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Chapter 1

The New Latin America

Get out of the way, India. Move over, China. Stand back, Southeast Asia. Here comes the new kid on the block, a reborn Latin America. Bursting with enthusiasm. Ready to erupt with a dynamism unseen in the Western Hemisphere since the Industrial Revolution. Latin America, exuding an economic exuberance that is sure to be the envy of the developing world. And U.S. exporters have seen this coming. Last year alone they shipped four-and-a-half times as much product to this region as they did to China, twenty-four times the amount they shipped to India, and twice as much as they shipped to the United Kingdom, Germany, and France combined.

But doing business in Latin America is not easy. A constantly changing landscape makes long-term strategies especially difficult. If there is one truism about this region, it is that if you don’t like the way the politics, economics, and social conditions are going now, wait ‘til tomorrow and they will change.

Latin America’s never-stopping politico-economic pendulum swings wildly to and fro. From dictators to freely elected presidents to elected autocrats. From liberal socialist governments to reactionary right-wing rule to populism. From hyperinflation to modest economic growth to rapidly rising prices. From shattered banking systems to stable financial markets to bank failures. From protectionist trade to free trade to the nationalization of entire industries. From isolation to open borders hungry for foreign investment to forced joint ownership of projects with government. Such a wildly swinging pendulum muddies the waters for trade and investment. Misunderstanding the North and misunderstood by the North, Latin governments and their citizens continue to ride the fringes of economic progress, unable to penetrate the psyche of either Republican or Democratic administrations in Washington.

Part of the problem is the enormous mixture of cultures that comprises Latin America and confuses Americans.

Mexico, the Caribbean nations, Central America, and South America—in fact, everything south of the U.S. border— comprise what we commonly call Latin America. Imposed by the Spanish conquerors of the sixteenth and seventeenth centuries, the Spanish language dominates the region, but other languages are also spoken. Portuguese is the official language in Brazil; it’s English in Guyana, Dutch in Suriname, and French in French Guiana. In the Caribbean, English, Dutch, French, and Creole are spoken along with Spanish. In Central America, English is the language of Belize. Spanish is official in all other countries. One-third of Guatemala’s population is indigenous and speaks a mixture of Mayan dialects.

Culturally, the region is equally mixed. In countries where Spanish or Portuguese is the official language, the Hispanic culture and Catholic religion inherited from Spain and Portugal are predominant. In Guyana, however, more than 50 percent of the population is descended from East Indians and practices the Indian culture and Hindu religion. In Haiti, a combination of French and African cultures has nurtured the Voodoo religion. The English-speaking Caribbean mostly consists of African descendants influenced by a European heritage, creating a unique West Indian culture that has welcomed Pentecostal preaching. Fidel Castro’s atheism and its penetration of the Cuban culture is unique in the region.

In Central America, Peru, Bolivia, and Ecuador, as well as in certain parts of Brazil, mestizo is the predominant race. A mestizo is a person of mixed ancestry, especially of mixed Spanish or Portuguese and indigenous Amerindian.

Argentina is strongly influenced by descendants of settlers from Northern and Southern Europe, especially Italy and Spain. In the Caribbean, the United States owns a territory (the English-speaking Virgin Islands) and a commonwealth (Spanish-speaking Puerto Rico).

Size also matters, especially in the business world. Brazil dominates the region, with 186 million people and a geographic size equivalent to the continental United States. Its industrial base is very similar to that of the United States. Manufacturing, retail, and service industries are all healthy and growing. At the other end of the spectrum, Haiti and Nicaragua are the two poorest countries in the region with gross domestic product (GDP) per head of $1,600 and $2,400, respectively. These two countries, along with Bolivia and Suriname, stand in stark contrast to the sophisticated urban centers of São Paulo, Rio de Janeiro, Buenos Aires, Santiago, Bogotá, and Mexico City.

