because that Republican hard right, the
democratic left, including two of the leaders of the
President’'s own party, are fighting him tooth and nail on
giving him that kind of trade authority. | want to see NAFTA
extended, and when | was president | said the first stop

would be Chile, I'd like to say that to Brazil, to Argentina, to
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all the Mercosur countries, if you want fo be in NAFTA, fine,
if we have no fears, no worries, no concerns about
Mercosur, the only thing that we can  and great strides
are being towards this goal recently but | think we can all
concede that much work remains. | hope | live long
enough to see a democratic Cuba. One that respects
democracy and freedom. That would make it a prefty
darn perfect hemisphere in terms of countries going the
democratic route, People say 'you said at the fime of
the Desert Storm that the new  there Is no new world
order. | said 'Yes, there is. You don't have super power
confrontation. A little kid in the seventh grade in Brazil
doesn’t go to bed at night wondering why there’s some
crazy North American is going to pull the trigger and catch
his country up in a nuclear conflict with the Russians. You
got that as @ new world order. Buf in our part of the world,
in our hemisphere, you've got democracy on the move,
you have free trade on the move, you have increasing
standards of living for the poor guys out in the field and
this conference, bringing together these ideas about fur-
ther privatization and less regulation, in my view is doing
the Lord's work fo see that will contfinue.

So I'm an optimist about our cwn hemisphere
and I'm very optimistic about the world we're living in. |
shouldn’t be here giving advice to this group of business
people because | remember President Kennedy giving
advice to a group of financial people. He said 'If | weren't
president I'd be buying stocks right now." The guy in the
back of the room said, "Yes, if you weren't presidenf I'd
be buying sfocks right now." So, | will not conclude by
giving aavice. I'll conclude by repeating a story, | think |
may have told in 5éo Paulo, stated often by my friend Billy
Graham, the evangelist. Barbara and | are blessed in our

friendship with Billy Graham and he falks to our grandchil-



dren and helps them understand wonderful things. But he
fells the story about a guy who was standing where | was
and the head table was up behind him. And the man
went on, way too long, went on and on, a guy then picked
up his shoe, took the shoe off, threw it at the speaker, hit a
lody over here in the front row and she said 'Hit me

again. | can still hear him."

Thank you very much. Thank you so much.

251






President George Bush and Alvaro Garnero.

Prince Rainier, Prince Albert and Mario Garnero.

Mary Matthews Garmero and Mrs. Barbara Bush

Minister and Mrs, Eliseu Padilha at a din-
ner party aft the Hotel de Paris.
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