Political upheaval and violence have characterized Latin America for centuries. Prior to 1989, when a democratic wave washed over virtually all Latin American countries, Peru had experienced only four years of elected governments, Ecuador eight years, Brazil one year, and Uruguay barely four months. Bolivia had gone through 180 presidents in 160 years. Peronist Argentina had been little more than a police state for seventy years. Paraguay’s iron-fisted president, Alfredo Stroessner, played host to thousands of Nazi war criminals. For two decades prior to 1960, Venezuela was governed by autocratic dictators. Between 1946 and 1966, more than 300,000 Colombians were killed by their own government. Even after 1989, under democratically elected governments, Brazilian police with automatic weapons wiped out scores of homeless children; Venezuelans twice rioted against their president and eventually elected a notorious autocrat; Peru’s Shining Path terrorists massacred Peruvians and foreigners at will; Colombian drug gangs, protected by the army branch of the Communist party (called Fuegas Armadas Revolucionarias de Colombia, or FARC), assassinated presidential candidates and judges, while bandits ruled mountain villages. Guatemala, El Salvador, and Nicaragua suffered years of right-wing and left-wing bloodshed, with death squads massacring indigenous tribes and squashing any and all resistance.

In such a setting, it’s easy to understand why managing exports to the region, sourcing materials or parts from Latin American suppliers, or opening and operating Latin American facilities are at best difficult tasks and at worst, nightmares. But cultural mores, political upheaval, and chaotic violence are only some of the reasons that doing business there is difficult. An array of other external market forces—that is, market forces beyond the jurisdiction of corporate boardrooms and the control of company management— determines to a very large extent the types of pricing, distribution, packaging, production scheduling, employee incentives, and financing policies that will work. These external forces create market environments that are as different from those in the United States, Canada, or Europe as night is from day.

What external market forces make Latin America such a challenge? Although the magnitude of each varies from country to country, the following seem to bear most heavily on business decisions:



•Government interference

•Foreign-exchange controls

•Trade pacts

•Barely functional court systems

•Closed business cartels

•Thriving underground economies

•Antiquated banking systems

•Open corruption in both public and private sectors

These conditions create rapidly changing, confusing, and often hostile market environments that, more often than not, demand decisions at variance with your organization’s domestic objectives. They cause business climates to be turbulent, unpredictable, and very unforgiving. Managerial errors are not tolerated. Latin American markets are anything but user friendly, as American markets tend to be.

Because these external forces are so powerful, marketing strategies that actually bring expected results must be broad, long term, and very flexible. You must be ready, willing, and able to make changes in pricing, distribution, packaging, promotions, and even product design as market forces dictate.

You must court government officials at various levels, sharply differentiate between social classes and gender, and adapt to cultural dissimilarities. You must take care of recalcitrant customs officials, union bosses, and influential intermediaries. And to accomplish these feats, you must work through local partners.

With such a staggering number of external forces, plus the wide range of cultures, languages, and religions, it’s very difficult to look at Latin America as a single market. Instead, it must be viewed as a conglomeration of markets, peoples, and cultures, each unique, yet all similar. Each is worthy of individual assessment, yet all suffer from lack of attention from the U.S. government. Fortunately, U.S. businesses large and small look to Latin markets with increasing optimism.

To understand Latin America, one must first recognize the radical changes that have occurred since 1989. By so doing, and accepting the fact that no one in Latin America wants to turn the clock back to pre-1989 times, you will understand how economically powerful Latin America could be in the future. The Lost Decade of the 1980s was the turning point.

The Lost Decade

The turbulent, bloodletting decade of the 1970s and the so-called Lost Decade of the 1980s are in the past. The experiment in democracy of the 1990s proved at best confusing and at worst disruptive. During the early 1990s, conditions in most Latin American countries resembled the Wild West of the United States in the late nineteenth century. Political, social, economic, and financial institutions were being reinvented, while social disorder, chaotic political maneuvering, and decrepit infrastructures tore at the very fabric of the region. But the nations of Latin America survived their essay with autocratic governments, military holocausts, and protectionist economic policies. They passed through the idealistic phase of democratic ideology and began to taste the benefits and dangers of freely elected governments.

All Latin American nations are now moving toward their rightful place in the global economy. This region is no longer a backwater. Its citizens are no longer wrestling with military rule, state-controlled economies, and unworkable democratic administrations. Latin America has, indeed, evolved beyond inexperienced exuberance. In virtually all countries, political institutions, financial systems, and environmental and social awareness have matured. In fact, it’s safe to say that some Latin American countries have evolved well beyond what many have called developing economies and are now approaching developed country status.

Every country except Cuba now has a working democratic government. Maybe they aren’t all working as well as we would like—Venezuela, Bolivia, and Ecuador come to mind—but all heads of state and legislative bodies have been duly elected in multi-party political campaigns.

Financial institutions in most countries are relatively stable. Yes, some of the smaller Caribbean states, as well as Bolivia and Ecuador, have a way to go before their banking systems are able to handle much in the way of trade or project financing. But all nations have weathered the storm of currency devaluations. In Mexico, Argentina, Brazil, Colombia, and Chile, the capital markets and banking systems are on more solid footing today than in recent memory.

At the macroeconomic level, hyperinflation has disappeared, although in two-thirds of the region inflation is still much too high. In Argentina, Venezuela, Costa Rica, and Jamaica, high interest rates continue to delay much-needed investment in infrastructure projects and manufacturing plants. However, with stability in capital markets and the absence of new shockwaves from foreign currency devaluations, interest rates should eventually come down throughout the region. Table 1-1 shows GDP per capita in purchasing power parities and other key statistics for each country.

According to the Organization for Economic Cooperation and Development (OECD) purchasing power parities (PPP) are “currency conversion rates that both convert to a common currency and equalize the purchasing power of different currencies. In other words, they eliminate the differences in price levels between countries in the process of conversion.” Economists believe this presents a truer picture of economies than traditional GDP per-capita calculations. Perhaps PPP is a little easier to understand when one thinks of it as a mechanism to state that exchange rates between two countries are in equilibrium when the purchasing power for a given basket of goods is the same in the two countries. The Economist magazine issues its McDonald’s Big Mac Index once a year. This hamburger index, otherwise known as the Big Mac PPP, is the exchange rate that would leave a hamburger in any country costing the same as in the United States. You can find a thorough description of the Big Mac PPP in the March 27, 2004, issue of The Economist.

Table 1-1 | Key Statistics
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Source: Bureau of Public Affairs, U.S. Department of State, 2004 and 2005; CIA World Factbook

Intra-region trade is at its highest level ever. Trade balances are still reasonable. Fiscal discipline has returned to most countries. At the political level, all Latin American governments, even Argentina, have reacted positively to International Monetary Fund (IMF) mandates for economic reform.

Washington may be preoccupied with the Middle East and China, but American businesses are excited about opportunities in the south. Exports from the United States to Latin America, including Mexico, have grown 12 percent over the last five years. Excluding Mexico, exports to other Latin American countries have grown by a whopping 22 percent. This is phenomenal growth considering that several economies have faced fiscal calamity (Argentina), political upheaval (Venezuela and Ecuador), increased drug trafficking (Colombia), and a variety of other disruptive forces. Moreover, trade with Latin America shows no sign of abating. In fact, as Table 1-2 shows, one-fifth of total U.S. exports to the entire world go to Latin America.

Table 1-2 | Total U.S. Exports to World ($US Billions)
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Source: Office of Trade and Industry, Manufacturing Services, International Trade Administration, U.S. Department of Commerce

Table 1-3 shows U.S. exports to each Latin American country.

Table 1-3 | Total U.S. Exports to Latin America ($US Billions)
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Source: USAID: Trade Statistics for Latin America and the Caribbean

As can be seen in Table 1-3 , nearly 60 percent of 2005 exports went to the top six countries: Brazil, Venezuela, Argentina, the Dominican Republic, Colombia, and Chile. Apparently, several U.S. exporters have reached an understanding with the Venezuelan government to continue significant amount of exports to that country regardless of President Hugo Chavez’s anti-American rhetoric.

Relationship Between Washington and Latin America

Historically, the U.S. government and the American people as a group have looked east (Europe) and west (Asia) for international trade, perhaps because immigration to this country came primarily from Europe in the beginning and from Asia later on. Only in the last half-century have Latin American immigrants outnumbered Europeans and Asians. This is perhaps because markets in Europe and Asia have enjoyed significant growth for more than a century, while Latin markets have experienced periodic ups and downs. Perhaps it’s because transportation east and west, mainly by boat, was, in the early days, easier than the journey south. Perhaps it’s because Europe and, later, Asia offered relatively stable political and economic bases while the political climate throughout Latin America has been anything but stable. Perhaps it’s because the economies of Latin America grow and contract like rubber balloons, whereas those of Europe and East Asia are relatively stable.

Whatever the reason, the relationship between Washington and Latin America has been at best rocky and at worst downright antagonistic. Since 1989, various U.S. administrations have made modest attempts to change this relationship. For example, the proposed Free Trade Area of the Americas was an attempt to bring all nations in the Western Hemisphere under a unified trade umbrella. NAFTA continues to bring the economies of the United States, Mexico, and Canada closer to a single standard. Many bilateral trade agreements have been implemented, agreed upon, or are being negotiated. The Dominican Republic-Central American Free Trade Agreement (DR-CAFTA) among the United States, five Central American countries, and the Dominican Republic was implemented in 2004. The U.S.-Chile bilateral Free Trade Agreement also became law in 2004. The United States and Peru then Colombia negotiated free-trade agreements during 2005 and 2006. However, as of this writing, the U.S. Congress has not ratified them.

Without doubt, these trade agreements will benefit both large and small U.S. businesses. Competition with European imports to Latin America is fierce. With free-trade agreements, U.S. companies can effectively compete on price as well as prompt delivery. Strangely, such potential for increased trade with Latin America doesn’t seem to have any affect on the U.S. Congress or the administration, regardless of which party is in power. Yes, sometimes a secretary of state travels to one or two Latin American countries. U.S. presidents occasionally make a few obligatory trips. Billions of dollars are poured into Colombia, Bolivia, and Peru to fight the war on drugs. But these efforts go largely unnoticed in the American press. European and Middle Eastern catastrophes, African lawlessness, the rapid economic growth and increased competitiveness of China, outsourcing in India, renewed growth of the Japanese economy—these are today’s headlines. From this, it seems obvious that the American public does not have an overriding interest in Latin America, at least not as much as it does in happenings both East and West. This indifference to our southern neighbors influences the direction Washington takes on trade and foreign direct investment, with the government focusing most of its efforts and resources on Europe and Asia.

Fortunately, the business community takes a different tack. As is true in many other matters, American business is three steps ahead of Washington in recognizing the benefits of increased North/South trade and investment. The Summit of the Americas is a good example of the political clout the American business community can muster as a unified front.

Promises of the Summit of the Americas

In December 1994, the first Summit of the Americas was convened in Miami. Heads of state from Canada, the United States, and thirty-one independent Latin American countries met to begin the long process of developing a protocol that would, over time, evolve into the Free Trade Area of the Americas (FTAA). This meeting, the first of several summits to be held in later years, set in motion a process to seek solutions to economic and social problems shared by all the countries in the Western Hemisphere. A second summit was held in Santiago, Chile, in 1998, a third in Quebec City, Canada, in 2001, and a fourth in Mar del Plata, Argentina, in 2005. In addition, a Special Summit of the Americas was held in Monterrey, Mexico, in 2004 to brief eleven new heads of state who had taken office subsequent to the third summit in Quebec City. Between the first and second summits, a 1996 Summit on Sustainable Development was held in Santa Cruz, Bolivia.

At the Quebec City summit in 2001, the thirty-three participating nations agreed that the main goal of the Summit of the Americas process was “to analyze and discuss the challenges that the American continents face in order to seek shared solutions and improve the quality of life of the citizens of the Americas.” Participants avowed their “com- mitment to hemispheric integration and national and collective responsibility for improving the economic well-being and security of our people.” That sounds wonderful in the abstract. If it comes to fruition, everyone will benefit. If not, the summits will be just another failed attempt at hemispheric integration.

In addition to these heads-of-state summits, a vast number of intra-hemispheric meetings have been held among lesser representatives of each country to discuss ways to develop uniform standards of customs clearance, protect intellectual property, and safeguard the environment. In addition, judicial conformity, labor standards, and a variety of other matters have been debated. All these meetings, summits as well as lesser gatherings, have been aimed at the inauguration of the FTAA originally scheduled for January 2005. Obviously, this did not occur, mainly because the United States and Brazil could not agree on several items of mutual concern.

If you would like to follow the Summit of the Americas process, its office is located at Summits of the Americas Secretariat, Organization of American States, 1889 F St. NW, Washington, D.C. 20006.

Trade Pact Fever

The Summit of the Americas meetings notwithstanding, the United States has moved forward with many bilateral, and in some case multilateral, trade pacts with Latin countries. As of this writing, trade pacts have been implemented or agreed upon with eleven South and Central American countries and with twenty-four English-speaking Caribbean nations:

1. North American Free Trade Agreement (NAFTA) with Canada and Mexico

2. Dominican Republic-Central American Free Trade Agreement (DR-CAFTA) with the Dominican Republic, Costa Rica, El Salvador, Guatemala, Honduras, and Nicaragua

3. United States-Chile Free Trade Agreement

4. United States-Peru Free Trade Agreement (awaiting U.S. Congressional ratification)

5. United States-Colombia Free Trade Agreement (awaiting U.S. Congressional ratification)

6. United States-Caribbean Basin Trade Partnership Act of 2000, which replaced the expired Caribbean Basin Initiative

In addition, a free trade agreement with Panama is being negotiated, and one with Ecuador is being considered. Uruguay has expressed interest in beginning similar discussions.

Although each trade pact is slightly different, all deal with reducing or eliminating tariffs on goods shipped from Latin America to the United States and on goods shipped from the United States to Latin countries. Some pacts also cover such diverse areas as protection for intellectual property, permission for foreign direct investment, liberalization of customs procedures, and strengthened judiciary practices. NAFTA, of course, is a special case. It covers a multitude of matters especially germane to trade among the United States, Canada, and Mexico, including references to environmental protection and labor practices.

Critics argue that the main effect of free-trade pacts has been to move U.S. jobs to lower-wage countries, thereby depriving American workers of their livelihoods. Certainly, many jobs have moved offshore. But this has made American goods competitively priced with those imported from China, other Asian countries, and Eastern Europe. Nearly all clothing that we wear is now sewn in DR-CAFTA countries. Offshore call centers and backroom financial services in Barbados, Jamaica, and the Dominican Republic pre-dated offshore sourcing in India. Colombian flowers have captured the bulk of the U.S. cut-flowers market. Chilean wine and grapes, Honduran fruit, Ecuadorian seafood, Guatemalan bananas, and many other crops and products from trade-pact members have made major inroads in U.S. markets. Moreover, maquila or export assembly plants of U.S. companies in several Latin nations continue to produce clothing, shoes, and various electronics for shipment back to U.S. markets. It seems abundantly clear that free-trade pacts have in the past and continue now to benefit all Americans, even those whose jobs went south, with lower-priced products needed in everyday life.

Opportunities Abound

Every Latin American nation has benefited from market reforms implemented over the past ten years. While governments are becoming more closely aligned to democratic institutions in the United States and Canada (with a few exceptions), capital continues to flow to the region from the IMF as well as from U.S., Canadian, European, and East Asian governments and the private sector. Business has been legitimatized by new laws governing consumer protection, foreign investments, intellectual-property rights, capital markets, agent/distributor relationships, and a host of other matters necessary to sustain free-market economies. Most important, Latin American consumers in record numbers want to buy American products and services.

A diverse consumer market of more than 550 million people cannot be ignored. Booming commercial and industrial markets that hunger for American technology and management know-how are just too inviting to pass up. The plethora of multilateral and bilateral free-trade agreements that offer U.S. companies a competitive edge over European and Asian rivals are too strategically beneficial to dismiss out of hand. With the fires of global competition destroying cross-border barriers, companies that have waited for the right time to enter or expand in Latin American markets must now move forward.

This is not to say that American business is a stranger to Latin America. On the contrary, U.S. technology, management know-how, goods, and services from a wide range of industries have contributed significantly to the growth of Latin American markets. Moreover, Mexico, Argentina, and Brazil actively solicit foreign trade and investment from American companies. Bilateral trade agreements bring U.S. consumer and industrial products to the stores and factories of Latin America. In fact, doors to Latin America that have previously only been ajar are now swinging wide open.

With some exceptions, I think it’s safe to call Latin America a maturing region, no longer destined to be treated as a backwater frontier but rather very close to taking its place with the more economically developed regions of the world. Still, many obstacles to growth remain.

Deficiencies That Still Remain

Although much progress has been made and many external risks are less intrusive today than they were ten years ago, serious problems still lurk in the shadows. Many educational and health-care facilities still lack modern technologies, supplies, and trained staff. Land-line telephone service is still a scarce commodity. Electricity has yet to reach most indigenous populations. Although vastly improved in commercial and industrial centers, roadways, bridges, and ports remain in dismal shape in much of the region. Environmental degradation continues unabated. Social issues have not been properly addressed. Poverty and its evil sister unemployment are huge deterrents to future growth.

Moreover, democracy has yet to win the hearts of most Latin Americans. Asked in a recent poll whether they were satisfied with their country’s democratic system, South Americans responded as follows:



•Only 16 percent of those polled in Paraguay said they were satisfied.

•In Peru, a mere 21 percent answered in the affirmative.

•In Brazil, positive responses came from 23 percent of those surveyed.

•In Venezuela, the number was slightly higher at 35 percent.

•In Argentina, which has implemented more economic reforms than any other Latin country, a surprisingly low 42 percent of respondents said they were satisfied with the country’s democratic system.



Corruption runs unabated throughout Latin America. Crime turns urban areas into battlefields. Drug trafficking through defenseless smaller countries, as well as through Mexico, poisons a whole generation of young people. Openly hostile military regimes, corrupt and incompetent police and judges, and failing legal systems have caused street crime, kidnappings, and homicides to double and even treble in several Latin capitals. These are very serious problems that must be dealt with quickly and decisively to ease the apprehensions of foreign businesses and travelers.

As newly elected heads of state pick up the reins from their predecessors, one can only hope that they will enhance many of the sound policies already in place, thereby permitting their countries to continue along their current maturation trends. One can only wait and see whether new administrations will revert to previously failed policies, turning back the clock to centralization and protectionism. Unfortunately, we have already seen Venezuela and Bolivia start down this road, and several other nations are precariously balanced on its shoulder.

No one should be misled into thinking that doing business in this vast region is a sure bet. Whether exporting, sourcing with maquila operations, manufacturing or distributing for local markets, or exporting from Latin America to Europe or Asia, doing business in these countries is far more complex than it is in the United States or Canada. Competition from local companies as well as from European and Asian firms is intense, shipping costs are high, language and dialect barriers are very pronounced, and the business climate in each country is unique. The entire mode of conducting business can be tricky for foreigners, especially Americans. In fact, at times it can seem incomprehensible. (See Chapter 11 for an approach to measuring country risks.)

The more advanced markets in Argentina, Brazil, Chile, Colombia, and Mexico can be especially difficult to master. These countries have well-established business and political protocols, extensive experience with European trade and investment, sophisticated consumers, long-established industrial bases, and well-educated, tough-minded business managers. Moreover, even among these more developed countries, some serious differences confront American businesses.

Intra-regional Cultural and Business Differences

Although many similarities exist among the forty-nine Latin American countries, territories, protectorates, and other entities, several differences should be recognized by any U.S. company contemplating doing business in the region. These differences can be grouped as follows:



Informal underground markets: Brazil, the Dominican Republic, Nicaragua, and Ecuador, and several other countries have thriving and openly available underground markets in goods imported from the United States as well as knock-offs of these products. This tends to destroy the efficiency of distribution systems and disrupts financial systems.

Weakened judicial systems: Although all regional judicial systems have improved markedly over the last decade, some are still fraught with corruption. Judicial corruption is most prevalent in Venezuela, Guatemala, Mexico, and Bolivia.

Environmental degradation: Brazil has the worst history of environmental debasement in the region because of the destruction of the Amazon rain forests by logging companies, farmers, and ranchers. The government has begun to clamp down on the destruction of rain-forest timber, but it has a long way to go to finally put a stop to this desecration.

Crime: Some countries, notably drug-trafficking drop-off countries such as Haiti, Guyana, Mexico, all of Central America and the Dominican Republic, and of course Colombia, have virtually uncontrolled street crime. Murders and robberies are commonplace. Colombia has by far more kidnappings than any other country in the world.

Passive versus aggressive cultures: Ordinary people as well as government officials in Argentina, Colombia, Ecuador, Guatemala, and El Salvador seem to be much more aggressive in their behavior than passive Honduras, Brazil, Chile, and Panama.

Impact of foreign cultures: Europe is the biggest trading partner for Brazil and Argentina. Argentina was settled by immigrants from many Northern and Southern European countries. This European flavor is very evident in Argentina’s unique usage of the Spanish language, dress code, and business protocol. Argentina is also by far the most sophisticated of the Latin countries. More than 50 percent of Guyana’s population is of East Indian descent. Trinidad is close behind. Most Central Americans are mestizo. Peru has a large population of Japanese.



Such differences are not pronounced in some countries but are very evident in others. Recognizing variations in cultures and market risks is a crucial part of your long-term strategic marketing program. Succeeding chapters will show just how crucial such integration is.


Chapter 2

Latin America’s Universal Issues

The world is witnessing a paradox in the making. Latin America is clearly much better off than it was in 1989, the end of the Lost Decade. When all countries in the region (except Cuba, of course) completed the transition from military rule to freely elected civilian governments, enthusiasm for market economies, multiparty elections, free trade, and the privatization of nationalized industries was at its height. But the region was dangerously close to a disastrous implosion created by hyperinflation (four-digit inflation in Brazil), negative growth, unacceptably high unemployment, burdensome foreign debt, and very shaky financial systems. Today, all that has changed. Now Latin America is purring along on all cylinders, making remarkable strides in economic growth and the expansion of private enterprise. The region is without unmanageable inflation, fiscal extravagance, or collapsing judicial systems. Most Latin economies are doing better than they ever have before.

Why then are the politics of the region turning to populism and shifting to the left?

Despite enormous improvements in the availability of consumer goods, electricity distribution and other infrastructure areas, and primary school education, many debilitating issues have not been addressed. The wealth gap continues to widen, especially in countries with large indigenous populations. Health care in rural areas is still abysmal. Air pollution and water contamination are still major health concerns. Sanitary waste disposal remains an elusive concept. Standards of secondary and tertiary education are still well below those of developed countries. With a few exceptions, women are still not treated as equal to men. Although many more Latin Americans can be classified as middle-class and elite than just ten years ago, the working class has not shrunk.

Working-class Latinos and Latinas are beginning to rebel. They see their politicians and bosses driving new cars, dressing in designer clothes, and traveling repeatedly to the United States and Europe while they struggle to survive day by day. This working class has already been heard from in Venezuela and Bolivia, throwing out moderate presidents and electing populist left-wing radicals. Ecuador and several Central American nations are on the threshold of moving in the same direction.

Such populism has become a fertile breeding ground for anti-American rhetoric. Venezuelan President Hugo Chavez is especially vocal in his denunciation of the United States, and he has begun to cast his net over all of Latin America. Flush with enormous oil riches, Chavez has embarked on a petro-diplomacy campaign that is already strengthening his grip on the region and turning hearts and minds against the United States. As of this writing, Chavez has done the following:



•Forced big oil into partnerships with his government and charged them exorbitant taxes

•Purchased $1 billion of Argentina’s lowly bonds

•Promised to buy Ecuador’s and Bolivia’s bonds

•Agreed to provide 200,000 barrels of oil per day to Cuba and twelve other Caribbean and Central American nations

•Formed a joint venture with Brazil’s Petrobas to build a $2.5 billion refinery near their common border 



Chavez even took his campaign directly to the United States, ordering Citgo Petroleum Corp., a wholly owned subsidiary of Petroleos de Venezuela, to sell 12 million gallons of heating oil at prices 40 percent below market price to needy residents of the Bronx and Boston.

There can be little doubt that Chavez has harnessed a growing discontent throughout the region. Little-understood actions by Washington and the dismal failure of democracy to bring relief from social inequities buttress his campaign. Many of my Latino friends express the feeling that democracy has failed and that they are no better off now than they were before 1989 under dictatorial rule and before market economies were instituted. Let us hope that in the near future, the American business community will be influential enough to convince Washington to pay at least as much attention to our southern neighbors as it does to European and Asian countries. Only if America, through its government and business community, provides substantial help to improve Latin America’s education, health-care, and judicial systems will the FTAA become a reality. And only with the FTAA or similar trade agreements will American business realize the true potential of trade and investment in Latin America.

Despite Latin America’s remarkable economic resilience and the substantial number of market reforms put in place over the last ten years, the lack of attention paid to the resolution of vast inequalities has begun to cause political unrest throughout the region. Many Latin countries blame the United States for shoddy efforts related to reducing poverty, infrastructure deficiencies, health-care shortages, and education weaknesses. The so-called Washington Consensus, which involves reducing the role of the state and implementing economic liberalization of markets, is felt by many to be the single overriding factor that has caused the widening inequality of opportunities for Latin America’s working class.
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